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Abstract

International accounting standards require, in particular the impairment of (36) asset value standard No (31), re- evaluation of
assets to display the value of fair value as the replacement value at the end of the period or fiscal year of the disclosure of
assets, real value, the represent philosophy of accounting to relevant of different models to call the fair values, especially in
case of using methodology - based pricing capital asset model. The researcher presented a model for measuring the impairment
of the book value of assets form, which contributes to the measurement of accuracy of the fixed measurement of accounting
income and taxable income help guide the preparation of financial statements in the presentation of fixed assets as fast as they
converge with the fact that revenue and economic benefits of the asset in the financial period is ending. Because the accounting
incases always different on taxable income for the application of the income tax act, although the act, to impose tax in net
profit, which present the income statement prepared in accordance with the Egyptian accounting standards, but on grounds of
maintaining the public revenues of ministerial decisions were issued contrary to that application and became the standard (31)
can’t be applied when determining the tax base. Which led to a loss in its submission for income tax, which is a clear
challenge, there is no application of some financial standards, which is what the researcher tried to show. He presented it to
determine the tax impact of not applying the standard.
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1. Introduction

Accounting standards began to use fair value for meas-
urement as an alternative basis for historical cost, which con-

tional Accounting Standard (36) and the Egyptian Standard
(31), so that decision makers, investors, and shareholders

stitutes a clear challenge to the cost of acquiring the asset in
order to display the value of assets according to their value
that is closest to economic returns and benefits, considering
that the asset is a stock of future benefits, and that is until
assets, especially fixed ones, are presented at fair value,
which is consistent with its recoverable value, or the net real-
izable value, whichever is greater, according to the Interna-

know the value of the project’s real assets, which contribute
to achieving profit, and the decline in the value of the project
is measured. These assets are subject to an impairment loss
(i.e. a decrease in the value of the asset) in a way that repre-
sents a loss presented in the income statement, but they are
not considered among the costs that must be deducted when
preparing the tax decision for legal persons, which represents
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an increase in the financial burden on the company as a re-
sult of its being subject to tax.

2. Research Problem

International and Egyptian accounting standards and fi-
nancial reporting standards require the revaluation of assets
at fair value at the end of the period or financial year to dis-
close the assets at their true value [1]. Among the considera-
tions that govern fair value measurement are the efficiency of
managers and the future cash flows of the fixed asset, espe-
cially in the case of using a pricing approach based on the
capital assets pricing model [2]. When measuring the decline
in the value of assets, its value is displayed in the income
statement as a loss that leads to a decrease in accounting
profit. The problem of the preliminary research lies in the
optimal method by which the fair value of the asset is esti-
mated with complete impartiality [3], meaning whether it is
the value in use, the replacement value, or the value. The
current value of the asset or the market value, which may
differ from one sector to another, whether in the industrial or
petroleum sectors [4].

The difference in methods and the difference in people
conducting the estimation leads to the presence of fundamen-
tal differences in the estimated specific values for the same
asset itself, which requires searching for a model that can be
used as guidance when estimating the fair value of the asset
to measuring the value of impairment more accurately when
preparing the tax return. The second problem is that the de-
crease in the value of the asset is not recognized when calcu-
lating the deductible costs in the tax return in Egypt, as it is
an estimated cost and not an actual cost, even though it is a
discounted cost in the income statement that affected the
measurement of net profit. And thus, on distributable profits.

3. Research Importance

The research importance refers to the image required by
accounting standards, including measurement, presentation,
and disclosure where the two Egyptian accounting standards
No. (10) requires fixed assets and their depreciation and (31)
requires impairment of the value of assets, reviewing the
values of fixed assets at the date of preparing the budget to
determine whether there is a deterioration in their book val-
ue. In the event that there are indicators of impairment of
fixed assets, the impairment losses in the book value are es-
timated in light of the net present value of the amounts ex-
pected to be collected in the future or the net sales value,
whichever is greater, and are included in the income state-
ment. If this value increases later, the increase is added to the
income statement within limits. The above is charged to rev-
enues during previous years, for the purposes of measuring
accounting profit to disclose distributable profits [5]. How-
ever, when determining the tax base, the value of impairment
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losses is excluded, which affects the base subject to income
tax by increasing and thus increasing the tax burden tax.

