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independent Auditors’ Report

Detoitte & Touche LLP Two World Financiat Center

New York. New York 10281

To the Board of Directors and Shareholders of Covanta Energy Corporation:

We have audited the accompanying comsolidated balance sheets of C.ovanta Energy Corporation {formerly Ogden Corporation) and
subsidiaries (the “Company”) as of December 31, 2000 and 1999, and the related statements of consolidated income and comprehensive
income, shareholders’ equity, and consolidated cash flows for each of the three years in the periad ended December 31, 2000. These
financial statemenss ase the responsibility of the Compary's management. Our responsibility is to express an opinion on the financial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of Amertca. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of .naterial
misstatement, An audit includes examining, on a test basis, evidence supporting the amaounts and disclosures in the financial statements.
An audit ako includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the
averall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of the
Company at December 31, 2000 and 1999, and the results of their operations and their cash flows for each of the three years in the
period ended December 31, 2000 in conformity with accounting principles generally accepted in the United States of America,

As discussed in Note 1 to the financial statements, the Company changed its method of accounting for the costs of start-up
activities in 1999,

Daleitls, «Townda 1L P

March 27, 2001

Report of Management

Covanta’s management is responsible for the information and representations contained in *his annual report. Managernent believes
that the financial statements have been prepared in conformity with accounting principles generally accepted in the United States of
America appropriate in the circumstances to reflect in all materjal respects the substance of events and transactions that should be
included and that the other information in the annual report is consistent with those statements. In preparing the financial staternents,
management makes informed judgments and estimates of the expected effects of events and transactons currently being accounted for.

In meeting its responsibliity for the reliability of the financial statements, management depends on the Company’ internal control
structure, This structure is designed to provide reasonable assurance that assets are safeguarded and transactions are executed in aceor-
dance with management’s authorization and recorded praperly to permit the preparation of financial statements in accordance with
accounting principles generally accepted in the United States of America. In designing contro! procedures, management recognizes
that errors or irregularities may nevertheless occur. Also, estimates and Jjudgments are required to assess and balance the relative cost
and expected benefits of such controls. Management believes that the Company's internal control structure provides reasonable
assurance that errors or irregularities that could be rmaterial to the financial statements are prevented and would be detected within
a timely period by employees in the normal course of petforming their assigned functions.

The Board of Directors pursues its oversight role for these financial statements through the Audit Committee, which is composed
solely of nonaffiliated directors. The Audit Committee, in this oversight role, meets periodically with management to monitor thelr
responsibilities. The Audit Committee also meets periodically with the independent auditors and the internal auditors, both of
whom have free access to the Audit Committee without management present.

The independent auditors efected by the shareholders express an opinion on our financial statements, Their opinion is based on proce-
dures they consider to be sufficient to enable them to reach a conclusion as to the fairness of the presentation of the financiak statements,

at

i‘r . _..-tfr" E&M“‘t‘—»«

Scott G. Mackin Edward W. Moneypenny

President and Executive Vice President and
Chief Executive Officer Chief Financial Officer '
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Covanta Energy Corpastion and Sulbsidivies

Selected Financial Data

December 31, . 2000 1899 1998 1997 1896

{In thousands of dollars, except per-share amounts)

Total Revenues Fraom Continuing Operations  $1,020,002 $1,027.693 ¥ 925,153 $ 960458 . $1,213.874

Income (loss) from continuing operations before

cumulative effect of change in accounting principle (85,621) (36,290) 37.248 ‘ 36,787 39,081
Income {loss} from discontinued operatians (143.664) (41,851) 49,722 38.886 25453
Cumuiative effect of change in accounting principle (3.820)

Net income (toss) (229,285} (81,961) 86.970 75,673 64.534

Basic Earnings {Loss) Per Share:
Income {toss} [rom continuing operations before

cumulative effect of change in accounting principle (1.73} ©.74) 0.74 0.73 0.78
Income (loss) from discontinued operations (2.90) (0.85} 1.00 0.78 0.51
Cumulative effect of change in accounting principle {0.08)

Tota {1.63) (1.67) 1.74 151 1.29

Diluted Earnings (Loss) Per Share:
Income (loss) from continuing operations before

cumulative effect of change in accounting principle (1.73) {0.74) 0.73 0.72 0.77
Income (loss} from discontinued operations (2.80) {0.85) 0.98 0.76 0.50
Cumulative effect of change in accounting principle (0.08}

Total (4.63) {1.67) 1.71 1.48 1.27
Tatal fAssets 3,295,451 3,726,099 3.647.554 3.443,981 3,401,382
Long-Term Obligations . 1.749.164 1,884,427 1,864,772 1,911,707 1,935,306
Shareholders” Equity 231,556 442,001 549,100 566,091 550,925
Sharcholders” Equity Pee Common Share 1.65 8.92 11.20 11.24 ' 11.06
Cash Dividends Declared Per Common Share 625 1.25 1.25 1.23

Net income in 1999 reflects net after-tax charges af $97.8 miliion, or $1.99 per diluted share, reflecting costs assoclated with existing noncore businesses
and lmpalnment of certain assets. comprising $62.5 militon, or $1.27 per diluted share, for continuing operations and $35.3 million, or §.72 per diluted
share, for discontinved operations. Net income In 2000 reflects net after-tax charges of $56.0 million, or §1.13 per diiuted share, reflecting the write-
down of net assets held for sale and $60.4 milllon, or $1.22 per diluted share, reflecting costs assoclated with noncore businesses and organizational

streanlining costs comprising $45.5 million, or 3.92 per difuted share. for continuing operations and $14.9 inlllion, or $.30 per diluted share, for discon-
tinued operations.

-
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Covarta Energy Corporation and Subsidiaries

Statements of Consolidated Income and Comprehensive Income

For the years ended December 31,

Cavsnra Fnergy Corporarion ] 2000 Annual Report

2600 1989 1998

Service reventes t 577,564,000 $ 590,924,000 $594,381,000
Electricity and steam sales 292 514,000 221,476,000 178,934,000
Equity in income of investees and joint ventures 24,083,000 13,005,000 19,340,000
Construction revenues 69,341,000 119,455,000 44,861,000
Other sales—net 45,329,000 54,987,000 67,113,000
Other—net 12,233,000 22,171,000 19,053,000
Net gain (loss) on sale of businesses (1,067,000} 5,665,000 1,471,600
Total revenues 1.028,802,000 1,027,693,000 925,153,000
Plant operating expenses 539,482,000 485,406,000 436,222,000
Construction costs 74,271,000 120,757,000 39,857,000
Depreciation and amartization 110,325,000 101.470,000 88,884,000
Debt service charges 84,727,000 88,439,000 92,747,000
Other operating costs and expenses 29,416,000 30,317,000 37,881,000
Costs of goods sold 11,809,000 65,460,000 57,685.000
Selling, administrative and general expenses 74,416,000 97,658,000 77,261,000
Project development expenses 24,483,000 23,300,000 11,546,000
Other—net 43,445,000 21,220,000
Write-down of net assets held for sale 77,240,000
Total costs and expenses 1,099.644,000 1,034,027.000 842,483,000
Consoltdated operating income {lass) (79,612,000} (6,334,600) 82,670,000
Interest expense—net (35,347,000) (30,697,000 \ (195312,000)
Income (loss} from continuing operations before income taxes, )

minority Interests and the cumulative effect of change In

accounting principle (114,989,000 {37.031,000) 62,858,000
Incame taxes 34,148,000 6,917,000 (21,557,000}
Minority interests (1,781,000 {6,176,000) (4,053,000)
Income (loss) from continuing operations {85,621,000} (36,290,000 37,248.000
Income (loss) from discontinued operations (net of Income taxes

of: 2000, ($29,263,000); 1998, $6,000: and 1998, $40,240,000) (143.664,000) (41,251,000 49,722 000
Cumulative effect of change in accounting principle (net of

income taxes of $1,313,000} (3,820,000)
Net Income (Loss) (229,285,000} (81,961,000} 86,970,000
Other Comprehensive Income, Net of Tax:
Foreign currency transtation adjustments (net of income taxes .

of $1,858,000 in 2000) {8,015 ,000) (4.631,000) (2,170,000}
Less: reclassification adjustment for translation adjustments

included in foss from discontinued operations 25,323,000
Unrealized Gairs {Losses) on Securities:
Unrealized holding gains ([osses) arising during period (60,000) 470,000
Less: reclassification adjustment for losses (gains} included

in net income (loss) (150,000) 275,000
Minimum pension Lability adjustment (102,000 409,000 (392,000)
Other comprehensive income (loss) 17,056,000 (4,007.000) (2.092,000)
Comprehensive income (loss) kY {212.229,000) $ (85,968,0‘00) S 84.878.000
Basic Earnings Per Share:
Income (loss} from continuing operations § (1.73) t 074 3 0.74
Income (ioss) from discontinued operations {2.90} (0.85) 1.00
Cumulative effect of change in accounting principle {0.08) -
Net Income (Loss) $ {4.63} $ (1.67) § 1.74
Diluted Earnings Per Share:
Income (loss} from continuing operations $ (1.73) § 074 % 0.73
Income {loss) from discontinued operatians (2.80} (0.85) 0.98
Cumulative effect of change in accounting principle {0.08) ‘
Net Income {Loss) $ {4.63) b3 {1677 § 1.71

See Netes to Consolidated Financial Statements
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Covanta Eneygy Comporacion and Subsidiaries

Consolidated Balance Sheets

Asscts December 31,

2000 1999

Current Assets:
Cash and cash equivalents § 80,643,000 $ 101,020,000
Restricted cash 194,118,000 .
Restricted funds held in trust 96,280,000 103,662,000
Receivables (less aflowances: 2000, $19,234,000 and 1999, $17,942,000) 247 914,000 293,002,000
Inventories 10,767,000
Deferred income taxes 36,514,000 36,189,000
Prepaid expenses and other current assets 77,239,000 79,052,000
Net assets of discontinued operatians 568,146,000
Net assets held For sale 70,614,000
Total current assets 803,322,000 1,191,838,000
Property, plant and equipment—net 1,78%,430,000 1,841,811,000
Restricted funds held in trust 157,061,000 166,784,000
Unbitled service and other receivables 155,210,000 159,457,000
Unamortized contract acquisition costs 88,702,000 94,998,000
Goodwill and other intangible assets 1,944,000 12,520,000
Iowestments in and advances to investees and joint ventures 223,435,008 180,523,000
Other assets 63,317,000 78,168,000
Total Assets - $3.295.451.000 $3.726,009,000
Liabijities and Sharcholders’ Equity
Liabitities:
Current Liabilities:
Current portion of long-term debt 3 145,289.c00 $ 113,815,000
Current portion of praject debt 99,875,000 80,383,000
Accounts payable 41,106,060 75,169,000
Acerued expenses, etc. 308,681,000 360,155,000
Deferred income 38.517.000 45,806,000
Total current labilities 633,468,000 675,328,000
Long-term debt 318,126,000 344,945,000
Project debt 1,29¢,388,00¢ 1,390,832,000
Deferred income taxes 315.931.000 380,812,000
Deferred income 172,050,000 182,663,000
Other liabitities 158,992,000 127,559,000
Minority interests 34,290,000 33,309,000
Convertible subordinated debentures 148,650,000 148,650,000
Totat Liabilities 3.063.895,000 3.284,098,000
Shareholders’ Equity:
Serial cumulative convertible preferred stock, par value $1.00 per shate,

authorized, 4,000,000 shares; shares outstanding: 35,582 in 2000 and 39,246

in 1999, net of treasury shares of 29,820 in 2000 and 1999 36,0100 39,000
Common stock, par value $.50 per share: authorized, 80,000,000 shares;

outstanding: 49,645,459 in 2000 and 49,468,195 in 1998, net of treasury shares

of 4,265,115 and 4,405,103, respectively 24,823,000 24,734 000
Capital surplus 185.681,000 183,915,000
Notes receivable from key employees for common stack fssuance {1.049.000) (1,049,000)
Earned surplus 25,829,000 255,182,000
Accumulated other comprehensive loss {3.764,006} {20,820,000)
Tolal Sharcholders’ Equity 231,556,000 442,001,000
Total Liabilities and Shareholders’ Equity | $3.295.451,000 $3.726,099,000

See Notes to Consalidated Finantial Statements
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Covanta Energy Corporarion | 2000 Anneal Report
Covana Enengy Corpuration and Subsidiaries
Statements of Shareholders’ Equity
For the years ended December 31, 2000 1999 1998
Shares Amounts Shares Amounts Shares Amounts
Serial Camulative Convertible Preferred
Stock. Par Vatue $1.00 Per Share:
Authorized, 4,000,000 Shares:
Balance at beginning of year 69,066 § 69,000 72,038 $ 73,000 74,166 $ 75,000
Shares converted into common stock {3,661) {3,000} (2,972 (4.000) {2,128) (2,000)
Total 65,102 66,000 69,066 69,000 72,038 73,000
Treasury shares (29,820) {30,600} (29,820} {30,000) (29,820) {30,000}
Balance at end of year
(aggregate involuntary .
fiquidation vatue—2000, $717,000) 35,5382 36.000 39,246 39.000 42,218 43,000
Common Stock, Par Value
$.50 Per Share; Authorized,
80,000,000 Sharcs:
Balance at beginning of year 53,873,298 26,937,000 53,507,952 26,754,000 53,430,246  26,715.000
Exercise of stock options 155,801 78,000 65.000 33,000
Shares issued for acquisition 15,340 8,000 191,800 96,000
Conversion of preferred shares 21,886 11,000 17,745 9,000 12,706 6,000 °
Total _ 53,910,574 26,956,000 53,873,298 26,937,000 53,507,952 26,754,000
Treasury shares at beginning of year 4.405.103 2.203.000 4,561,963 2,281,000 3,135,123 1,568,000
Furchase of treasury shares 102,000 51,000 2,121,100 1,060,000
Issuance of restricted stock (13%,988) (70.000) .
Exercise of stock aptions (258,860} (129,000} (694,260) (347.000)
Treasury shares at end of year 4,265,115 2.133,600 4,405,103 2,203,000 4,561,863 2,281,000
Balance at end of year 49,645,439 24,823,000 ° 49,468,195 24,734,000 48,945,989  24.473.000
Capital Surplus: .
Balance at beginning of year 183.915,000 173,413,000 212,383,000
Exercise of stock options 8,061,000 16,555,000
Issuance of restricted stock 1,602,000 _
Shares issued for acquisition 172,000 4,904,000 '
Purchase of treasury shares (2.458,000) (55,321,000}
Conversion of preferred shares (8,000) {(5.000) (4,000)
Balance at end of year 185,681,600 183,915,000 173,413,000
Notes recelvable from key employees for )

common stock issuance (1.643,000) (1,049,000}
Earned Surplus:
Balance at beginning of year 255,182,000 367,984,000 343,237,000
Net income (loss) (229,285,000) (81,961,000} 86,970,000
Totai 25.897,000 286,023,000 430,207,000
Preferred dividends—per share 2000, $1.875:

