
175CIEL LIMITED  ANNUAL REPORT 2017                       

2. BASIS OF PREPARATION (CONTINUED)

(a) Critical accounting judgements and key sources of estimation of uncertainty (continued)

(vi) Limitation of sensitivity analysis

Sensitivity analysis in respect of market risk demonstrates the effect of a change in a key assumption 
while other assumptions remain unchanged. In reality, there is a correlation between the assumptions 
and other factors. It should also be noted that these sensitivities are non-linear and larger or smaller 
impacts should not be interpolated or extrapolated from these results.

Sensitivity analysis does not take into consideration that the Group’s assets and liabilities are managed. 
Other limitations include the use of hypothetical market movements to demonstrate potential risk that 
only represent the Group’s view of possible near-term market changes that cannot be predicted with 
any certainty.

(vii) Asset lives and residual values

Property, plant and equipment are depreciated over its useful life taking into account residual values, 
where appropriate. The actual lives of the assets and residual values are assessed annually and 
may vary depending on a number of factors. In reassessing asset lives, factors such as technological 
innovation, product life cycles and maintenance programmes are taken into account. Residual value 
assessments consider issues such as future market conditions, the remaining life of the asset and 
projected disposal values. Consideration is also given to the extent of current profits and losses on the 
disposal of similar assets.

(viii) Depreciation policies

Property, plant and equipment are depreciated to their residual values over their estimated useful lives. 
The residual value of an asset is the estimated net amount that the Group would currently obtain from 
disposal of the asset, if the asset were already of the age and in condition expected at the end of its 
useful life. 

The Directors therefore make estimates based on historical experience and use best judgement to 
assess the useful lives of assets and to forecast the expected residual values of the assets at the end of 
their expected useful lives. 

(ix) Impairment of assets

Goodwill is considered for impairment at least annually. Property, plant and equipment, and intangible 
assets are considered for impairment if there is a reason to believe that impairment may be necessary. 
Factors taken into consideration in reaching such a decision include the economic viability of the asset 
itself and where it is a component of a larger economic unit, the viability of that unit itself.

Future cash flows expected to be generated by the assets or cash-generating units are projected, 
taking into account market conditions and the expected useful lives of the assets. The present value of 
these cash flows, determined using an appropriate discount rate, is compared to the current net asset 
value and, if lower, the assets are impaired to the present value. The impairment loss is first allocated 
to goodwill and then to the other assets of a cash-generating unit.

Cash flows which are utilised in these assessments are extracted from formal business plans which are 
updated annually. The Group utilises the valuation model to determine asset and cash-generating unit 
values supplemented, where appropriate, by discounted cash flow and other valuation techniques.

(x) Deferred tax on investment properties

For the purposes of measuring deferred tax liabilities or deferred tax assets arising from investment 
properties, the Directors reviewed the Group’s investment property portfolio and concluded that the 
investment properties are held under a business model whose objective is to consume substantially all 
the economic benefits embodied in the investment properties over time, rather than through sale.

Notes to the Financial Statements
Year ended 30 June 2017