Research Objectives: -

The research objectives can be formulated as follows:

1) To know the most important factors affecting the de-
cline in the value of fixed assets.

2) Providing a model that can be used as a guide in re-
evaluating the fixed asset with the aim of measuring the
value of impairment.

3) Measuring the tax impact resulting from the impairment
of the fixed asset.

4. Research Methodology

This study is based on the descriptive, analytical, deduc-
tive approach and concludes with a field study, through ap-
plication, on one of the companies operating in the industrial
field, which has had a decline in the value of fixed assets, to
measure its impact on the net accounting and tax profit, and
the researcher applies this according to the following:

4.1. Data Sources

Primary sources: - The focus will be on available sources,
whether published or unpublished, such as previous studies
or international and local periodicals, to select the latest de-
velopments facing the application of fair value measurement,
in addition to conducting interviews and collecting the raw
data required by the research.

Secondary Sources: - By obtaining data on (5) companies
as a study sample from the industrial sector of chemical ac-
tivities.

4.2. The Study Sample

The study sample consists of 5 companies operating in the
industrial field (chemicals) that rely on industrial machinery
and equipment as a high percentage of their fixed assets from
companies operating in Egypt from capital companies in the
business or private sector.

4.3. Research Hypotheses

There is no need for accounting disclosure in the financial
statements about the financial differences between the fair
value of the asset and the value of the asset according to the
proposed model in a way that affects the credibility of the
method of evaluating the asset at the end of the financial
period for accounting income and tax income.

There is a necessity and utmost importance to accelerate
the Egyptian Accounting Standard No. (31) Impairment of
Assets regarding measuring the value of impairment of a
fixed asset by including a mathematical model for measure-
ment that is an alternative to fair value.
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4.4. Research Limitation

All activities of companies from other sectors of the na-
tional economy, other than companies operating in industrial
activities (chemicals), are outside the scope of the research.

The research is concerned with seeking to find an estimat-
ed value for the value of the fixed asset when it is re-
evaluated through a mathematical model, and thus the use
value, the recoverable value, and the market value of the
fixed asset are outside the scope of the research as estimated
values that depend on personal judgments.

5. Literature Review

Stakeholders have questioned the effectiveness of the
goodwill impairment-only approach, which was widely
adopted in the early 2000s. Much empirical work has been
conducted on the matter, but there is a need for more concep-
tual work. This paper applies goodwill-components theory to
derive the theoretical objective of the goodwill impairment
test and to define impairment effectiveness — a concept pre-
viously undefined but often referenced in the debate. Good-
will-components theory allows us to address the various
components of goodwill instead of viewing accounting
goodwill as homogeneous. Adopting this framework, we
compare the current International Financial Reporting Stand-
ards (IFRS) model to two alternative impairment-only mod-
els, the pre-acquisition headroom (PH) model and the fair
value (FV) model. We conclude that the PH model results in
more effective impairment testing than the current IFRS
model. Compared to the FV model, the PH model is more
effective in the short run and less effective in the long run.
Our analysis further identifies situations where the PH model
is “over-effective”. The framework is also used to illustrate
the effectiveness of the current IFRS model compared to a
goodwill amortization model [6].

Hannu Ojala’s study examines private companies’ tax ag-
gressiveness and its changes in response to interventions by
the government tax administration. While scholars have re-
searched authorities’ interventions extensively, this study is
the first to consider the “light” technique of tax adjustments
made by the tax administration immediately after the firm
submits its tax return. We utilized a large-scale proprietary
dataset obtained from Finland’s tax administration (covering
85,155 firm—years), the hypotheses addressed the relation-
ship between the firm’s level of tax aggressiveness and the
tax-administration intervention (H1) and that between the
intervention and companies’ response to it (H2) [7].

Nikolaos I. Karampinis’s study evaluates the potential in-
dicators of tangible asset impairments (TAI) and their inter-
action with legal enforcement, using an international sample
of 38 countries that follow International Financial Reporting
Standards. Consistent with expectations, specific economic
and opportunistic indicators demonstrate a significant rela-
tionship with TAI, and these are further affected by legal
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enforcement. Empirical findings suggest that in weak en-
forcement countries, besides economic indicators [8].