1999 and 1998, $3.35 68,000 137,000 144,000
Common dividends—per share 2000, zero:

1999, $.625; and 1998, $1.25 30,704,000 62,079,000
Total dividends 68,000 30,841,000 62,223,000
Balance at end of year 25,829,000 255,182,000 367,984,000
Cumunlative Translation Adjustment- Net (3.355,0003 (20,663,000} (16,032.000)
Mininrun: Pension Liability Adjustmant (165.,000) (307,000) (716,000)
Net Uswealized Gain (Loss} on

Securities Available For Sale 150,000 (65,000}
Total Sharcholders' Equity $231.556.000 $442 001,000 $549,100,000

See Nates to Consolidated Financial Statements.
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Covama Energy Corporation and Subsidiaries

Statements of Conselidated Cash Flows

For the years ended December 31, 2000 1949 1998
Cash Flows From Operating Activities:
Net income (toss} ${229,285,000) $ (81,961,0600) $ 86,970,000
Adjustments to Reconcile Net Income (Loss} to Net Cash (Used in)

Pravided by Operating Activities of Continuing Operations:
Loss {Income} from discontinued operations 143,664,000 41,851,000 (49,722,000}
Depreciation and amortization 110,325,000 101,470,000 88,884,000
Deferred income taxes (37,868,000} {16,944,000) 18,820,000
Cumulative effect of change In accounting principle 3,820,000
Write-down of assets 77,240,000 36,150,000
Severance and other employment charges 10,271,000 32,602,000
Other (13,412,000} (3,395,000 (17.504,000)
Management of Operating Assets and Liabilitles:
Decrease (Increase) in Assets:
Receivables 11,651,000 (25,365,000 {1.522,000)
Imventories (722.000) 2,208,000 1,132,000
Other assets (5,309,000) 18,834,000 (25,110,000
Increase (Decrease) in Liabilities:
Accounts payable {27,082,000) 19,572,000 (7,584,000
Accrued expenses (47,925,000) 35,921,000 27,799,600
Deferred income (8,901.000) (3,698,000 192,137,000
Other liabilities (11,386,000) {51.214,000) 12,887,000
Net cash (used in) provided by operating activities of

continuing aperations (58,739,000) 105,851,000 327,187,000
Cash Flows From Investing Activities: .
Entities purchased, net of cash acquired (59,436,000} (800,000)
Proceeds from sale of marketable securities available for sale 6,560,000 66,355,000 14,232,000
Proceeds from sale of businesses and other 19,354,000 10,560,000 225,000
Proceeds from sale of property, plant, and equipment 9,314,000 1,175,000 181,000
Proceeds from sale of investment 5,138,000
Tnvestments in facilities {30.051.080) {50,749,000) . {18,847,000}
Other capital expenditures {24,914,008) (15,048,000) (17,675,000}
Decrease in other receivables 3,963,000 820,000 2,865,000
Investmments in marketable securities avatiable for sale _ . (1,815,000) (58,917,000
Distributions from investees and joint ventures 4,459,000 12,459,000 8,479,000
Increase in investments in and advances to investees and

Jjolnt ventures {34,032,000) . (43,997,000} (32,458.000)
Net cash used in investing activities of continuing operations (39,347.000) (74,538,000) (102,815,000)
Cash Flows From Financing Activities:
Borrowings for Energy facilities 82,643,000 150,894,000 506,518,000
Other new debt 2,378,000 90,508,000 34,525,000
Payment of debt (182,228.000) (205,089,000 (601,396,000}
Dividends paid (68,000) (46,241,060) (62,541,000)
Purchase of tredsury shares {2,509.000) {56,381,000}
Decrease in funds held in trust 16,991,600 21,019,000 40,415,000
Increase in restricted cash (194,118,000}
Proceeds from exercise of stock options 8,268,000 16,735,000
Other (3,800,000) (4,412,000) (5,922,000)
Net cash {used in) provided by financing activities of

continuing operations (268,202,000) 12,438,000 {128,047,000)
Net cash provided by {used in} discontinued operations 346,411,000 {127.900,000) (59,880,000}
Net {Decrease) Increase in Cash and Cash Equivalents {20.377.000) (80,149,000} 36,445,000
Cash and Cash Equivalents at Beginning of Year 101,020,000 181,169,000 144,724,000
Cash and Cash Equivalents at End of Year § 80,643,000 $ 101,020,000 $ 181,169,000

See Notes to Consolidsted Financia! Seatements
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Cuvarita Energy Corporation and Subsidiaries

1 o Summary of Significant Accounting Policies

Principles of Consolidation, Combinatiors, etc.: The Consolidated
Financial Statements include the accounts of Covanta Energy
Corporation and its subsidiaries ("Covanta” or the “Company ).
In March 2001, the Company changed its name from Qgden
Corparation to Covanta Energy Corporation. Companies in
which Covanta has equity investments of 50% or less are
accounted for using the “Equity Method,” if appropriate. All
intercompany transactions and balanices have been eliminated.

On September 17, 1999, the Company announced that it
intended to selt its Aviation and Entertainment businesses
and on September 29, 1999, the Board of Directors of the
Company formally adopted a plan to sell the operations of
its Aviation and Entertainment units which were previously
reporied as separate business segments. As a result of the adop-
tion of this plan, the financlal results have been reclassified in
the accompanying Financial Statements to show these opera-
tions as discontinued and the prior periods have been restated
(se¢ Note 2).

At December 31, 2000, the Company had substantially com-
pleted its sales of the discontimted operations and has reclassified
the remaining unsold Aviation and Entertainment businesses as
net assets held for sale in the accompanying December 31, 2000
financial statements. These noncore businesses are reported in
the Other segment at December 31, 2000. In addition, the
Company reclassified its other noncore subsidiaries, Datacom,
Inc. (Datacom), a contract manufacturing company located
in Mexico, and Compania General de Sondeos, S.A. (CGS),
an ervironmental and infrastructure company in Spain, to
include these businesses in net assets held for sale. Datacom
and CGS are reported in the Other segment and Energy seg-
ment, respectively. Also during 2000, the Company sold other
noncore businesses including Applied Data Technology. Inc.
{ADT]) and its environmental consulting subsidiary,

In 1999, in transactions accounted for as purchases, Covanta
acquired the shares of a Philippine diesel-fired power plant, a
74% interest in a Thatland gas-fired facility, a 90% interest Ina
Thailand company that operates and maintains several power
plant facilities, the unowned 30% partnership interests in the
Heber Geothermal Company, which owns a geothermal power
plant in California, and Heber Field Company in California for
a total cost of $58,500,000. The operations of these companies
have been included in the accompanying Financial Statements
from the dates of acquisition. If Covanta had acquired these
companies at Janvary 1, 1998, consolidated revenues, net income
{loss) and diluted earnings (loss} per share would have been
$1,004,900,000, ($85,568,000) and ($1.74) for 1999 and
$919,259,000, $81,533.000 and $1.60 for 1993,

In 1988, in transactions accounted for as purchases, Covanta
acquired the shares of a ¢ivil construction company for a total cost
of $300.000.The operatians of this company have been included
in the accompanying financial statements from date of acquisition.
1t Covanta had acquired this company at fanuary 1, 1998, consoli-
dated revenues, net income and diluted earnings per share would
have been $897,524,000, $87,406,000 and $1.72 for 1998.

In connection with an earlier restructuring plan, the
Binghamton, New York and Cork, Ireland operations of
Datacomn were sold in January 1998,
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Ulse of Estimates: The preparation of consolidated Financial
Statements in conformity with accounting principles generally
acce:pted in the United States of America requires management
to miake estimates and asumptions that affect the reported
amc-unts of assets and liabilities and disclosure of contingent
assets and fiabilities at the date of the Financial Statements and
the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those esti-
maters. Significant estimates include management’s estimate
of the catrying values of its discontinued operations and
assets held for sale, estimated useful lives of long-lived assets,
allowwvances for doubtful accounts receivable, reserves for
obsolete inventory, and liabilities for workers' compensation,
seveTance, restructuring and certain litigation.

Cash and Cash Equivalents: Cash and cash equivalents include
all cash balances and highly liquid investments having original
maturities of three months or less. :

Restricted Cash; In accordance with the Company's revalving
crecfit agreement in effect at December 31, 2000, certain
amounts of cash at December 31, 2000 raised from asset sales
are restricted as to their use, These funds are restricted primarily
to repay current debt or repay certain other financial obligations.
In March 2001, the Company entered into a new Revolving
Crediit and Participation Agreement (see Note 14). In connec-
tiory with that Agreement, the Company was required to pay
down certain debt totaling approximately $157,000,000 (includ-
ing approximately $26,000,000 classified in Net Assets Held for
Sale on the December 31, 2000 Consolidated Batance Sheet, see
Note 3} using this restricted cash (see Note 12).

Marketable Securities: Marketable securities are classified as
available for sale and recorded at current market value. Net
unrealized gains and losses on marketable securities available
for sale are credited or charged to Other Comprehensive
Incame (see Note 5).

Clontracts and Revenue Recognition: Service revenues primarily
include only the fees for cost-plus contracts and other types of
contracts. Both service revenues and operating expenses exclude
reimbursed expenditures of zero, zero and $1,800,000 for the
years ended December 31, 2000, 1998 and 1998, respectively.
Subsidiaries engaged in governmental contracting recognize
revenues from cost-plus-fixed-fee contracts on the basis of
dirext costs incurred plus indirect expenses and the allocable
por&ion of the fixed fee. Revenues under time and material
contracts are recorded at the contracted rates as the labor hours
and other direct costs are incurred. Revenues under fixed-price
contracts are recognized on the basis of the esumated percent-
age of completion of services rendered. Service revenues also
include the fees earned under contracts to operate and maintain
energy facilities and to service the facilities' debt, with addi-
tional fees earned based on excess tonnage processed and energy
generation. Service revenues also represent fees for environmen-
tal consulting and engineering services rendered under various
contracts and the operation of and maintenance of water and
wastewater facilities. Revenues from the sale of electricity and
stearn are earned at energy facilities and are recorded based
upon output delivered and capacity provided at rates specified
under contract terms or prevailing market rates. A majority of
the Company’s power plants rely primarily on one power sales
agreement with a single customer for the majority of their
electricity sales revenues.
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Notes to Consolidated Financial Statements (wmimed)

Long-term unbilled service receivables related to energy opera-
tions are discounted in recognizing the present value

for services performed currently. Such unbilled receivables
amounted to $147,850,000 and $151,257 000 at Decernber 31,
2000 and 1899, respectively. Subsidiaries engaged in Jong-term
construction contracting record incame on the percentage-of-
completion method of accounting and recognize income as the
work progresses. Anticipated losses on contracts are recognized
as soon as they become known.

Alsa, other revenues include amaunts related to the settlement
of certain legal matters,

Inventories: Inventories, consisting primarily of raw materials,
work in progress and finished goods, are recarded principally at
the lower of first-in, first-out cost or market.

Property, Plant, and Equipment: Property, plant, and equipment
1s stated at cost. For financial reporting purposes, depreciation is
provided by the straight-line method over the estimated useful
lives of the assets, which range generally from three years for
computer equipment to 30 years for waste-to-energy facilities.
Accelerated depreciation is generally used for Federal income
tax purposes. Leasehold improvements are amortized by the
straight-line method over the terms of the leases or the esti-
mated useful Hves of the improvemenis as appropriate. Landfills
are amortized based on the quantities deposited into each land-
fil compared (o the total estimated capacity of such landfill.
Property, plant, and equipment is periodically reviewed to
determine recoverability by comparing the cari'ying value to
expected future cash Aows.

Contraer Aequisition Costs: Costs associated with the acquisi-
tion of specific contracts are amortized over their respective
contract terms.

Bond Issuance Cosis: Costs incurred In connection with the
issuance of revenue bonds are amortized over the terms of
the respective debt issues.

Restricted Funds: Restricted funds represent proceeds from the
financing and operations of energy facilitles, Funds are held in
trust and released as expenditures are made or upon satisfaction
of conditions provided under the respective trust agreements.

Deferred Finaning Costs: Costs incurred in connection with
obtaining financing are capitalized and amortized over the
terms of the related financings.

Froject Development Costs: The Company capitalizes praject
development costs once it is determined that it is probable that
such costs will be realized through the ultimate construction
of an energy plant. These costs include outside professional
services, permits and other third-party costs directly related to
the development of a specific new project. Upon the start-up
of plant operations or the completion of an acquisition, these
costs are generally transferred to property, plant and equipment
and are amortized over the estirnated useful life of the related
project. Capitalized project development costs are charged
to expense when It is determined that the related project
is impaired.

Goadwill: Goodwill is amortized by the straight-line method
over periods ranging from 15 o 25 years.

Interest Rate Swap Agreements: Amounts received or paid relat-
ing to swap agreements during the year are credited or charged
to interest expense or debt service charges, as appropriate.

Income Taxes: Covanta files a consolidated Federal incame tax
return, which includes all eligible United States subsidiary com-
panies. Foreign subsidiaries are taxed according to regutations
exdsting in the countries in which they do business. Provision
has not been made for United States income taxes on distribu-
ti-ons, which may be received from foreign subsidiaries that are
considered to be permanently irvested overseas.

Long-Lived Assets: Covanta accounts for the impatrment of
long-lived assets 10 be held and used by evaluating the carrying
value of its long-lived assets in relation to the operating per-
formance and future undiscounted cash flows of the underlying
businesses when indications of impairment are present. Long-
li~red assets to be disposed of are evaluated in relation to the
estimated fair value of such assets less costs to sell (see Note 3).

