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The implementation of the new leases standard saw entities gross up balance sheets
with right-of-use assets and lease liabilities. Here we respond to some common
questions relating to the impact of this in performing impairment testing required

by AASB 136 Impairment of Assets.

1. Is the ROU asset included in the carrying 3. Are lease payments included in recoverable
amount of a CGU? amount cash flows?

Right-of-use (ROU) assets are generally included in the carrying  Buyer assumes the lease liability

amount of a CGU as they generate cash inflows only in If a buyer would assume the lease liability on disposal of the

combination with other assets. Where this is not the case, CGU, then the lease liability or lease payments are deducted

ROU assets should be tested for impairment individually. from the CGU's recoverable amount. How they are deducted

o . ) depends on the model used:
2. Is the lease liability included in the carrying
amount of a CGU? A lease liability included in the carrying amount of a

) o o . . CGU, must also be reflected in its recoverable amount
As with other liabilities, the lease liability is only included in and vice versa

the carrying amount of a CGU if a buyer would be required
to assume that lease liability on disposal of that CGU.

e Value in use (VIU) — The carrying amount of the lease liability

Some factors to consider when assessing whether a buyer is deducted from both the carrying amount of the CGU and
would assume the lease liability on disposal of the CGU its VIU. Lease payments associated with the lease liability
could include: do not form part of the cash outflows in a VIU.
o Legal composition of the CGU — disposal of a CGU which lllustration 2: VIU — buyer assumes lease liability
is also a legal entity may help support that a buyer would $m
take over the lease
e Strategic importance of the underlying asset — a buyer Discounted fUtU:e cash flows, excluding 10,109
may require the transfer of a lease when that asset lease payments

is key to the operations of the CGU; and Less: Lease Liability (1.290)

e Contractual terms of the lease arrangement — clauses
which contemplate assignment of the lease and VIU recoverable amount 8,819
associated approvals shall be considered.

CGU carrying amount 8,910
IIIustrgtiqp 1: CGU carrying amount — buyer assumes Impairment 91
lease liability
$m e Fair value less costs of disposal (FVLCD) — Guidance in AASB

Goodwil 300 | loase payments uesd 1o detorring the 1aase ey b be

Fixed assets 8,800 deducted from the cash flows.

ROU asset 1,100

Lease Liability (1,290)

Total CGU carrying amount 8,910

! Includes cash flows expected to be generated from assets in the CGU, such as goodwill, fixed assets and ROU assets. Any lease payments excluded
from lease liabilities should be included in forecast cash flows (e.g. short-term/low value leases and lease payments depend on output or usage).

©2020 KPMG, an Australian partnership and a member firm of the KPMG global organisation of independent member firms affiliated
with KPMG International Limited, a private English company limited by guarantee. All rights reserved. The KPMG name and logo are
trademarks used under license by the independent member firms of the KPMG global organisation.

Liability limited by a scheme approved under Professional Standards Legislation.



Put simply
Impact of AASB 16 Leases on

m impairment testing

lllustration 3: FVLCD - buyer assumes lease liability lllustration 5: CGU recoverable amount — adjusting the terminal
value
$m
i Example scenario: Entity X is a manufacturer and leases a
Discounted future cash flows 9,111 manufacturing facility which is integral to the operations of the
including lease payments CGU. The lease has a remaining term of 4 years and X intends
FVLCD recoverable amount? 9,111 to enter into a new lease in year 5. X's VIU includes 3 years
forecast cash flows plus a terminal value.
CGU carrying amount 8,910
Impairment - @ @ @ @
$m @

The lease liability must not be deducted from the Future cash flows
recoverable amount as it is already included in the excluding lease 795 810 850 850 -
above cash flows payments

Buyer does not assume the lease liability

Lease replacement
If a buyer would not assume the lease lability on disposal cash flows

of the CGU, for both VIU and FVLCD approaches, lease -
payments associated with that lease liability are not deducted | Undiscounted future 795 | 810 | 850 550 300
from the recoverable amount cash flows. cash flows

- - - (300) 300

lllustration 4: CGU recoverable amount — buyer does

L Adjusting the terminal value (TV) to exclude lease payments in
not assume lease liability (VIU or FVLCD)

year 4 eliminates double counting®. The adjusted cash flows

$m reflect commencing a new lease from year 5.

_ 5. How is the recoverable amount of an ROU asset
D'Slcodu_meld future cash flows, 10,109 determined when allocating impairment expense
excluding lease payments within a CGU?

CGU recoverable amount 10,109 When allocating impairment across assets in a CGU on a pro-rata
CGU carrying amount 10,200 basis, the carrying amount of an individual asset cannot be

_ reduced below the higher of its recoverable amount and zero.
Impairment 91 This rule applies equally to any ROU assets within the CGU.

FVLCD is one possible method that can be used to determine

Impairment is the same whether lease liabilities the recoverable amount of a ROU asset that forms part of a CGU.
would or would not be assumed under a VIU model One possible way to determine the FVLCD of this asset is by
reference to the present value of amounts a market participant
4. What is the impact of lease term on would pay to lease the underlying asset using market lease rates.
forecast cash flows and terminal value? In our view, this approach can be applied for ROU assets

irrespective of whether the lease contract permits subleasing.
However, restrictions relating to the use of the asset, for example
zoning regulations, should be considered when determining
market rent.

When the lease term is shorter than the forecast period for
the CGU and the operations of the CGU are dependent on
the continued use of the underlying asset or a similar asset,
the replacement of the lease through a new lease

arrangement or acquisition is included in the cash flows.

¢} WATCH OUT FOR:

o |f the lease term ends prior to the terminal value year,
lease replacement cash flows are included in all forecast ¢ ROU assets that are shared by multiple CGUs, for example
periods after the lease ends, including the terminal year. corporate head offices. The general principles associated with

o |f the lease term ends after the terminal value year, corporate assets apply.

the terminal year includes lease replacement cash flows. * Potential impacts on the discount rate when lease payments
In addition, adjustments to the terminal value are required are excluded from recoverable amount cash flows, along with
to eliminate double counting of the lease in the years assumptions related to lease replacements vs acquisitions.
before the lease ends. o Consequences on tax cash flows in post-tax recoverable

amount models.

2 Where lease payments are excluded from discounted cash flows or an alternative FVLCD method is used, such as market multiples, the fair value of
the lease liability is deducted from the fair value of the CGU that excludes the lease payments/liability.

3 The effect of this adjustment increases the recoverable amount, therefore this adjustment may not be required if the recoverable amount prior to
adjustment exceeds the carrying amount.
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If you have any questions, speak with your KPMG team.
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The information contained in this document is of a general nature and is not intended to address the objectives, financial
situation or needs of any particular individual or entity. It is provided for information purposes only and does not constitute, nor
should it be regarded in any manner whatsoever, as advice and is not intended to influence a person in making a decision,
including, if applicable, in relation to any financial product or an interest in a financial product. Although we endeavour to provide
accurate and timely information, there can be no guarantee that such information is accurate as of the date it is received or that
it will continue to be accurate in the future. No one should act on such information without appropriate professional advice after
a thorough examination of the particular situation.

To the extent permissible by law, KPMG and its associated entities shall not be liable for any errors, omissions, defects or
misrepresentations in the information or for any loss or damage suffered by persons who use or rely on such information
(including for reasons of negligence, negligent misstatement or otherwise).
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