For a shipping company the vessel is the most valuable
and important asset. In most cases the value of the vessel is
the bigger part of total assets. Under International Financial
Standards and US GAAP (IAS 36 and SFAS 144 respective-
ly) entities are required to conduct impairment tests where
there is an indication of impairment of an asset. It is of high
importance that the assumptions and the methodology of
these tests be right, for the results of the test to be valid.
There is always the risk that the accountant manipulates the
test to avoid any impairment losses. The authors’ purpose is
to examine the way that the results from these tests are relat-
ed to market values. Also, under what test assumptions the
results from the tests close enough to market values of ves-
sels [9].

Ruey Duh-Rong’s study tests several factors affecting the
measurement of asset impairment and presents alternative
opportunities for impairment in order not to affect profit dis-
tributions in a way that leads to assets being presented in the
statement of financial position according to their fair value.
The study also presents the extent of the impact of corporate
governance on preserving the project’s assets and preventing
them from being exposed to decay through rationalizing ad-
ministrative decisions, especially long-term investment deci-
sions, in addition to explaining the international standard
(36) related to impairment to demonstrate the clear impact of
the decline in value on dividend distributions. The study took
a sample of industrial companies. It concluded that unrealis-
tic impairment losses are a clear escape from profit distribu-
tions and that one of the main reasons for the decline in value
is the lack of accurate estimation of the value in use. The
study recommended the necessity of estimating it with com-
plete accuracy to reduce the impact of the decline on divi-
dend distributions [10].

Robert F. Gox and Alfred Wagenhofer’s study presented a
statistical model to measure the value of the asset according
to many considerations, including the efficiency of managers
and future cash flows, which represent the returns on posses-
sion of the asset, the indicator of the efficiency of operating
the asset, and other factors that affect measuring the value of
the asset in order to measure the value in order to calculate
its impairment at the end of the financial period. The study
also presented some Simplified equations to measure the
approximate value of the value of the fixed asset that is ac-
quired based on obtaining a loan, as the lender can use these
equations before deciding to grant the loan to the project.
Granting the loan depends on the efficiency of the managers
in the project, as the reasons for the decline in the value of
the asset are due to the efficiency of the managers. The de-
cline in the value of the asset affects Depending on the prof-
its and then the burdens of the loan, the project is heading
toward inability to repay, which is considered a default for
the project. Therefore, the lender must study these factors
before starting to grant the loan. The model that the study
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arrived at is one of the important models in this regard,
which the researcher relied on in his study [11].

Takashi Yamamoto’s study examined evidence from Japan
of the decline in the value of long-term assets, especially
fixed assets, and the impact of this on the financial state-
ments and reports on the outcome of the activity. The study
focused on the methodology of re-estimating the long-term
asset, if this is done through more than one expert house due
to the importance of presenting the value in the financial
statements and its direct impact on the distributed profits and
increasing the importance of the economic results presented
in the financial reports and the possibility of relying on them
[12].

Changling Chen and Mark Kohlbeck’s study estimated the
recognition of impairment of physical or intangible assets
according to American Accounting Standards 142 and 157
because of their impact on profit distributions, especially
when re-evaluating at the end of the financial period, as the
timing of recognition is important, which makes it influential
on the measurement and as an indicator of the value of the
company’s stock in the market. Impairment losses are esti-
mated and the more they increase, the more it is reflected in
the declared profits and then the share multiplier, which is an
influential factor in the investor’s decision to keep the stock
if he gives it up for fear of being exposed to a successive
decline in profits [13].

Joshua Ronen’s study assumes that the decision to acquire
a new fixed asset came after multiple studies and studies of
alternative opportunities until it was decided to add this asset
to the group of acquired assets and enter service. Therefore,
any collapse [14].

Joshua Ronen’s study examined the influence of managers
in companies and the possibility of their direct influence on
profit management using some accounting standards to di-
rectly influence the measurement of profit and then business
results, and among those influences is the International Ac-
counting Standard (36) Impairment of Assets, which has a
profound impact not only on distributable profits. But on the
value of the establishment entirely, as the stock market trad-
ers judge the companies through their financial statements
without entering inspections of their establishments, and by
using the interim (interim) financial statements they can
make predictions that help in judging the company’s ability
to fulfill its obligations and the extent of expected develop-
ment in efficiency. It is the efficiency of managers and their
efforts that affect the value of the company and then their
evaluation of the assets in the case of relying on the use val-
ue of the asset, which has a positive impact on its impairment
value and then a direct impact on measuring profit [15].