Foreign Currency Tianslation: For foreign operations, assets and
liabilities are translated at year-end exchange rates, and revenues
and expenses are trarslated at the average exchange rates during
the year. Gains and losses resulting from foreign curgency trans-
lation are included as a component of Other Comprehensive
Iricome. For subsidiaries whase functional currency is deemed
tc be other than'the U.S. dollar, translation adjustments aré
included as a separate component of Other Comprehenstve
Ircome and Shareholders’ Equity. Curréncy transactions gains
and losses are recorded in income, -

Earnings per Share: Basic earnings (loss) per share is repre-
sented by net iIncome (foss) available to common shareholders
dzvided by the weighted-average number of common shares
outstanding during the period. Diluted earnings {loss} per share
reflects the potential dilution that could occur ¥ securities or
stock options were exercised or corverted into common stock
during the period, if dilutive {see Nate 25).

New Awounting Pronouncements: The American Institute of
Certified Public Accountants (AICPA) issued Statement of
Pasition (SOF} 98-5, “Reporting on the Costs of Start-Up
Activities,” in April 1998. This SOP established accounting
standards for these costs and requires that they generally be
expersed as incurred. Covanta adopted SOP 98-5 on January 1,
1989. The effect of adopting the SOP is shown as a curnulative
effect of a change in accounting principle and is reflected as a
net charge to income of $3,820,000 in 1999.

Statement of Financtal Accounting Standards (SFAS) No. 133,
" Accounting for Derivative Instrurnents and Hedging Activittes,”
is effective for the Company as of January 1, 2001, SFAS
No. 133, as amended and interpreed, establishes accounting and
reporting standards for derivative instruments, including certain
derivatives embedded in other contracts, and for hedging activi-
ties. All derivatives are required to be recorded in the balance
shieet as either an asset or ability measured at fair value, with
changes in fatr value recognized currently in earnings untess
specific hedge accounting criteria are met. Special accounting
for qualifying hedges allows derivative gains and losses to offset
related results on the hedged item in the statement of income,
and requires that a company must formally document, desig-
nate, and assess the effectiveness of derivatives that receive
hedge accounting.
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The Company adopted SFAS No. 133 as of January 1, 2001,
and has identified all derivatives within its scope. The adoption
of SFAS No. 133 as of January 1, 2001 did not have a material
impact on the results of operations of the Company and will
irtcrease both assets and liabilities recorded on the balance sheet
by approximately $12,300,000. Accordingly, all payments under
the swap agreement are a pass-through to the client cornmunity.

Reclassification; Certain amounts, Including various revenues
and expenses, have been reclassified in the accompanying fnan-
cial statements to conform with the 2000 presentation, which is
more tailored for a stand-alone energy company.

2 & Discontinued (perarions

As a result of the Company’s adoption of its plan to discon-
tinue the operations of the Entertainment and Aviation
businesses, operating results of those businesses are now repotted
as Discontinued Operations. Resulis for the two segments pre-
viously reported under the segment headings "Energy” and |
“Other” are reported as Continuing Operations and will con-
tinue to be reported under those headings.

At December 31, 2000, the Comparry had substantially com-
pleted its sales of the discontinued operations and reclassified
the remaining Aviation and Entertainment businesses in the
accompanying December 31, 2000 Consolidated Balance Sheet
to show these businesses as net assets held for sale (see Note 3).

Revenues and income (loss} from discontinued operations
{expressed in thousands of dollars} were as follows:

2080 1999 1998

Revenues

$ 315,252  $809.752 $795.436

QOperating income {loss)

5(173.460) $ (35.183) § 87,203

Income {Loss) Before Income
Taxes and Minorlty Interests $1172,620)  § (40,169) $ 90.172

Income Tax Provision {Benefit) (23.2§3) 6 40,240
Minority Interests a7 1,676 210
Income (Loss) from

Discontinued Operations S(143,664)  $ (41.851) § 49722

Net assets of discontinued operations at December 31, 1999
{expressed in thousands of dollars) were as foltows:

Current Assets . $ 221,200
Property, Plant and Equipment—Net 375.211
Other Assets 336,700
Notes Payable and Current Portion of Long-Term Debt {51.081)
Other Current Liabilities (142,327)
Long-Term Debt {108,681)
Other Liabilities (62.876)
Net Assets of Discontinued Operations $ 568.146

3 s Net Assers Held for Sale

All.noncore businesses, including remaining Entertainment
and Aviation businesses previously shown as discontinued oper-
alions, were reclassified as Net Assets Held for Sale in the
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accompanying December 31, 2000 Consolidated Balance Sheet.
"Those businesses include: the venue management businesses at
the Arrowhead Pond Arena in Anaheim, California, and the
Coret Centre near Ottawa, Canada; the Company's interest in
certain entertainment assets in Argentina; its aviation fueling
business; and the Company's interests in aviation businesses in
Spain, Itaty and Colombia. The aviation business in Italy was
sold in February 2001. Other noncore businesses inciuded in
Net Assets Held for Sate are Datacom and CGS, totaling net
assets of $13,400,000. The Company expects to sell all of these
remaining businesses during 2001. Net Assets Held for Sale

at December 31, 2000 {expressed in thousands of dollars)
were as follows:

Current Assets $73.237
Property. Plant and Equipment—Net 18,939
QOther Assets 73,310
Notes Payable and Current Portion of Long-Term Deint (28,651}
Other Current Liabllities (52.053)
Long-Term Debt {670}
Other LiabHities {14.498)
Net Assets Held for Sale $ 70,614

With the exception of the operations of Datacom and CGS,
the operatians of these businesses are included in Discontinued
Operations for the years ended December 31, 2000, 1999 and
1998. At December 31, 2000, the Company applied the provi-
sions of SFAS No. 121, “Accounting for the Impairment of
Long-Lived Assets and for Long-Lived Assets to be Disposed
Of,” to Net Assets Held for Sale. SFAS No. 121 requires assets
held for sale be valued on an asset-by-asset basis at the lower of
carrying amount or fair value kess costs to sefl. In applying those
provisions, Covanta management considered recent appratsals,
valuations, offers and bids, and its estimate of future cash flows

- related to those businesses. As a result, the Company recorded a

pre-tax loss of $77,240,000. This amount relates entirely to
businesses previously classified in the Entertainment segment.
This amount is shown in Write-down of Net Assets Held for
Sale in the accompanying 2000 Statement of Corsclidated
Income and Comprehensive Income. As of December 31, 2000
as noted above, these assets were reclassified and the valuation
provision provided against them during 2000 was reversed in
discontinued operations.

In accordance with the provisions of SFAS No. 121, the assets
included in Net Assets Held for Sale wili not be depreciated
commencing January 1, 2001.

40 Investrents in and Advances ta Investees

The Company is party to joint venture agreements through
which the Company has equity investments in several operating -
prajects and certain projects that are expected to become oper-
ational during the next two years. The joint venture agreements
generally provide for the sharing of operationai control as well
as voting percentages. The Company records its share of earn-
ings from its equity investees on a pre-tax basis and records
the Company’s share of the irvestee’s income taxes in ncome
tax expense.
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Pension costs for Covanta’s defined benefit plans and other postretirement benefit plans included the following components

{expressed in thousands of dofiars):

Persion Benefits Other Benefits

2000 1999 1998 2000 1999 1998
Companents of Net Periodic Benefit Cost: _
Service cost g 2,105 $ 2,866 $ 2,434 $ AT $ 29 $ 35
Interest cast 2,012 1,871 1,620 675 593 547
Expected return on plan assets {1.859) (1,441) {1.191)
Anortzation of winecogrired:
Net transition {asset} obligation (34) 27 27
Prior service cost 207 233 416
Net gain (0 (33) (22} {197 {124) (170}
Net periodic benefit cost $231 $3.523 $3.284 § 538 $ 508 $412
Curtailment gain $(2,493)
Setttement gain (51} 517

Assumed health care cost trend rates have a significant effect
on the amounts reported for the health care plan. A one percent-
age point change in the assumed health care cost trend rate would
have the following effects {expressed in thousands of dollars):

One Percentage
Point Increase

One Percentage
Polint Decrease

Effect on total service and

interest cost components : $23 $ 2D
Effect on posiretirement :
benefit obllgation $254 $(236)

2 2 e Special Charges

In December 2000, the Comparty approved a plan to reorganize
its development office in Hong Kong and its New Jersey Energy
headquarters. As a resuit, Energy implemented a reduction in its
warkforce of appraximately 80 employees, both domestically and
internationally, in cennection with the refocusing of the
Company’s energy development activities and streamlining its
organizational structure. This plan includes dlosure of the
Company’s Hong Kong office and consolidation of certain
domestic regional organizational structures. The plan should be
completed within the next year and includes $10,300,000 for sev-
erance costs, $4,000,000 related to the buyout of certain leases, the
write-down of certain fixed assets of $300,000, and $2,000,000 in
legal and consulting services fees. Also, in 2000 Energy determined
that a majority-owned project in China exceeded its net realizable
value, and in accordance with SFAS Ne. 121, the Company
recarded a $2,800,000 write-down of this project. The project is
currently operating, but the Comparty is in negotiations to
exchange ownership in this project for an increase in its ownership
in another project in China The estimated value used as a basis for
the write-down was obtained a5 a result of these negotiations.

In Septemnber 1999, the Company's Board of Directors
approved 2 plan to dispose of its Aviation and Entertainment
businesses and close its New York headquarters, and in December
1999 approved a plan to exit other noncore businesses so that
Covanta can focus its resources on its Energy business.

As a result of these decisions, the Company has incurred
various expenses, which have been recognized in its continuing
and discontinued operations. These expenses in 2000 include

$22,800,000 of creditoss’ fees and expenses and fees Incurred
in connection with financing efforts to support the Company's
balanice sheet recapitalization plan; legal, accounting and con-
sulting expenses related to the capitalization plan and to the
sales of businesses of $14,700,000; and workers’ compensation -
insurance charges of $17,500.000 related to discontinued oper-
ations and other sold businesses. The Company also assigned
the lease of its Corporate aircraft resulting in the write-off of
certain lease prepayments of $1,100,000. These expenses also
include the accelerated amortization of a new data processing
system of $11,400,000, based upon a revised useful kife of 15
months starting October 1, 1999,

In 1998, these expenses include severance costs mainly for the
Company’s New York City employees of $41,500,000; contract
termination costs of its former Chairman and Chief Executive
Officer of $17,500,000; the write-down to estimated net realizable
value of other noncore businesses of $36,200,000 based upon the
estimated proceeds from the sale of such businesses; and the accel-
erated amortization of & rew data processing system of $2,300,000
based upon a revised useful life of 13 months starting October 1,
1998, Such expenses also include the costs to abandon exparsion
plans of its Entertainment business totating $17,800,000, which
includes the forfeiture of the nonrefuridable deposit and related
costs totaling $10,500,000 in connection with the termination of
the proposed acquisition of Volume Services America (VSA). In
addition, charges totaling $13,200,000 were recorded to recognize
losses prior to the decision te discontinue the Entertainment busi-
ness relating to the sale of assets and to the write-down of
unamaortized contract acquisition costs at two venues.

In addition, Datacom recorded write-downs of its accounts
recetvable from its major customer, Genlcom Corporation
(Genicom) in 2000 of $6.500,000 and in 1999, write-downs of
inventories and accounts receivable from Genicom of
$10,500,000, primarily as a result of Genicom's poor financial
position in 1999 evidenced by Genicom’s announcement of its
violation of its credit factlities in the third quarter and its subse-
quent filing for protection from creditors under the provisions
of Chapter X1 of the Bankruptey Code on March 10, 2000, As|
of December 31, 2000, the Company is continuing its business
relationship with Genicom and believes it will realize the net

carrying value of its accounts recelvable and inventory on hand
at December 31, 2000,
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Notes to Consolidated Financial Statements {wnrinves)

The following is 2 summary of the principal special charges (both cash and noncash charges) recognized in the years ended December
31, 2000 and 1999 (expressed in thousands of doflars):

Balance at Charges for Charges for Total Aniounts Balance at
January Continuing Discontinued Special Paid In December
2000 1,2000 Operations Operations Charges 2000 31, 2000
Severance for approxitnately
200 employees $40.400 $ 900 $ (700) § 200 $13.100 $27.,500
Contract termination settlement 15,700 15,300 400
Bank fees 18.000 18.000 15,900 2,100
Recapitalization plan expenses 4,800 4,800 4,800
Professional services retating to recapitalization
and sales of bysinesses 5.100 9.600 14,700 14,700
Workers' compensation chacges 8.700 8,800 17,500 17.500
Severance for approximately
80 Energy employees 13,300 10,300 16,300
Office closure costs 4,000 4,000 40060
Professional services relating to
Energy reorganization ) 2.000 2.000 500 1,500
Subtotal 56,100 53.800 17,700 71.500 $64.300 $63,300
Write-down of Datacom recaivables . 6.500 6,500 '
Write-off of alrcraft lease prepayments 1.100 1.100
Accelerated amortization of new data
processing system 5.600 5,800 11.400
‘Write-down of tmpaired Energy assets 3.100 3.100
Total $56.100 $70.100 $23.500 $ 93,600
Charges for Charges for Total Amounts Balance at
Continuing Discontinued Special Paid In December
1999 COperations Operations Charges 1999 31,1889
Severance for approximately 220 employees
{mainly New York) $16.400 $25,100 3 41,500 § L.100 $40.400
Contract termination settlement 17.500 17,500 1.800 15,700
Termination of VSA acquisition 10,500 10,500 10,500
Subtotal 33,900 35,600 69,500 $13,400 356,100
Write-down of noncore businesses:
OEES goodwill {$23.000) and property and other :
assets {$5,400); ADTI goodwill {$7,800) 36,200 36.200
Datacom inventory {$7.200) and receivables ($3,300) 19,500 10,500
Entertainment asset sales and abandonment:
Sale of Grizzly Nature Center ($4,200) and a
casino in Aruba ($2.500); unrecoverable
contract acquisition costs {$6.500) ‘ 13,200 13,200
Abandonment of Entertainment expansion:
Casing facilities in South Africa 7,300 7,300
Accelerated amortization of new data processing system 5060 1.800 2,300

Totat $81.100 $57.800 $138.000




In 2000, for continuing operations, bank fees, recapitalization
plan expenses, professional services fees relating to the recapitaliza-
tion plan and sales of businesses, and Energy’s severance costs,
office closure costs, professional services experses and write-down
of impalred assets are included in Other expense—net; workers'
compensation expenses are included in Other operating costs and
expenses; the write-off of the alrcraft lease prepayments is
included in selling, administrative and general expenses, and accel-
erated amortization of the new data processing system is inciuded
in depreciation and amortization, in the accompanying 2000
Statement of Consalidated Income and Comprehensive Income.

In 1998, for continuing operations, severance accruals, the
provision for contract termination settlement, the write-down
of noncore businesses, and the provisions relating to Datacom
recetvables are included in selling, administraiive and general
expenses; a provision relating to Datacom's inventory s
tncluded in costs of goods sold; and accelerated amortization of
the new data processing system is included in depreciation and
amortization, in the accompanying 1998 Statement of
Consolidated Income and Comprehersive Income.

The armnount accrued for severance is based upon the
Company’s written severance policy and the positions elimi-
nated. The accrued severance does not include any portion of
the employees' salaries through their severance dates. Based
upon current severance dates and the severance accrual remain-
ing at December 31, 2000, the Company expects to pay these
amounts largely in 2001.

Covanra Energy Corporarion | 2000 Annual Repert

The amount accrued for the contract termination costs of the
Companys former Chairman and Chief Executive Officer is
based upon a settlement agreement reached in December 1999,
Pursiaant to the settlement agreement, in 1999 the Company
forgmse demand notes dated August 1999 in the face amount of
appraximately $1,800,000, and with the exception of cerfain
insurance benefits, paid the remaining amounts in 2000.

2 3 o Income Taxes

The components of the provision for income taxes
{expressed in thousands of dollars} were as follows:

2000 1999 1998
Curcent:
Federal $ {41 $ 4,552 $(1.354)
State 2,358 4,108 3,191
Foretgn 1,631 1,367 900
Totaf current 3.718 10,027 2,737
Ddfered: | .
Federal (36.844) (13.809) 17.459
State (1.024) {3.543) 1,436
Foreign 108 {75)
Total deferred {37.868} {16,949 18.820

Total provision {benefit) for
income taxes

$(34.149) $(6.917)  $21,557

The pravision for income taxes {expressed in thousands of dollars) varied frosm the Federal statutory income tax rate due to the following:

2060 1998 1898
Percent of Percent of Percent of
income Income Incorme
Amount Before Amount Before Amount Before
of Tax Taxes of Tax Taxes of Tax Taxes
Taxes at statutory rate 5140.248) 35.0% $(12,961) 350% $22,074 35.0%
State income taxes, net of 4
federal tax benefit 997 (9 367 (1.0y 3.007 48
Taxes on foreign earnings {2,104} 1.8 {3.469) 3.3 (2.384) {3.8)
Amortization of goodwill 651 .n 691 1.1
Write-down of goodwill (L.729) L.5 10,795 29.1)
Energy credits {2,338) 6.3 {2,511) 3.9
Valuation allowance 7.000 {6.1) '
Other—net 1,930 {1.6) 38 1) 680 1.0
Provision (benefit) for
income taxes $(34.149) 26.79% $ 6917 18.7% $21,557 34.2%
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International Accounting Standard IAS 36

Impairment of Assets

The standards, which have been set in bold italic type, should be read in the context of the background
material and implementation guidance in this Standard, and in the context of the Preface to
International Accounting Standards. Intemational Accounting Standards are not intended to apply to

immaterial items (see paragraph 12 of the Preface).

Objective

The objective of this standard is to prescribe the procedures that an enterprise applies to ensure that its
assets are carried at no more than their recoverable amount An asset is carried at more than its
recoverable amount if its carrying amount exceeds the amount to be recovered through use or sale of
the asset. If this is the case, the asset is described as impaired and the Standard requires the enterprise to
recognize an impairment loss. The Standard also specifies when an enterprise should reverse an

impairment loss and it prescribes cerfain disclosures for impaired assets.

Scope

i. This Standard should be applied in accounting for the impairment of all assets, other than:
(a} inventories (see IAS 2, Inventories);
(b) assets arising from construction contracts (se¢ IAS 11, Construction Contracts);

(c) deferred tax assets (see IAS 12, Income Taxes);



200

(d) assets arising from employee benefits (see I4.S 19, Employee Benefits); and
(e) financial assets that are included in the scope of I4S 32, Financial Instruments:

Disclosure and Presentation.

This Standard does not apply to inventories, assets arising from construction contracts, deferred
tax assets or assets arising from employee benefits because existing International Accounting
Standards applicable to these assets already contain specific requirements for recognizing and

measuring these assets.

For financial assets that are included in the scope of IAS 32, Financial Instruments: Disclosure

and Presentation, accounting requirements for impairment losses will depend on the outcome

of the JASC project on accounting for financial instruments. Investments in:

{a) subsidiaries, as defined in IAS 27, Consolidated Financial Statements and Accounting for
Investments in Subsidiaries;

(b) associates, as defined in IAS 28, Accounting for Investments in Associates; and

(c) joint ventures, as defined in 1AS 31, Financial Reporting of Interests in Joint Ventures;

are financial assets but are excluded from the scope of IAS 32. Theréfore, this Standard applies

to such investments,

This Standard applies to assets that are carried at revalued amount (fair value) under other

International Accounting Standards, such as the allowed alternative treatment in IAS 16,

Property, Plant and Equipment. However, identifying whether a revalued asset may be

impaired depends on the basis used to determine fair value:

(a) if the asset's fair value is its market value, the only difference between the asset's fair value
and its net selling price is the direct incremental costs to dispose of the asset:

(i) if the disposal costs are negligible, the recoverable amount of the revalued asset is
necessarily close to, or greater than, its revalued amount (fair value). In this case,
after the revaluation requirements have been applied, it is unlikely that the
revalwed asset is impaired a;ld recoverable amount need not be estimated; and

(il) if the disposal costs are not negligible, net selling price of the revalued asset is
necessarily less than its fair value. Therefore, the revalued asset will be impaired
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if its value in use is less than its revalued amount (fair value). In this case, after
the revaluation requirements have been applied, an enterprise applies this
Standard to determine whether the asset may be impaired; and
{b) if the asset's fair value is determined on a basis other than its market value, its revalued
amount (fair value) may be gmatér or fower than its recoverable amount. Hence, after the
revaluation requirements have been applied, an enterprise applies this Standard to
determine whether the asset may be impaired.

Definitions

5.

The following terms are used in this Standard with the meanings specified:

Recoverable amount is the higher of an asset's net selling price and its value in use,

in_use is the present value of estimated Juture cash flows expected to arise from the

continuing use of an asset and from its disposal at the end of its useful life.

Net selling price is the amount obtainable from the sale of an asset in an arm’s length

fransaction between knowledgeable, willing parties, less the costs of disposal.

Costs of disposal are incremental costs directly attributable to the disposal of an asset,

excluding finance costs and income tax expense.

An impairment loss is the amount by which the carrying amount of an asset exceeds ifs

recoverable amount.

Carrying amount is the amount at which an asset is recognized in the balance sheet
after deducting any accumulated depreciation (amortization) and accumulated

impairment losses thereon.
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Depreciation (Amortization) is the systematic allocation of the depreciable amount of an

asset over its useful life.

Depreciable amount is the cost of an asset, or other amount substituted for cost in the

[financial statements, less its residual value.

Useful life is either:

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

(b) the number of production or similar units expected to be obtained from the asset by the
enterprise.

A _cash-generating unit is the smallest identifiable group of assets that generates cash
inflows from continuing use that are largely independent of the cash inflows from other

assets or groups of assets.

Corporate assets are assets other than goodwill that contribute to the future cash flows of

both the cash-generating unit under review and other cash-generating units.

Identifying an Asset that may be Impaired

6.

Paragraphs 7 to 14 specify when recoverable amount should be determined. These
requirements use the term 'an asset’ but apply equally to an individual asset or a cash-

gencrating unit.

An asset is impaired when the carrying amount of the asset exceeds its recoverable amount,
Paragraphs 9 to 11 describe some indications that an impairment loss may have occurred: if
any of those indications is present, an enterprise is required to make a formal estimate of
recoverable amount. If no indication of a potential impairment loss is present, this Standard

does not require an enterprise to make a formal estimate of recoverable amount,



203

An enterprise should assess at each balance sheet date whether there is any indication that
an asset may be impaired, If any such indication exists, the enterprise should estimate the

recoverable amount of the asset,

In assessing whether there is any indication that an asset may be impaired, an enterprise

should consider, as a minimum, the following indications:

al sou of infp jon

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

(b) significant changes with an adverse effect on the enterprise have taken place during the
Pperiod, or will take place in the near future, in the technological, market, economic or
legal environment in which the enterprise operates or in the market to which an asset is
dedicated;

(c) market inlerest 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;

(d) the carrying amount of the net assets of the reporting enterprise is more than its market

capitalization;

Internal sources of information

(e) evidence is available of obsolescence or physical damage of an assel;

() significant changes with an adverse effect on the enterprise have taken place during the
period, or are expected to take place in the near future, in the extent to which, or manner
in which, an asset is used or is expected to be used. These changes include plans to
discontinue or restructure the operation to which an asset belongs or to dispose of an
asset before the previously expected date; and

() evidence is available from internal reporting tﬁat indicates that the economic

performance of an asset is, or will be, worse than expected.
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The list in paragraph 9 is not exhaustive, An enterptise may identify other indications that an
asset may be impaired and these would also require the enterprise to determine the asset's

recoverable amount.

Evidence from internal reporting that indicates that an asset may be impaired includes the

existence of:

(a) cash flows for acquiring the asset, or subsequent cash needs for operating or maintaining it,
that are significantly higher than those originally budgeted;

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

(c) a significant decline in budgeted net cash flows or operating profit, or a significant increase
in budgeted loss, flowing from the asset; or

(d) operating losses or net cash outflows the asset, when current period figures are aggregated
with budgeted figures for the future.

The concept of materiality applies in identifying whether the recoverable amount of an asset
needs to be estimated. For example, if previous calculations show that an asset's recoverable
amount is significantly greater than its carrying amount, the enterprise need not reestimate the
asset's recoverable amount if no events have occurred thatwould  eliminate that difference.
Similarly, previous analysis may show that ar asset's recoverable amount in the following

Cases:

As an illustration of paragraph 12, if market interest rates or other market rates of return on
investments have increased during the period, an enterprise is not required to make a formal

estimate of an asset's recoverable amount in the following cases:

(a) if the discount rate used in calculating the asset's value in use is unlikely to be affected by
the increase in these market rates. For example, increases in short-term interest rates may
not have a material effect on the discount rate used for an asset that has a long remaining
usefui hife; or
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(b) if the discount rate used in calculating the asset's value in use is likely io be affected by the
mcrease in these market rates but previous sensitivity analysis of recoverable amount shows
that:

(i) it is unlikely that there will be a material decrease in recoverable amount
because future cash flows are also likély to increase. For example, in some
cases, an enterprise may be able to demonstrate that it adjusts its revenues o
compensate for any increase in market rates; or

(i) the decrease in recoverable amount is unlikely to result in a material

impairment loss,

If there is an indication that an asset may be impaired, this may indicate that the remaining
useful life, the depreciation (amortization) method or the residual value for the asset need to be
reviewed and adjusted under the International Accounting Standard applicable to the asset,

even if no impairment loss is recognized for the asset.

Measurement of Recoverable Amount

15,

16.

17,

This Standard defines recoverable amount as the higher of an asset's net selling price and value
in use, Paragraphs 16 to 56 set out the requirements for measuring recoverable amount. These

requirements use the term 'an asset’ but apply equally to an individual asset or a cash-

generating unit,

It is not always necessary to determine both an asset's net selling price and its value in use. For

example, if either of these amounts exceeds the asset's carrying amount, the asset is not

impaired and it is not necessary to estimate the other amount.

It may be possible to determine net selling price, even if an asset is not traded in an active
market. However, sometimes it wilt not be possible to determine net selling price because there
15 no basis for making a reliable estimate of the amount obtainable from the sale of the asset in
an arm's length transaction between knowledgeable and willing parties. In this case, the

recoverable amount of the asset may be taken to be its value in use.



18.

19.

20.

206

If there is no reason to believe that an asset's value in use materially exceeds its net sclling
price, the assef's recoverable amount may be taken to be its net selling price. This wilt often be
the case for an aéset that is held for disposal. This is because the value in use of an asset held
for disposal will consist mainly of the net disposal proceeds, since the future cash flows from

continuing use of the asset until its disposal are likely to be negligible.

Recoverable amount is determined for an individual asset, unless the asset does not penerate
cash inflows from continuing use that are largely independent of those other assets or groups of
assets. If this is the case, recoverable amount is determined for the cash-generating unit to
which the asset belongs (see paragraphs 64 to 87), unless either:

(a) the asset's net selling price is higher than its carrying amount; or

(b) the asset's value in use can be estimated to be close to its net selling price and net selling

price can be determined.

In some cases, estimates, averages and computational shortcuts may provide a reasonable
approximation of the detailed computations illustrated in this Standard for determining net

selling price or value in use.

Net Selling Price

21.

The best evidence of an asset's net selling price is a price in a binding sale agreement in an
arm's length transaction, adjusted for incremental costs that would be directly attributable to the
disposal of the asset.

If there is no binding sale agreement but an asset is traded in an active market, net selling price
is the asset's market price less the costs of disposal. The appropriate market price is usnally the
current bid price. When current bid prices are unavailable, the price of the most recent
transaction may provide a basis from which to estimate net selling price., provided that there
has not been a significant change in economic circumstances between the transaction date and

the date at which the estimate is made.
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If there is no binding sale agreement or active market for an asset, net selling price is based on
the best information available to reflect the amount that an enterprise could obtain, a the
balance sheet date, for the disposal of the asset in an arm's length transaction between
knowledgeable, willing parties, after deducting the costs of disposal. In determining this
amount, an enterprise considers the outcome of recent transactions for similar assets within the
same industry. Net selling price does not reflect a forced sale, unless management is compelled

to sell immediately.

Costs of disposal, other than those that have already been recognized as liabilities, are deducted
in determining net selling price. Examples of such costs are legal costs, stamp duty and similar
transaction taxes, costs of removing the asset, and direct incremental costs to bring an asset
into condition for its sale. However, termination benefits (as defined in IAS 19, Employee
Benefits) and costs associated with reducing or reorganizing a business following the disposal
of an asset are not direct incremental costs to dispose of the asset.