6. Research Plan

To achieve the objectives of the research, it is divided into
the following sections: -
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6.1. Factors Affecting the Impairment in the
Value of Fixed Assets

The international: No. (36), [16] and Egyptian: 31, stand-
ards for impairment in the value of assets refer to the defini-
tion of impairment as the amount of decrease in the recover-
able value of the fixed asset from its book value [17]. To
know this impairment, the standard requires a re-evaluation
of the assets at the end of the fiscal year to determine the
decline in their value for joint, sister or subsidiary projects,
and for assets that are recorded in the books based on re-
evaluation. Therefore, the meaning of impairment is a de-
cline in value, that is, the disappearance of the value of the
asset, and where the limitations of the study are the impair-
ment of fixed assets only, which are defined by International
Accounting Standard No. (16) and Egyptian Standard No.
(10) as tangible assets that:

The company keeps them to use them in producing or
providing goods or services, or to rent them to others or for
their administrative purposes.

Expected to be used for more than one accounting period.
Therefore, the focus will be on the factors affecting impair-
ment in the value of fixed assets only, as will be stated in the
following subsections in the body of the research:

Factors affecting the estimation of use value [18].

1) Estimating the future cash flows that the entity expects

to receive from the asset.

2) Expectations regarding changes in the values or timing
of future cash flows.

3) The time value of possible money is represented by cur-
rent market interest rates without risk.

4) The responsibility of the uncertainty inherent in the as-
set value.

5) Other factors such as the ability to liquefaction and fil-
tering, which the market shows when determining the
value of future cash flows that the entity originally ex-
pects to receive.

Factors that must be taken into consideration when esti-

mating the use value [19].

1) Estimating cash flow expectations based on reasonable
and supported assumptions that represent management's
best estimates.

2) The assessment is made considering the latest budgets
and forecasts approved by management (excluding any
future cash flows in or out that are expected to arise
from restructuring in the future or from improving or
supporting the performance of the asset).

3) Estimating expectations for cash flows beyond the peri-
od covered by recently issued budgets and forecasts ap-
proved by management.

4) Estimating expectations for cash flows beyond the peri-
od covered by recently issued budgets and forecasts for
a maximum period of five years (or longer if it can be
justified).

5) Expectations are estimated based on a constant or de-
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clining growth rate.

6) Growth rates should not exceed the average rates in the
long term for products, industries, or the country in
which the facility carries out its activity.

Indicators of decline in the value of the establishment’s as-
sets [20].

1) External Sources of Information.

2) A significant decline in the market value of the asset
occurred during the period more than expected because
of the passage of time or normal use.

3) The occurrence of tangible changes that have a negative
impact on the facility during the period or will occur
soon in the technological technology, the market, and
the economic and legislative climate in which the entity
operates.

4) An increase in market interest rates on investments or
in other market rates of return during the period.

5) If the book value of the entity’s net assets exceeds its
capital value (Market Capitalization) according to mar-
ket prices.

Internal Sources of Information [21].

1) Providing evidence of aging or physical damage to the
original.

2) The occurrence of tangible changes that have a negative
impact on the entity during the period or are expected
to occur soon during which the asset is used or ex-
pected to be used, such as scrapping the asset and plans
to stop or restructure operations related to the asset or
plans to dispose of or sell the asset before the expected
date.

3) The availability of evidence from internal reports indi-
cating that the economic performance of the asset will
be bad or is expected to be bad.

6.2. Accounting Issues Aimed at Measuring
Impairment in the Value of Fixed Assets

The principle of accounting based on historical cost is
considered the best basis for evaluating the facility’s assets.
The cost includes all costs and expenses incurred by the enti-
ty and for the purpose for which it was owned. There is gen-
eral agreement among users and preparers of financial state-
ments on the importance and necessity of using historical
cost as a basis for measuring the elements of these financial
statements [22].