Sometimes, the disposal of an asset would require the buyer to take over a liability and only a

.single net selling price is available for both the asset and the hability. Paragraph 77 explains

how to deal with such cases.

Value in Use

26.

Estimating the vaiue in use of an asset involves the foliowing steps: -
(a) estimating the future cash inflows and outflows to be derived from continying use of the
asset and from its ultimate disposal; and

(b) applying the appropriate discount rate to these future cash flows,

Bagis for Estimates of Future Cash Flows

27.

In measuring value in use:
(a) cash flow projections should be based on reasonable and supportable assumptions that
represent management’s best estimate of the set of economic conditions that will exist

over the remaining useful life of the asset. Greater weight should be given to external

‘evidence;
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(b) cash flow projections should be based on the most recent financial budgets/forecasts that
have been approved by management. Projections based on these budgets/forecasts should
cover a maximum period of five years, unless a longer period can be justified; ond

(c) cash flow projections bq;ond‘ the period covered by the most recent budgets/forecasts
should be estimated by extrapolating the projections Wd on the budgets/forecasts using
a steady or declining growth rate for subsequent years, unless an increasing rate can be
Justified. This growth rate should not exceed the long-term average growth rate for the
industries, or country or countries in whick the enterprise operates, or for the market in

which the asset is used, unless a higher rate can be justified.

Detailed, explicit and rcliable financial budgets/forecasts of future cash flows for periods
longer than five yecars are generally not available. For this reason, management's estimates of
future cash flows are based on the most recent budgets/forecasts for a maximum of five years.
Management may use cash flow projections based on financial budgets/forecasts over a period
longer than five years if management is confident that these projections are reliable and it can
demonstrate its ability, based on past experience, to forecast cash flows accurately over that

longer period.

Cash flow projections until the end of an asset's useful life are estimated by extrapolating the
cash flow projections based on the financial budgets/forecasts using a growth mate for
subsequent years. This rate is steady or declining, unless an increase in the rate matches
objective information about patterns over a product or industry lifecycle. If appropriate, the

growth rate is zero or negative.

Where conditions are very favorable, competitors are likely to enter the market and restrict
growth. Therefore, enterprises will have difficulty in exceeding the average historical growth
rate over the long term (say, twenty years) for the products, industries, or country or countries

in which the enterprise operates, or for the market in which the asset is used.



209

31 In using information from financial budgets/forecasts, an enterprise considers whether the
information reflects reasonable and supportable assumptions and represents management's best
estimate of the set of economic conditions that will exist over the remaining useful life of the

asset.

Composition of Estimates of Future Cash Flows
32. Estimates of future cash flows should include:
(a) projections of cash inflows from the continuing use of the asset
(b) projections of cash outflows that are necessarily incurred to generate the cash inflows
Jrom continuing use of the asset (including cash outflows to prepare the asset for use)
and that can be directly attributed, or allocated on a reasonuble and consistent basis, to
the asset; and
(c) net cash flows, if any, to be received (or paid) for the disposal of the asset at the end of its
usefisl it_'fe.

33. Estimates of future cash flows and the discount rate reflect consistent assumptions about price
increases due to general inflation. Thercfore, if the discount rate includes the effect of price
increases due to genera! inflation, future cash flows are estimated in nominal terms. If the
discount rate excludes the effect of price increases due to general inflation, future cash flows

are estimated in real terms (but include future specific price increases or decreases),

34. Projections of cash outflows include future overheads that can be attributed directly, or

allocated on a reasonable and consistent basis, to the use of the asset,

35. When the carrying amount of an asset does not yet include all the cash outflows to be incurred
before it is ready for use or sale, the estimate of future cash outflows includes an estimate of
any further cash outflow that is expected to be incurred before the asset is ready for use or sale.
For example, this is the case for a building under construction or for a development project that
is not yet completed.

36. To avoid double counting, estimates of future cash flows do not include.
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(a) cash inflows from assets that generate cash inflows from continuing use that are largely
independent of the cash inflows from the asset under review {(for example, financial assets
such as receivables);

(b) cash outflows that relate to obligations that have already been recogmzed as liabilities (for

examplc payables, pens1ons Or provisions),

Future cash flows should be estimated for the asset in its current condition. Estimates of
Juture cash flows should not include estimated future cash inflows or outflows that are
expected to arise from:

(a) a future restructuring to which an enterprise is not yet committed; or

(b) future capital expenditure that will improve or enhance the asset in excess of ils

originally assessed standard of performance.

Because future cash flows are estimated for the asset in its current condition, value in use does

not reflect;

(a) future cash outflows or related cost savings (for example reductions in staff costs) or
benefiis that are expected to arise from a future restructuring to which an enterprise is not
vet committed; or ‘

(b) future capital expenditure that will improve or enhance the asset in excess of its originally
assessed standard of performance or the related future benefits from this future expenditure.

A restructuring is a program that is planned and controlled by management and that materially
changes either the scope of the business undertaken by an enterprise or the manner in which the
business 1s conducted. The future International Accounting Standard on Provisions, Contingent
Liabilities and Contingent Assets, will specify when an enterprise is committed to a
restructuring,

When an enterprise becomes committed to a restructuring, some assets are likely to be

affected by this restructuring. Once the enterprise is committed to the restructuring:
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(a) in determining value in use, estimates of future cash inflows and cash outflows reflect the
cost savings and other benefits from the restnzcturing (based on the most recent financial
budgets/forecasts that have been approved by management); and

(b) estimates of future cash outflows for the restructuring are dealt with in a restructuring
provision under the future International Accounting Standard on Provisions, Contingent
Liabilities and Contingent Assets.

Appendix A, Example 5, iflustrates the effect of a foture restructuring on a value in use

calculation.

Until an enterprise incurs capital expenditure that improves or enhances an asset in excess of
its originally assessed standard of performance, estimates of future cash flows do not include
the estimated future cash inflows that are expected to arise from this expenditure (see
Appendix A, Example 6).

Estimates of future cash flows include future capital expenditure necessary to maintain or

sustain an asset at its originally assessed standard of performance.

Estimates of future cash flows should not include:
(a) cash inflows or outflows from financing activities; or

(b) income tax receipts or payments.

Estimated futore cash flows reflect assumptions that are consistent with the way the discount
rate in determined. Otherwise, the effect of some assumptions will be counted twice or ignored.
Because the time value of money is considered by discounting the estimated future cash flows,
these cash flows exciude cash inflows or outflows from financing activities. Similarly, since
the discount rate is determined on a per-tax basis, future cash flows are also estimated on a per-
tax basis.

The estimate of net cash flows to be received (or paid) for the disposal of an asset at the end

of its useful life should be the amount that an enterprise expects to obtain from the disposal
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of the asset in an arm’s length transaction between knowledgeable, willing parties, after

deducting the estimated costs of disposal.

The estimate of net cash flows to be received (or paid) for the disposal of an asset at the end of
its useful life is determined in a similar way to an asset's net selling price,' except that, in
estimating those net cash flows:

(a) an enterprise uses prices prevailing at the date of the estimate for similar assets that have
reached the end of their useful fife and that have operated under conditions similar to those
in which the asset will be used; and _

(b) those prices are adjusted for the effect of both future price increases due to general inflation
and specific future price increases (decreases). However, if estimates of fufure cash flows
from the asset's continuing use and the discount rate exclude the effect of general inflation,
this effect is also excluded from the estimate of net cash flows on disposal.

Foreign Currency Future Cash Flows

47.

Future cash flows are estimated in the currency in which they will be generated and then

discounted using a discount rate appropriate for that currency. An enterprise translates the present value

obtained using the spot exchange rate at the balance sheet date (described in IAS 21, The Effects of

Changes in Foreign Exchange Rates, as the closing rate).

Discount Rate

48.

49.

The discount rate (or rates) shouH be a pre-tax rate (or rates) that reflect(s) current market
assessments of the time value of money and the risks specific to the asset. The discount rate

(s) should not reflect risks for which future cash flow estimates have been adjusted.

A rate that reflects current market assessments -of the time value of money and the risks
specific to the asset is the retura that investors would require if they were to choose an
investment that would generate cash flows of amounts, timing and risk profile equivalent  to
those the the enterprise expects to derive from the asset. This rate is estimated from the rate

implicit in current market transactions for similar assets or from the weighted average cost of
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capital of a listed enterprise that has a single asset (or a portfolio of assets) similar in terms of

service potential and risks to the asset under review.

When an asset-specific rate is not directly available from the market, an enterprise uses
surrogates to estimate the discount rate. The purpose is to estimate, as far as possible, a
market assessment of*

(a) the time vahue of money for the periods until the end of the asset's usefui life; and

(b) the risks that the future cash flows will differ in amount or timing from estimates,

As a starting point, the enterprise may take into account the following rates:

(a) the enterprise's weighted average cost of capital determined using techniques such as the
Capital Asset Pricing Model;

(b) the enterprise's incremental borrowing rate; and

(c) other market borrowing rates.

These rates are adjusted:

(a) to reflect the way that the market would assess the specific risks associated with the
projected cash flows; and

(b) to exclude risks that are not relevant to the projected cash flows.

Consideration is given to risks such as country risk, currency risk, price risk and cash flow risk.

To avoid double counting, the discount rate does not reflect risks for which future cash flow
estimates have been adjusted.

The discount rate is independent of the enterprise’s capital structure and the way the enterprise
financed the purchase of the asset because the future cash flows expected to arise from an asset

do not depend on the way in which the enterprise financed the purchase of the asset.

When the basis for the rate is post-tax, that basis is adjusted to reflect a pre-tax rate,
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An enterprise normally uses a single discount rate for the estimate of an asset's value in use.
However, an enterprise uses separate discount rates for different future periods where value in
use is sensitive to a difference in risks for different periods or to the term structure of interest

rates.

Recognition and Measurement of an Impairment Loss

57.

58.

59,

60.

61.

Paragraphs 58 to 63 set out the requiremeats for recognizing and measuring impairment
losses for an individual asset. Recognition and measurement of impairment losses for a

cash-generating unit are dealt with in paragraphs 88 to 93.

If, and only if, the recoverable amount of an asset is less than its carrying amount, the
carrying amount of the asset should be reduced to its recoverable amount. That  reduction

is an impairment loss.

An impairment loss should be recognized as an expense in the income statement
immediately, unless the asset is carried at revalued amount under another International
Accounting Standard (for example, under the allowed alternative treatment in IAS 16,
Property, Plant and Equipment). Any impairment loss of a revalued asset should be treated

as a revaluation decrease under that other International Accounting Standard.

An impairment loss on a revalued asset is recognized as an expense in the income  statement,
However, an impairment loss on a revalued asset is recognized directly against any revaluation
surplus for the asset to the extent that the impairment loss does not exceed the amount help in

the revaluation surplus for that same asset.

When the amount estimated for an impairment loss is greater than the carrying amount of
the asset to which it relates, an enterprise should recognize a liability if, and only if, that is

required by another International Accounting Standard.
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62 After the recognition of an impairment loss, tfee depreciation (amortization) charge for the
asset should be adjusted in future periods to allocate the asset's revised carrying amount,
less its residual value (if any), on a systematic basis over its remaining useful life.

63. If an impairment loss is recognized, any related deferred tax assets or liabilities are determined
under IAS 12, Income Taxes, by comparing the revised carrying amount of the asset with its
tax base (see Appendix A, Example 3).

- Cash-Generating Units

64. Paragrapks 65 to 93 set out the requirements for identifying the cash-generating unit to which

an asset belongs and determining the the carrying amount of, and recognizing impairment

losses for, cash-generating units,

Identification of the Cash-Generating Unit to Which an Asset Belongs

65.

66.

67.

If there is any indication that an asset may be impaired, recoverable amount should be
estimated for the individual asset. If it is not possible to estimate the recoverable amount
of the individual asset, an enterprise should determine the recoverable amount of the

cash-generating unit to which the asset belongs (the asset's cash-generating unit).

The recoverable amount of an individual asset camnot be determined if:

(a) the asset's value in use cannot be estimated to be close to its net selling price (for example,
when the future cash flows from continuing use of the asset cannot be estimated to be
negligible);

(b} the asset does not generate cash inflows from continuing use that are largely independent of
those from other assets. In such cases, value in use and, therefore, recoverable amount, can

be determined only for the asset's cash-generating unit.

As defined in paragraph 5, an asset's cash-generating unit is the smallest group of assets that

includes the asset anid that generates cash inflows from continning use that are largely
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independent of the cash inflows from other assets or groups of assets. Identification of an
asset's cash-generating unit involves judgement. If recoverable amount canuot be determined
for an individual asset, an enterprise identifies the lowest aggregation of asscts that generate

largely independent cash inflows from continuing use.

Cash inflows from continuing use are inflows of cash and cash equivalents received from
parties outside the reporting enterprise. In identifying whether cash inflows from an asset (or
group of assets) are largely independent of the cash inflows from other assets (or groups of
assets), an enterprise considers various factors including how management monitors the
enterprise's operations (snch as by product lines, businesses, individual locations, districts or
regional areas or in some other way ) or how management makes decisions about continuing or
disposing of the enterprise’s assets and operations. Appendix A, Example 1, gives examples of

identification of a cash-generating unit,

If an active market exists for the output produced by an asset or a group of assets, this asset

or group of assets should be identified as a cash-generating unit, even if some or all of the

output is used internally. If this is the case, management's best estimate of future market

prwes for the output should be used:

(@) in determining the value in use of this cash-generating unit, when estimating the future
cash inflows that relate to the internal use of the output; and

(B) in determining the value in use of other cash-generating units bf the reporting enterprise,

when estimating the future cash outflows that relate to the internal use of the output.

Even if part or all of the output produced by ar asset or a group of assets is used by other units
of the reporting enterprise (for example, products at an intermediate stage of a production
process), this asset or group of assets forms a separate cash-generating unit if the enterprise
could sell this output on an active market. This is because this asset or group of assets could
generate cash inflows from continuing use that would be largely independent of the cash
inflows from other assets or groups of assets. In using information based on financial

budgets/forecasts that relates to such a cash-generating unit, an enterprise adjusts this
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information if internal transfer prices do not reflect management's best estimate of future

market prices for the cash-generating unit’s output.

Cash-generating units should be identified consistently from period to period for the same

asset or types of assets, unless a change is justified.

If an enterprise determines that an asset belongs to a different cash-generating unit than in
previous periods, or that the types of assets aggregated for the assets cash-generating unit have
changed, paragraph 117 requires certain disclosures about the cash-generating unit, if an
impairment loss is recognized or reversed for the cash-generating unit and is material to the
financial statements of the reporting enterprise as a whole.

Recoverable Amount and Carrying Amount of a Cash-Generating Unit

73.

74.

75.

The recoverable amount of a cash-generating unit is the higher of the cash-generating unit's net
selling price and value in use. For the purpose of determining the recoverable amount of a

cash-generating unit, any reference in paragraphs 16 to 56 to 'an asset’ is read as a reference to

‘a cash-generating unit’.

The carrying amount of a cash-generating unit should be determined consistently with the

way the recoverable amount of the cash-generating unit is determined.

The carrying amount of a cash-generating unit:

(a) mcludes the carrying amount of only those assets that can be attributed directly, or
allocated on a reasonable and consistent basis, to the cash-generating unit and that will '
genetate the future cash inflows estimated in determining the cash-generating unit's value in
use; and

(b) does not include the carrying amount of any recognized liability, unless the recoverable

amount of the cash-generating unit cannot be determined without consideration of this

liability.
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This is because net selling price and value in use of a cash-generating unit are determined
excluding cash flows that relate to assets that are not part of the cash-generating unii and
liabilities that have already been recognized in the financial statements (sce paragraphs 24 and
36).

Where assets are grouped for recoverability assessments, it is important to include in the cash-
generating unit all assets that generate the relevant stream of cash inflows from continuing use.
Otherwise, the cash-generating wunit may appear to be filly recoverable when in fact an
impairment loss has occurred. In some cases, although certain assets contribute to the estimated
future cash flows of a cash-generating unit, they cannot be allocated to the cash-generating unit
on a reasonable and consistent basis. This might be the case for goodwill or corporate assets
such as head office assets, Paragraphs 79 to 87 explain how to deal with these assets in testing

a cash-generating unit for impairment,

It may be mecessary to consider certain recognized liabilities in order to determine the
tecoverable amount of a cash-gencrating unit. This may occur if the disposal of a cash-
generating unit would require the buyer to take over a liability. In this case, the net selling price
(or the estimated cash flow from ultimate disposal) of the cash-generating unit is the estimated
selling price for the assets of the cash-generating unit and the liability together, less the costs of
disposal. In order to perform a meaningful comparison between the carrying amount of the
cash-generating unit and its recoverable amount, the camrying amount of the liability is

deducted in determining both the cash-generating unit's value in use and its carrying amount.

For practical reasons, the recoverable amount of a ecash-generating unit is sometimes
determined after consideration of assets that are not part of the cash-generating unit (for
example, receivables or other financial assets) or liabilities that have already been recognized
in the financial statements (for example, payables, pensions and other provisions), In such
cases, the carrying amount of the cash-generating unit is increased by the carrying amount of
those assets and decreased by the carrying amount of those liabilities.
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Goodwill

79.

80,

Goodwill arising on acquisition represents a payment made by an acquirer in anticipation of
future economic benefits, The future economic benefits may xesult from synergy between the
identifiable assets acquired or from assets which, individually, do not qualify for recognition in
the financial statements. Goodwill does not generate cash flows independently from other
assets or groups of assets and, therefore, the recoverable amount of goodwill as an individual
asset cannot be determined. As a consequence, if there is an indication that goodwill may be
mmpaired, recoverable amount is determined for the cash-generation unit to which goodwill
belongs. This amount is then compared to the carrying amount of this cash-generation unit and
any impairment loss is recognized in accordance with paragraph 88.

In testing a cash-generating unit for impairment, an enterprise should identify whether
goodwill that relates to this cash-generating unit is recognized in the financial statements. If
this is the case, an enterprise should:
(a) perform a "bottom-up’ test, that is, the enterprise should:
(@) identify whether the carrying amount of goodwill can be allocated on a
reasonable and consistent basis to the cash-generating unit under
review; and
(i) then, compare the recoverable amount of the cash-generating unit
under review to its carrying amount (including the carrying amount of
allocated goodwill, if any)} and recognize any ir)rpaiment loss in
accordance with paragraph 88.
The enterprise should perform the second step of the "bottom-up’ fest even if none of
the carrying amount of goodwill can be allocated on a reasonable and consistent
basis to the cash-generating unit under review; and
(B) if, in performing the 'bottom-up' test, the enterprise could not allocate the carrying
amount of goodwill on a reasonable and consistent basis to the cash-generating unit
under review, the enterprise should also perform a ‘top-down' test, that is, the enterprise
should:
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) identify the smallest cash-generating unit that includes the cash-
generating unit under review and to which the carrying amount of
goodwill can be allocated on a reasonable and consistent basis (the
‘larger’ cash-generating unit); and

i) then, compare the recoverable amount of the larger cash-generating unit to
its carrying amount (including the carrying amount of allocated goodwill) .

and recognize any impairment loss in accordance with paragraph 88.

Whenever a cash-gencrating unit is tested for impairment, an enterprise considers any goodwill
that is associated with the future cash flows to be generated by the cash-generating unit, If
goodwill can be allocated on a reasonable and consistent basis, an enterprise applies the
'bottom-up' test only. If it is not possible to allocate goodwill on a reasonable and consistent
basis, an enterprise applies both the ‘bottom-up' test and 'top-down' test (sce Appendix A,
Example 7). ‘

The "bottom-up' test ensures that an entetprise recognises any impairment loss that exists for a

cash-generating unit, including for goodwill that can be allocated on a reasonable and

consistent basis. Whenever it is impracticable to allocate goodwill on a reasonable and

consistent basis in the 'bottom-up' test, the combination of the 'bottom-up' and the ‘top-down'

test ensures that an enterprise recognizes:

(2) first, any impairment loss that exists for the cash-generating unit excluding any
consideration of goodwill; and

(b) then, any impairment loss that exists for goodwill Because an enterprise applies the
‘bottom-up' test first to all assets that may be impaired, any impairment loss identified for
the larger cash-generating unit in the ‘top-down' test relates only o goodwill allocated to the

larger unit.

If the 'top-down' test is applied, an enterprise formally determines the recoverable amount of
the larger cash-generating unit, unless there is persuasive evidence that there is no risk that the

larger cash-generating umit is impaired (see paragraph 12).
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Corporate Assets

84,

86.

87.

Corporate assets include group or divisional assets such as the building of a headquarters or a
division of the enterprise, EDP equipment or a research centre. The structure of an enterprise
determines whether an asset meets this Standard's definition of corporate assets for a particular
cash-generating unit. Key characteristics of corporate assets are that they do not generate cash
inflows independently from other assets or groups of assets and their carrying amount cannot
be fully attributed to the cash-generating unit under review.

Because corporate assets do not gencrate separate cash inflows, the recoverable amount of an
individual corporate asset cannot be determined unless management has decided to dispose of
the asset. As a consequence, if there is an indication that a corporate asset may be impaired,
recoverable amount is determined for the cash-gencrating unit to which the corporate asset
belongs, compared to the carrying amount of this cash-generating unit and any impairment loss
is recognized in accordance with paragraph 88.

In testing a cash-generating unit for impairment, an enterprise should identify all the
corporate assets that relate to the cash-generating unit under review. For each identified
corporate asset, an enterprise should then apply paragraph 80, that is:

(@) if the carrying amount of the corporate asset can be allocated on a reasonable and
consistent basis to the cash-generating unit under review, an enterprise should apply the
‘bottom-up’ test only; and '

(b) if the carrying amount of the corporate asset cannot be allocated on a reasonable and
consistent basis to the cash—genemtingrunit under review, an enterprise should apply both
the "bottom-up’ and 'top—allown'tests..

An example of how to deal with corporate assets ban be found in Appendix A,ExampleS.
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Impairment Loss for a Cash-Generating Unit

88.

89.

90.

91.

92.

An impairment loss should be recognized for a cash-generating unit if, and only if, its

recoverable amount is less than its carrying amount The impairment loss should be

allocated to reduce the carrying amount of the assets of the unit in the Jollowing order:

(a) first, to goodwill allocated to the cash-generating unit (if any); and

(b) then, to the other assets of the unit on a pro-rata basis based on the carrying amount of
each asset in the unit.

These reduction in carrying amounts should be treated as impairment losses on individual

assets and recognized in accordance with paragraph 59.

In allocating an impairment loss under paragraph 88, the carrying amount of an asset
should of an asset should not be reduced below the highest of:

(a) its net selling price (if determinable):

(b) its value in use (if determinable); and

(c) zero.

The amount of the impairment loss that would otherwise have been allocated to the asset

should be allocated to the other assets of the unit on a pro-rata basis.

The goodwill allocated to a cash-generating unit is reduced before reducing the camying

amount of the other assets of the unit because of its nature.

If there is no practical way to estimate the recoverable amount of each individual asset of a
cash-generating unit, this Standard requires an arbitrary allocation of an impairment loss
between the asscts of that unit, other goodwill, because all assets of a cash-generating unit
work together.

If the recoverable amount of an individual asset cannot be determined (see paragraph 66):
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(a) an impairment loss is recognized for the asset if its cartying amount is greater than the
higher of its net selling price and the results of the allocation procedﬁres described in
paragraphs 88 and 89; and

(b) no impairment loss js recognized for the asset if the related cash-generating unit is not

impaired. This applies even if the asset's net selling price is less than its carrying amount.

After the requirements in paragraphs 88 and 89 have been applied, a liability should be
recognized for any remaining amount of an irnpairment loss for a cash-generating unit if,

and only if, that is required by other International Accounting Standards.

Reversal of an Impairment Loss

4.

95.

96.

Paragraphs 95 to 101 set out the requirements for reversing an impairment loss recognized for
an asset or a cash-generating unit in prior years. These requirements use the term ‘an asset’ but
apply equally to an individual asset or a cash-generating unit. Additional requirements are set
out for an individual asset in paragraphs 102 to 106, for a cash generating unit in paragraphs
107 to 108 and for goodwill in paragraphs 109 to 112.

An enterprise should assess at each balance sheet date whether there is any indication that
an impairment loss recognized for an asset in prior years may no longer exist or may have
decreased. If any such indication exists, the enterprise should estimate the recoverable

amount of that asset.

In assessing whether there is any indication that an impairment loss recognized Jor an asset
in prior years may no longer exist or may have decreased, an enterprise should consider, as

a minimum, the foilm&ing indications:

External sources of information
(a) the asset’s market value has increased significantly during the period;
(b)significant changes with a favorable effect on the enterprise have taken place during the

period, or will take place in the near future, in the technological, market, economic or
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legal environment in which the enterprise operates or in the market to which the asset is
dedicated;

(c) market interest rates or other market rates of return on investments have decreased
during the period, and those decreases are likely to affect the discount rate used in
calculating the asset's value in use and increase the asset's recoverable amount

materially;

Interpal sources of information

(d) significant changes with a favorable effect on the enterprise have taken place during the
period, or are expected 1o take place 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 capital
expenditure that has been incurred during the period to improve or enhance an asset in
excess of its originally assessed standard of performance or a commitment to discontinue
or restructure the operation to which the asset belongs; and

(e)evidence is available from internal reporting that indicates that the economic

performance of the asset is, or will be, better than expected.

Indications of a potential decrease in an impairment loss in paragraph 96 mainly mirror the
indications of a potential impairment loss in paragraph 9. The concept of materiality applies in
identifying whether an impairment loss recognized for an asset in prior years may need to be
reversed and the recoverable amount of the asset determined.

If there is an indication that an impairment loss recognized for an asset may no longer exist or
may have decreased, this may indicate that the remaining useful life, the depreciation
(amortization) method or the residual value may need to be reviewed and adjusted in
accordance with the International Accounting Standard applicable to the asset, even if 1o

impairment loss is reversed for the asset.

An impairment loss recognized for an asset in prior years should be reversed if; and only if,

there has been a change in the ¢stimates used to determine the asset's recoverable amount
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since the last impairment loss was recognized. If this is the case, the carrying amount of the
asset should be increased to its recoverable amount. That increase is a reversal of an

impairment loss.

A reversal of an impairment loss reflects an increase in the estimated service potential of an

asset, either from use or sale, since the date when an enterprise last recognized an impairment

loss for that asset. An enterprise is required to identify the change in estimates that causes the

increase i estimated service potential, Examples of changes in estimates include:

(a)a change in the basis for recoverable amount {i.e., whether recoverable amount is based on
net selling price or value in use);

(b)if recoverable amount was based on value in use: a change in the amount or timing of
estimated future cash flows or in the discount rate; or

(0)if recoverable amount was based on net seclling price: a change in estimate of the

components of net selling price.

An asset's value in use may become greater than the asset's carrying amount simply because the
present value of future cash inflows increases as fhey become closer. However, the service
potential of the asset has not increased. Therefore, an impairment loss is not reversed just
because of the passage of time (sometimes called the ‘unwinding' of the discount), even if the

recoverable amount of the asset becomes higher than its carrying amount.

Reversal of an Impairment Loss for an Individual Asset

102.

103.

The increased carrying amount of an asset due to a reversal of an impairment loss should
not exceed the carrying amount that would have been determined (net of amortization or

depreciation) had no impairment loss been recognized for the asset in prior years.

Any increase in the camrying amount of an asset above the carrying amount that would have
been determined (net of amortization or depreciation) had no impairment loss been recognized
for the asset in prior years is a revaluation. In accounting for such a revaluation, an enterprise

applies the International Accounting Standard applicable to the asset.
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A reversal of an impairment loss for an asset should be recognized as income immediately In
the income statement, unless the asset is carried at revalued amount under anothdr
International Accounting Standard (for example, under the allowed alternative treatment in
IAS 16, Property, Plant and Equipment). Any reversal of an impairment loss ont a revalued
assef shoula; be treated as a revaluation increase under that other International Accounting

Standard.

A reversal of an impairment loss on a revalued asset is credited directly to equity under the
heading revaluation surplus. However, to the extent that an impairment loss on the same
revalued asset was previously recognized as an expense in the income statement, a reversal of

that impairment loss is recognized as income in the income statement.

After a reversal of an impairment loss is recognized, the depreciation (amortization) charge
Jor the asset should be adjusted in future periods to allvcate the asset’s revised carrying
amount, less its residual carrying amount, less its residual value (if any), on a systematic

basis over its remaining useful life.

Reversal of an Impairment Loss for a Cash-Generating Unit

107,

108.