This means that these lists must be prepared according to
the historical cost of obtaining these items .Historical cost is
characterized by the ease of verifying its accuracy and objec-
tivity, because the prices are specified and fully known when
the deal or commercial transaction occurs, and they are not
subject to debate or change. It is also realistic due to the
availability of documents and documents supporting it, and
hence the financial statements prepared according to the his-
torical cost are accurate and have a real and objective basis
that is valid and verifiable and is not subject to personal

judgment.

Companies are exposed to risk due to rapid and successive
changes in the economic environment because of the expo-
sure of their long-term assets to a decline in value, and one
of the most important of these variables is [23]:

1) The rapid technological development.

2) Increasing the scope of global competition.

3) Change in demand for industrial machinery and equip-

ment because of change in consumer desires.

4) Lack of rationality in administrative decisions

International accounting publications have become in-
creasingly vocal about the necessity of reevaluating the asset
at the end of the financial period to determine the value of
the impairment in it, if any, to direct it in an accounting man-
ner so that the financial statements reveal the true value of
the asset and the impairment in value that has occurred to it.
Also, the large fluctuations in the purchasing power of the
monetary unit during inflation led to a decrease in the benefit
of the principle of replacement cost (or current value) to
reach results that are more realistic and representative of the
value of assets, and to provide better results for investment
and development decision makers [9].

Accounting concepts contained in international publication:

International publications of American, British, interna-
tional, and Egyptian accounting standards have agreed upon
definitions of the most important concepts used when defin-
ing the concepts of value decline or impairment to provide
comparability characteristics for published financial state-
ments [24].

1) Recoverable Amount

It is the net sales value of the asset or its value in use,
whichever is greater.

2) Net Selling Value

It is represented by the fair value of the fixed asset, less
the costs of selling. The fair value is determined by the
amount that can be obtained from the sale of an asset or
cash-generating units in a transaction between parties who
have the desire to exchange, are aware of the facts, and deal
with free will.

3) Assets Group

It represents the smallest level of cash flow generation that
is largely independent of other groups of assets and other
liabilities, meaning that the cash flows generated from this
group can be identifiably distinguished from other groups.

4) Active Market

It is a market in which all the following conditions are
met:

a. Homogeneity of items that are dealt with in the mar-
ket.

b. The ease of having free-willed buyers and sellers at
any time.

C. Prices must be available to the public.

5) Carrying Amount

It is the amount that is recognized for the asset after de-
ducting any accumulated depreciation, amortization, or im-
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pairment losses in its value.

6) A Cash Generating Unit:

It is the smallest group of assets that generate cash inflows
independently of cash inflows from other assets or groups of
other assets.

7) Primary Assets

Tangible assets with specific useful lives other than intan-
gible assets that contribute to the future cash flows of both
the cash-generating unit under test and other cash-generating
units.

6.3. Cost of Disposal

These are costs that are directly related to the disposal of
an asset or cash-generating unit, excluding financing costs
and income tax expenses.

1) Depreciable Amount

It is the cost of the asset or any other value that replaces
the cost in the financial statements, minus the salvage value.

2) Depreciation

It is a systematic loading of the depreciable value of an as-
set over its productive life (or consumption of an asset over
the estimated period of use from it). This is for a fixed asset.
As for an intangible asset, it is called (Amortization).

3) Fair Value

The amount that can be obtained from the sale of an asset
or cash-generating units in a transaction between parties who
have the desire to exchange, are aware of the facts and deal
freely.

4) Impairment Loss

It is the amount by which the book value of the asset or
cash-generating unit exceeds its recoverable value. The re-
coverable value of the asset or cash-generating unit is deter-
mined by the fair value less costs of sale or its value in use,
whichever is greater [25].

5) Useful Life

It is: (a) The period during which the asset is expected to
be used by the entity. Or (b) the number of production units
or similar units that the entity is expected to obtain from the
asset.

6) Value in Use

It is the present value of the future cash flows expected to
occur from any asset or cash-generating unit.

6.4. Accounting Treatment According to the
American Accounting Standard S.FAS. No:
144

Entities must recognize a decline in the value of an asset
when:
1) The present value of the future flows expected to be ob-
tained from the asset is less than the book value.
2) There will be a decrease in the economic level of the
asset, which indicates a decrease in the efficiency of its
operation [26].
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3) The value of the book assets is substantially greater
than the fair value The standard considers fair value to
be the value that can be obtained from a sale or ex-
change process to parties who can complete the deal,
which requires the following:

a. Equal financial capacity of the parties to complete

the deal.

. Availability of a sufficient amount of information

about the asset.

. There is no relationship between the parties (related

persons).

. The desire of the contracting parties to complete the

deal, and there is no intention to force or liquidate.

Methods that can be relied upon to determine fair value
[27]:

a. The price of the asset in the active market

b. Market prices of similar assets

c. Current value

The standard divided assets into three groups:

1) Long-term assets acquired for use.

2) Long-term assets acquired and will be disposed of, not

by sale.

3) Long-term assets acquired and will be disposed of by

sale.

The researcher will focus on long-term assets acquired for
use, especially fixed assets used in operation to generate
monetary units as a store of future benefits, and the standard
requires that their value be tested permanently annually to
calculate decline losses in their value. The process of decline
in value requires the presence of evidence and factors indi-
cating the existence of losses resulting from impairment,
examples of which include the following [28]:

1) The extent to which the asset can cover its book cost in

the future.

2) The significant decrease in the market price

3) Continuous changes in the work climate and environ-

ment, including changes in legal, economic, and social
factors.

Therefore, the standard presents the cases in which im-
pairment losses must be recognized, and the entity must ex-
amine and test the asset to indicate its ability to recover its
book value through a comparison between the book value
and the undiscounted cash flows expected to be obtained
from use in operation and service.

If the book value increases, the difference must be recog-
nized immediately as a loss represented by the impairment of
the value of the long-term asset (fixed asset). Therefore, the
book value is adjusted with the new values to recalculate the
depreciation according to the useful life of the new asset. If
the opposite happens, an increase in the estimated value over
the book value (i.e., an increase in its value in the market),
the standard does not recognize it. Rather, it does not recog-
nize the process of adjusting the previous value by recogniz-
ing the decline, and then the depreciable value becomes the
new value according to the revaluation indicators.
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The American standard also requires that assets be pre-
sented in independent, similar groups for the possibility of
measuring cash flow generating units for each independent
group of long-term assets. The justification for this may be to
hide the decline of one asset at the expense of another asset,
which fails the analytical ability to track the measurement of
the asset’s efficiency ability and the extent of its contribution
to achieving profits.

The standard explained that when estimating cash flows,
several approaches can be relied upon, including:

1) The estimated approach: According to it, it is prefera-
ble to rely on logical and objective matters for estima-
tion.

2) The period estimation approach, according to which the
useful life remaining from the asset’s possession is es-
timated, considering the distinction between the meth-
ods of acquiring the asset, the type of investment, and
the remaining life compared to the rest of the asset
group.

3) Introduction to the type of asset and the expenses asso-
ciated with it. The standard indicated that two types of
assets are linked to expenses that represent capital ex-
penditures that are closely related to the asset. There-
fore, there are two types of these assets:

a. Assets developed considering their production capac-
ity and the expenses required to maintain the level of
services provided by the asset.

. Assets under development. When determining their
value, interest payments that are capitalized as part
of the cost of the asset are considered.

6.5. Accounting Treatment According to the
British Accounting Standard (ASB): FRS.
No: 15

British Accounting Standard No. (15), entitled Measuring
the Value of Fixed Assets, requires that the book value of the
fixed asset represent its current value, which is measured
according to indicators including its market value or its value
in use at the date of preparing the budget, with the aim of
[29]:

1) Unifying the accounting treatments applied for meas-

urement purposes.

2) Recognizing the economic benefits expected to be ob-

tained during the economic life.

3) Revaluation in a way that reflects the current asset val-

ue.

4) Full publicity and effective disclosure of financial

statements.

Standard (15) also defines the decline in the value of a
fixed asset (impairment) as a decrease in the recoverable
value of the fixed asset to a value less than its book value
[30].

110

6.6. Accounting Treatment According to
International Accounting Standard IAS.
No: 36

The recognition of impairment losses in the value of long-
term assets received great attention from the International
Accounting Standards Board (IASB), and it focused on that
by developing a separate accounting standard for measure-
ment, presentation, and disclosure, which is Standard 36, as
the standard included indicators that reflect the decline in the
value of assets, and the standard specified them in external
and internal sources [31].