A reversal of an impairment loss for a cash-generating unit should be allocated to increase

the carrying amount of the assets of the unit in the following order:

(a) first, assets other than goodwill or a pro-rata basis based on the carrying amount of each
asset in the unit; and

(b)then, to goodwill allocated to the cash-generating unit Gf any), if the requirements in
paragraph 109 are met,

These increases in carrying amounts should be treated as reversals of impairment losses for

individual assets and recognized in accordance with paragraph 104.

In allocating a reversal of an impairment loss for a cash-generating unit under paragraph

107, the carrying amount of an asset should not be increased above the lower of:
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(a)its recoverable amount (if determinable); and
(b)the carrying amount that would have been determined (net of amortization or

depreciation) had no impairment loss been recognized for the asset in prior years.

The amount of the reversal of the impairment Ioss that would otherwise have been allocated

to the asset should be allocated to the other assets of the unit on a pro-rata basis.

Reversal of an Impairment Loss for Goodwill

109.

110.

111.

112,

As an exception to the requirement in paragraph 99, an impairment loss recognized for

goodwill should not be reversed in a subsequent period unless:

(a) the impairment loss was caused by a specific external event of an exceptional nature that
is not expected to recur; and

(b)subsequent external events have occurred that reverse the affect of that event.

the future International Accounting Standard on Intangible Assets will prohibit the recognition
of mternally generated goodwill. Any subsequent increase in the recoverasble amount of
goodwill is likely to be an increase in intemally generated goodwili, unless the increase relates

clearly to the reversal of the effect of a specific external event of an exceptional nature.

This Standard does not permit an impairment loss to be reversed for goodwill because of a
change in estimates (for example, a change in the discount rate or in the amount and timing of
future cash flows of the cash-generating unit to whick goodwill relates).

A specific external event is an event that is outside of the control of the enterprise. Examples of
external events of an exceptional nature include new regulations that significantly curtail the

operating activities, or decrease the profitability, of the business to which the goodwill relates.

Disclosure

113,

For each class of assets, the financial statements should disclose:
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(a) the amount of impairment losses recognized in the income statement during the perlod
and the line item(s) of the income statement in which those impairment losses aré
included;

(b) the amount of reversals of impairment losses recognized in the income statement during
t-he period and the line item(s) of the income statement in which those impairment losses
dre reversed;

(¢) the amount of impairment losses recognized directly in equity during the period; and

(D the amount of reversals of impairment losses recognized directly in equity during the
period.

A class of assets is a grouping of assets of similar nature and use in an enterprise's operations.

115.  The information required in paragraph 113 may be presented with other information
disc‘:losed for the class of assets. For example, this information may be included in a
reconciliation of the carrying amount of property, plant and equipment, at the beginning and
end of the period, as required under IAS 16, Property, Plant and Equipment.

An enterprise that applies IAS 14, Segment reporting, should disclose the following for each

reportable segment based on an enterprise's primary format (as defined in IAS 14):

(a)the amount of impairment losses recognized in the income statement and divectly in
equity during the period; and |

(b)the amount of reversals of impairment losses recognized in the income statement and

directly in equity during the period.

If an impairment loss for an individual asset or a cash-generating unit is recognized or

reversed during the period and is material to the financial statements of the reporting

enterprise as a whole, an enterprise should disclose:

(a)the events and circumstances that led to the recognition or reversal of the impairment
loss;

(b) the amount of the impairment loss recognized or reversed;
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{c) Jor an individual asset:

(i} the nature of the asset; and

(ii) the reportable segment to which the asset belongs, based on the enterprise's
primary format (as defined in IAS 14, Segment Reporting, if the enterprise
applies IAS 14); ‘

(d) for a cash-generating unit;

() a description of the cash-generating unit (such as whether it is a product line, a
plant, a business operation, a geographical area, a reportable segment as
defined in IAS 14 or other);

(i) the amount of the impairment loss recognized or reversed by class of assets and
by reportable segment based on the enterprise’s primary format (as defined in
I4S 14, if the enterprise applies IAS 14); and

(i) if the aggregation of assets for identifying the cash-generating unit has changed
since the previous estimate of the cash-generating unit's recoverable amount Gif
any), the enterprise should describe the current and fomer way of aggregating
assets and the reasons for changing the way the cash-generating unit is
identified;

(e) whether the recoverable amount of the asset (cash-generating unit) is its net selling price
or its value in use;

(D if recoverable amount is net selling price, the basis used to determine net selling price
(such as whether selling price was determined by reference to an active market or in some
other way); and

(©)if recoverable amount is value in use, the discount rate(s) used in the current estimate

and previous estimate (if any) of value in use.

118.  If impairment losses recognized (reversed) during the period are material in aggregate to
the financial statements of reporting enterprise as a whole, an enterprise should disclose a
brief description of the following:

(a)the main classes of assets affected by impairment losses (reversals of impairment losses)

Jor which no information is disclosed under paragraph 117; and
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(b)the main events and circumstances that led to the recognition (reversal) of these

impairment losses for which no information is disclosed under paragraph 117.

An enterprise is encouraged to disclose key assumptions used to determine the recoverable

amount of assets {cash-generating units) during the period.

Transitional Provisions

120.

121,

This Standard should be applied on a prospective basis only. Ipairment losses (reversals of
impairment losses) that result from adoption of this International Acoounting Standard should
be recognized in accordance with this Standard (i.e., in the income statement unless an asset is
carried at revalued amount. An impairment loss (reversal of impairment loss) on a revalned

asset should be treated as a revaluation decrease (increase)).

Before the adoption of this Standard, various International Accounting Standards included
requirements broadly similar to those included in this Standard for the recognition and reversal
of impairment losses. However, changes may arise from previous assessments because this
Standard details how to measure recoverable amount and how to consider an asset’ cash-
generating unit. Tt would be difficult to determine retrospectively what the estimate of
recoverable amount would have been, Therefore, on adoption of this Standard, an enterprise
does not apply the benchmark or the allowed alternative treatment for other changes in
accounting policies in IAS 8, Net Profit or Loss for the Perio&, Fundamental Errors and
Changes in Accounting Policies.

Effective Date

122.

This International Accounting Standard becomes operative for financial statements covering

periods beginning on or after 1 July 1999. Earlier application is encouraged, If and
enterprise applies this Standard for financial statements covering periods beginning before 1
July 1999, the enterprise should disclose that fact.
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FAS 121 : Accounting for the Impairment of Long-Lived Assets

and for Leng-Lived Assets to Be Disposed Of

FAS 121 STATUS
Issued : March 1995
Effective Date: For fiscal years beginning after December 15 , 1995
Affects: Supersedes APB 16,paragraph 88 (d)
Amends APB 17, paragraph 31
Amends APB 18, paragraph 19 (h)
Amends AIN-APB 30, Interpretation No.1
Amends FAS 15, paragraph 28 and 33
Amends FAS 19, paragraph 62
Amends FAS 34, paragraph 19
Amends FAS 51, paragraph 14
Amends FAS 60, paragraph 48
Amends FAS 61, paragraph. 6
Supersedes FAS 66, footnote 5
Amends FAS 67, paragraph 3, 24 and 28
Supersedes FAS 67, paragraph 16 and 25
Amends FAS 71, paragraph ¢ and 10
Amends FAS 101, paragraph 6
Affected by: Paragraph 3(b) and 147 amended by FAS 139

Issues Discussed by FASB Emerging Issues Task Force (ETTF)
Affects: Resolves EITF Issue No. 84-28
Partially resolves EITF Issue No. 85-36
Effects EITF Issues No.90-16, 93-4 , and 93-11
Interpreted by: Paragraph 6 and 10 interpreted by EITF Issue No. 95-23
Paragraph 15,34, and 35 interpreted by EITF Topic No. D-45
Related Issues: EITF Issues No. 87-11,89-13,90-6,94-3,95-21,96-2,97-4,99-11,and 99-14

4
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FAS 121 Summary

This Statement establishes accounting standards for the impairment of long-lived assets ,

certain identifiables intangibles, and goodwill related to those assets to be held and used and for long-
. lived assets and certain identifiables intangibles to be disposed of,

This Statement requires that long-lived assets and certain identifiable intangibles 1o be held
and used by an entity be reviewed for impairment whenever events or changes in circumstances
indicate that the carying amount of an asset may not be recoverable. In performing the review for
recoverability, the entity should estimate the future cash flows expected to result from the use of the
asset and its eventual disposition. If the sum of the expected future cash flows (undiscounted and
without interest charges) is less than the carrying amount of the asset , an impairment loss is
recognized. Otherwise, an impairment loss is not recognizes. Measurement of an impairment foss for
long-lived assets and identifiable inténgibles that an entity expects to hold and use should be based on
the fair value of the asset. _

This Statement requires that long-lived assets and certain identifiables to be disposed of be
reported at the Jower of carrying amount or fair value less cost to sell, except for assets that are
covered by APB Opinion No. 30, Reporting the Results of Operations—Reporting the Effects of
Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events
and Transactions. Assets that are covered by Opinion 30 will continue to be reported at the lower of
carrying amount or net realizable value.

This Statement also requires that a rate-regulated enterprise recognize an impairment for the
amount of cosis excluded when a regulator excludes all or part of a cost from the enterprise’s rate
base.

This Statement is effective for financial statement for fiscal years beginning after December
15, 1995. Earlier application is encouraged. Restatement of previously issued financial statement is
not permitted. Impairment losses resulting from the application of this Statement should be reported in
the period in which the recognition criteria are first applied and met. The initial application of this
Statement to assets that are being held for disposal at the date of adoption should be reported as the

cumulative effect of a change in accounting principle.
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INTRODUCTION

1. This Statement establishes accounting standards for the impairment of long-lived assets,
certain identifiable intangibles, and goodwill related to those assets to be held and used and for long-
lived assets and certain identifiable intangibles to be disposed of.

2. Long-lived assets such as plant and equip:hent generally are recorded at cost, which is usually
fair value at the date of acquisition. The original cost usually is reduced over time by depreciation
(amortization) so that the cost of the asset is allocated to the periods in which the asset is used . That
practice has been modified in some circumstances when an asset has been determined to be impaired,
in which case the asset has been written down to a new catrying amount that is less than the remaining
cost and a loss has been recognized . Accounting standard gencrally have not addressed when
impairment losses should be recognized or how impairment losses should be measured. As a resuit,

practice has been diverse.
STANDARDS OF FiNANCIAL ACCOUNTING AND REPORTING

Scope

3. This Statement applies to long-lived assets , certain identifiable intangibles , and goodwill
related to those assets to be held and used and to long-lived assets and certain identifiable intangibles
to be disposed of. The Statement applies to all entities. This Statement does not apply to financial
mstruments, long-term customer relationships of a finaneial institution (for.example » core deposit
intangibles and credit cardholder intangibles), mortgage and other servicing rights , deferred policy
acquisition costs, or deferred tax assets . It also does not apply to assets whose accounting is

prescribed by:

a FASB Statement No.50 , Financial Reporting in the Record and Music Industry
FASB Statement No.53, Financial Reporting by Producers and Distributors of Motion
Picture Films

c. FASB Statement No.63 , Financial Reporting by Broadcasters

d FASB Statement No.86., Accounting for the Costs of Computer Sofiware to Be Sold, Leased
, or Otherwise Marketed
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e. FASB Statement No.90 , Regulated Enterprises—Accounting for Abandonments and
Disallowances of Plant Costs.

Appendix B contains a list of certain pronouncements that refer to impairment or disposal of assets
and indicates which pronouncements are amended by this Statement and which pronouncements
remaimn as authoritative literature . All references to an asset in this Statement also refer to groups of

assets representing the Jowest level of identifiable cash flows as described in paragraph 8.

Asset§ to Be Held and Used

Recognition and Measurement of Impairment
4. An entity shall review long-lived assets and certain identifiable intangibles o be geld and
used for impairment whenever events or changes in circumstances indicate that the carrying

amount of an asset may not be recoverable,

5. The following are examples of events or changes in circumstances that indicate that the

recoverability of the carrying amount of an assets should be assessed:

a. A significant decrease in the market value of an asset
b. A significant change in the extent or manner in which an asset is used or a significant
physical change in an asset

c. A significant adverse change in legal factors or in the business climate that could affect
the value of an asset or an adverse action or asscésment by a regulator

d An accumulation of costs significantly in excess of the amount originally expected to acquire
or construct an asset

e. A current period operating or cash flow loss combined with a history of operating or cash
flow losses or a Projection or forecast that demonstrates continuing losses associated with an

asset used fir the purpose of producing revenue.

6. If the examples of events or changes in circumstances set forth in paragraph 5 are present or

' if cther events or changes in circumstances indicate that the carrying amount of an asset that an entity
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expects to hold and use may not be recoverable , the entity shall estimate the future cash flows
expected to result from the use of the asset and its eventual disposition. Future cash flows are the
future cash inflows expected to be generated by an asset less the future cash outflows expected to be
necessary to obtain those inflows. If the sun of the expected future cash flows (undiscounated and
without interest charges) is less than the carrying amount of-the asset, the entity shall recognize an
impairment loss in accordance with this Statement. Othcrwisc, an impairment loss shall not be

recognized; however, a review of depreciation policies may be appropriate.1(1)

7. An impairment loss recognized in accordance with paragraph 6 shall be measured as the
amount by which the carrying amount of the asset exceeds the fair value of the asset. The fair value of
an asset is the amount at which the asset could be bought or sold in a current transaction between
willing parties, that is ,other than in a forced or liquidation sale. Quoted market prices in active
markets are the best evidence of fair value and shall be used as the basis for the measurement, if
available. If quoted market prices are not available, the estimate of fair value shall be based on the
best information available in the circumstances. The estimate of fair value shali consider prices for
similar assets and the results of valuation techniques 1o the extent available in the circumstances.
Examples of valuation techniques include the present value of estimated expected future cash flows
using a discount rate commensurate with the risks involved, option ~pricing models, matrix pricing , -

option —adjusted spread models, and fundamental analysis.

8. In estimating expected future cash flows for determining whethe; an asset is impaired
(paragraph 6) , and if expected future cash flows are used in measuring assets that are impaired
(paragraph 7) , assets shall be grouped at the lowest level for which there are identifiable cash flows
that are largely independent of the cash flows of other groups of assets.

9. Estimates of expected future cash flows shall be the best estimate based on reasonable and
supportable assumptions and projections. All available evidence should be considered in developing
estimates of expected future cash flows. The weight given to the evidence should be commensurate
with the extent to which the evidence can be verified objectively. If a range is estimated for either the
amount or timing of possible cash flows, the likelihood of possible outcome shall be considered in

determining the best estimate of future cash flows.
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10. In limited circumstances, the test specified in paragraph 6 will be applicable at only the entity
level because the asset being tested for recoverability does not have identifiable cash flows that are
largely independent of other asset groupings. In those instance, if the asset is not expected to provide
any service potential to the entity, the asset shall be accounted for as if abandoned or geld for disposal
in accordance with the provisions of paragraph 15 of this Statement. If the asset is expected to provide
service potential, an impairment loss the shall be recognized if the sum of the expected fisture cash
flows (undiscounted and without inierest charges) for the entity is less than the carrying amounts of
the entity’s assets covered by this Statement.

1. After an impairment is recognized, the reduced carrying amount of the asset shall be
accounted for as iis new cost. For a depreciable asset, the new cost shall be depreciated over the

asset’s remaining usefu! kife. Restoration of previously recognized impairment losses is prohibited.

Goodwill

12 If an asset being tested for recoverability was acquired in a business combination accounted
for using the purchase method, the goodwill that arose in that transaction shall be included as part of
the asset grouping (paragraph 8) in determining recoverability. If some but not all of the assets
acquired in that transaction are being tested, goodwill shall be allocated to the assets being tested for
recoverability on a pro rata basis using the relative fair values of the long-lived assets and identifiable
intangibles acquired at the acquisition date unless there is evidence to suggest that some other method
of associating the goodwill with those assets is more appropriate. In instance where goodwill is
identified with assets that are subject to an impairment loss, the carrying amount of the identified
goodwill shall be eliminated before making any reduction of the carrying amounts of impaired long-
fived assets and identifiable intangibles.

Reporting and Disclosure
13. An impairment loss for asscts to be held and used shall be reported as a component of income
from continuing operations before income taxes for entities presenting an income statement and in the

statement and in the statement of activities of a not-for-profit organization. Although there is no
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requirement to report a subtotal such as “income from operations,” entities that present such a subtotal

must include the impairment loss in that subtotal.

14. An entity that ;'ccognizes an impairment loss shall disclose all of the following in financial

statements that include the period of the impairment write-down:

a. A description of the impaired assets and the facts and circumstances leading to the
impairment

b. The amount of the impairment loss and how fair value was determined

c. The caption in the income statement or the statement of activities in which the impairment

foss is agpregated if that loss has not been presented as a separate caption or reportbd
parenthetically on the face of the statement

d If applicable, the business segment(s) affected.
Assets to Be Disposed Of

Recognition and Measurement

15 APB Opinion No.30, Reporting the Results of Operations—Reporting the Effects of Disposal
of a Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events and
Transactions, requires that certain assets to be disposed of be measured at the lower of carrying
amount or net realizable value,2(2) All long-lived assets and certain identiﬁable intangibles to be
disposed of that are not covered by that Opinion and for which management, having the authority to
approve the action, has committed to a plan to dispose of the asseié, whether by sale or abandonment,
shall be reported at the lower of carrying amount or fair value less cost to sell. The fair value of the
assets to be disposed of shall be measured in accordance with paragraph 7 of this Statement,

16. Cost to sell an asset to be disposed of generally includes the incremental direct costs to
transact the sale of the asset such as broker commissions, legal and title transfer fees, and closing
costs that must be mmw before legal title can be transferred. Costs generally excluded from cost to
sell an asset to be disposed of include insurance, security services, utility expenses, and other costs of

protecting or maintaining an asset. However, if a contractual agreement for the sale of an asset
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obligates an entity to incur costs in the future to effect the wltimate sale , those costs shali be included
as adjustments to the cost to sell an asset to be disposed of. If the fair value of an asset is measured by
the current market value or by using the current selling prinnce for a similar asset, that fair value shall
be considered to be a current amount and that fair value and cost to seli shail not be discounted. If the
fair value of an asset is measured by discounting expected future cash flows and if the sale is
expected to occur beyond one year, the cost to sell also shall be discounted. Assets to be disposed of
covered by this Statement shall not be depreciated (amortized) while they are held for disposal.

k7. Subsequent revisions in estimates of fair value less cost to sell shall be reported as
adjustments to the carrying amount of an asset to be disposed of, provided that the canrying amount
of the asset does not exceed the carrying amount (acquisition cost or other basis less accummstated
depreciation or amortization) of the asset before an adjustment was made to reflect the decision

dispose of the asset.

Reporting and Disclosure

18. An entity that holds assets to be disposed of that are accounted for in accordance with
paragraphs 15-17 of this Statement shall report gains or losses resulting from the application of those
paragraphs as a component of income from continuing operations before income taxes for entities
presenting an income statement and in the statement of activities of a not-for-profit organization.
Although entities are not required to report a subtotal such as “income from operations,” entities that
present such a subtotal must include the gains or losses resulting from the application of paragraphs
15~17 in that sabtotal.

19. An entity that accounts for assets to be disposed of in accordance with paragraph 15-17
shall disclose all of the following in financial statements that include a period during which
those assets are held:

a. A description of assets to be disposed of, the facts and circumstances leading to

the expected disposal, the expected disposal date, and the carrying amount of

those assets

b. if applicable, the business segment(s) in which assets to be disposed of are held
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The loss, if any, resulting from the application of paragraph 15 of the Statement

The gain or loss, if any, resulting from changes in the camrying amounts of

assets to be disposed of that arises from application of paragraph 17 of this

Statement

The caption in the income statement or statement of activitics in whick the gains

or losses in (¢} and (d) are aggregated if those gains or losses have not been
presented as a separate caption or reported parenthetically on the face of the
statement

The results of operations for assets to be disposed of to the extent those result

are included in the entity’s results of operations for the period and can be identified

Amendments to Existing Pronouncements

20. Paragraph 88(d) of APB Opinion No. 16, Business Combination, is replaced by the
following:

d. Plant and equipment: (1) to be used, at the current replacement cost for similar
capacity11 unless the expected future use of the assets indicates a lower value to
the acquirer, and (2) to be sold, at fair value less cost to sell.

21. The following sentence is added to the beginning of paragraph 31 of APB Opinion

No.17, Intangible Asseis, immediately following the heading:

22.

Identifiable intangible assets not covered by FASB Statement No. 121, Accounting for
the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of,
and goodwill not identified with assets that are subject to an impairment loss shall be
evaluated as follows:

In the first sentence of paragraph 19%hk) of APB Opinion No. 18, The Equity Method

of Accounting for Investments in Common Stock, the phrase the same as a loss in value of

other long-term assets is deleted.
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23, The last question and is interpretation of AICPA Accounting Interpretation I,
“Illustration of the Application of APB Opimion No. 30,” are superseded by this Statement.

24, FASB Statement No. 15, Accounting by Debtors and Creditors for Troubled Debt

Restructuring, is amended as follows:

a. The following sentence is added afier the first sentence in paragraph 28:
A creditor that receives long-lived assets that will be sold from a debtor in full
satisfaction of a receivable shall account for those assets at their fair value less cost
to seli, as that term is used in paragraph 15-17 of FASB Statement No. 121,
Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to
Be Disposed Of. .

b. The last sentence of paragraph 28 is replaced by the following:
The excess of (i) the recorded investment in the receivable’ satisfied over (i} the fair
value of assets received (less cost to sell, if required above) is a loss to be
recognized. For purposes of this paragraph, losses, to the extent they are not offset
against allowances for uncollectible amounts or other valuation accounts, shall be
included in measuring net income for the period.

c. In the second sentence of paragraph 33, ar their values is deleted and less cost
to sell is inserted after reduced by the fair value.

25. The following new paragraph and heading are added after paragraph 62 of FASB
Statement No. 19, Financial Accounting and Reporting by Oil and Gas Producing Companies:

Impairment Test for Proved Properties and Capitalized Exploration and
Development Cost

The provisions of FASB Statement No. 121, Accounting for the Impairment of
Lang-[l‘ived and for Long-Lived Assets to Be Disposed Of, ate applicable to the
costs of an enterprise’s wells and related equipment and facilities and the costs of

the related proved propertics. The impairment provisions relating to unproved

i
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properties referred to in paragraphs 12,27-29, 31(b), 33, 40, 47(g) and 47(h) of this

Statement remain applicable to unproved properties.

26. The following sentence is added to the end of paragraph 19 of FASB Statement No.

34, Capitalization of Interest Cost:

The provisions of FASB Statement No. 121, Accounting for the Impairment of
Long-Lived Assets and for Long-Lived Assets to Be Disposed Of apply in

recognizing impairment of assets held use.

27. The first two sentences of paragraph 14 of FASB Statement No. 51, Financial
Reporting by Cable Television Companies, are replaced by the following:

Capitalized plant and certain identifiable intangible assets are subject to the
provisions of FASB Statement No. 121, Accounting for the Impairment of Long-
Lived Assets and for Long-Lived Assets to Be Disposed Of.

28 FASB Statement NO. 60, Accounting and Reporting by Insurance Enterprises, is
amended as follow:

a, In the first sentence of paragraph 48, and an allowance for any impairment in
value is deleted. |

b. In the last sentence of paragraph 48, Changes in the allowance for any
impairment in value relating to read estate invesiments is replaced by Reductions
in the carrying amounts of real estate investments resulting from the application
of FASB Statement No. 121, Accounting for the Impairment of Long-Lived Assets
and for Long-Lived Assets to Be Disposed Of

29, FASB Siatement No. 61, Accounting for Title Plant, is amended as follows:

a. In the first and sccond sentence of paragraph 6, value is replaced by camrying
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Estate,

31.
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amount.

The last sentence of paragraph 6 is replaced by the following:

Those events or changes in circumstances, in addition to the examples in paragraph 5
of FASB Statement No. 121, Accounting for the Impairment of Long-Lived Assets and
Jor Long-Lived Assets to Be Disposed Of indicate that the carrying amount of the
capitalized costs may not be recoverable. Accordingly, the provisions of Statement

121 apply.

Footnote 5 to paragraph 21 of FASB Statement No. 66, Accounting for Sales of Real
is replaced by the following:

Paragraph 24 of FASB Statement No. 67, Accounting for Costs and Initial Rental
Operations of Real Estate Projects, as amended by FASB Statement No, 121,
Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be
Disposed Of, specifies the accounting for property that has not yet been sold but is
substantially complete and ready for its intended use.

FASB Statement No. 67, dccounting for ‘Costs and Initial Rental Operations of Real

Estate Projects, is amended as follows:

In paragraph 3, costs in excess of estimated net realizable value is replaces by
reductions in the carrying amounts of real estate prescribed by FASB Statement No.
121, Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets
to Be Disposed Of

Paragraph 16 is deleted.

The fust and second sentences of paragraph 24 are replaced by the following:

A real estate project, or parts thercof, that is substantially complete and ready for its
intended use shall be accounted for at the lower of carrying amount or fair value
less cost to sell as prescribed in paragraph 15-17 of statement 121. The recognition
and measurement principles contzined in paragraph 4-7 of that Statement shall apply
to real estate held for development and sale, including property to be developed in
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the fiuture as well as that curtently under development, Determining whether the
carrying amounts of rcal estate projects require write-downs shall be based on an
evaluation of individual projects.

d. Paragraph 25 is replaced by the following:
Paragraph 5 of Statement 121 provides examples of events or changes in
circumstances that indicate that the recoverability of the camying amount of an asset
should be assessed. Imsufficient rental demand for a rental project currently under
construction is an additional example that indicate that the recoverability of the real
estate project should be assessed in accordance with paragraph 6 of Statement 121.

€. In paragraph 28, the term pet realizable value and its defmition are deleted,

32. FASB Statement Mo. 71, Accounting for the Effects of Certain Types of Regulation,

is amended as follows:

a. The following sentence is added to the end of paragraph 9:
If at any time the incurred cost no longer meets the above criteria, that cost shall be
charged w0 eaxﬁings.
b. Paragraph 10 is amended as follows:
1) The second and third sentences are replaces by:
If a regulator excludes all or part of a cost from allowable costs, the carrying
amount of any asset recognized pursuant to pamgmph 9 of this Statement
shall be reduced to the extent of the excluded cost.
) In the fourth sentence, the asset has is replaces by other assets have and
the following phrase is added to the end o_f that sentence after the footnote
added by FASB Statement No. 90, Regulated Enterprises —Accounting for
Abandonments and Disallowances of Plant Costs:
And FASB Statement No. 121, dccounting for the Impairment of Long-Lived
Assets and for Long-Lived Assets to Be Disposed Of, shell apply.
c. The following new paragraph is added after paragraph 10:
If a regulator allows recovery through rates of costs previously excluded from

allowable costs, that action shall result  in recognition of a mnew asset. The
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classification of that asset shall be consistent with the classification that would have

resulted had those costs been initially included in allowable costs.

33. The following phrase is added to the end of the third sentence of paragraph 6 of
FASB Statement No. 101, Regulated Enterprises—Accounting for the Discontinuation of
Application of FASB Statement No. 71:

And FASB Statement No. 121, Accounting for the Impairment of Long-Lived Assets
and for Long-Lived Assets to Be Disposed of, shall apply, except foe the provisions
for income statcment reporting in paragraph 13 of that Statement.

Effective Date and Transition

34, This Statement shall be effective for financial statements for fiscal years beginning
after December 15, 1995. Earlier application is encouraged. Restatement of previously issued
financial statements is not permitted. Fmpairment losses resulting from the application of this
Statement shall be reported in the period in which the recognition criteria are first applied

and met.

35. The initial application of this Statement to assets that are being held foe disposal at
thg date of adoption shall be reported as the cumulative effect of a change in accounting
principle, as described in APB Opinion No. 20, Accounting Changes. A business enterprise
shell report the amount of the cumulative effect in the income statement between the captions
“extraordinary items,” if any, and “pet income™ (Option 20, paragraph 20). A not-for-profit
organization shall report the cumulative effect of a change in accounting on each class of net
assets in the statement of activities between the captionis “extraordinary item,” if any, and
“change in unrestricted net assets,” “change in temporarily restricted net assets,” and “change
in permanently restricted net assets.” The pro forma effects of retroactive application (Opinion
20, paragraph 21) are not required to be disclosed.
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The provisions of this Statement need

not be applied to immaterial items.
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