If they exist, impairment in value must be recognized, in-
cluding a decrease in the market value below the book value
and the presence of evidence of obsolescence of the asset or
the occurrence of physical damage to the asset, in addition to
the necessity of re-evaluation at the end of each financial
period to determine the value of the impairment, which is
directed directly to the income statement as an impairment
loss [32].

The international standard requires calculating the im-
pairment loss in the value of the asset annually and individu-
ally, and when it is proven that the recoverable value is less
than the book value, the book value must be reduced to rec-
ognize the impairment loss so that the financial statements
reveal the true value of the asset.

International Financial Reporting Standard IFRS No: 6
[33] indicated indicators that if present, require a test of the
value of the asset, including [34]:

1) The expiration of the period for the concession right for

the exploration and drilling area

2) If it is decided to stop exploration due to economic fea-

sibility

3) If exploration expenses exceed the expected revenues

(cost and return)

If these conditions are met, the facility must reconsider the
value of the asset, which evidence and indicators indicate a
decrease in its value [35].

The value of impairment is measured under the standard
by comparing the book value with the recoverable value. If
the latter value is less than the book value, the impairment is
calculated by the difference and directed directly to the in-
come statement as a loss representing an impairment of the
value of the fixed asset. The recoverable value is measured
by whichever is greater, the value in use or the fair value less
selling costs.

Determine the value in use:

It is determined through an estimate of the future cash in-
flows and outflows that can be obtained from using the asset
or disposing of it at the end of its expected life, provided that
an appropriate discount rate is used to calculate the cash
flows by relying on the following elements:

1) Estimating the future flows expected to be obtained

from the asset.

2) Expectations of possible deviations in the value or tim-


http://www.sciencepg.com/journal/ijafrm

International Journal of Accounting, Finance and Risk Management

http://www.sciencepg.com/journal/ijafrm

ing of those flows

3) The time value of money by using a risk-free interest
rate.

4) The cost of uncertainty

5) Iliquidity reflected by participants in the active market.

6) When calculating the value in use, the standard requires
that it must consider its inclusion of all costs, and its es-
timation does not depend on the market but rather on
the useful life of the asset, as shown in the following
figure 1, which was explained by some studies [36].

Relying on this form requires the managers’ commitment

to conduct a value test for impairment. When estimating the
value in use, the matter requires:

1) Estimating all cash inflows and outflows resulting from
using the asset and disposing of it at the end of its use-
ful life.

2) Use an appropriate discount rate for cash flows.

3) Considering the exclusion of the effect of taxes from
the discount rate

Therefore, the international standard requires conducting a

test of the value of the asset whenever indicators and evi-
dence of its decline are available, which are recognized as
impairment losses directed directly to the income statement.
The fair value is relied upon whenever it is available. It does
not require calculating the value in use in that case.

6.7. Accounting Treatment According to the
Egyptian Accounting Standard AS. No: 3

The Egyptian accounting standard is like the international
standard and is almost identical [37]. Egypt became aware of
the impairment standard in assets in 2006 with the issuance
of Ministerial Resolution of the Minister of Investment No.
243 of 2006 regarding the issuance of Egyptian accounting
standards, as this standard had not been applied before since
the date of issuance of Egyptian accounting standards in
1997 under Ministerial Resolution of the Minister of Econo-
my No. 503 of 1997. The standard aims to recognize assets
at values that do not exceed their recoverable value and to
apply impairment accounting to all assets other than Invento-
ry (Standard 2), Assets Arising from Construction Contracts
(Standard 8), Deferred Tax Assets (Standard 24), Financial
Assets (Standard 26), Assets Arising from Employee Bene-
fits (Standard 38), Real estate investment measured at fair
value (Standard 34), biological assets related to agricultural
activity measured at fair value less estimated costs at the
point of sale (Standard 35), Deferred acquisition costs and
intangible assets arising from contractual rights of insurance
companies under insurance contracts (Standard 37), non-
current assets classified as assets held for sale (Standard 32).

To measure the value of impairment, the standard requires
that measurement be carried out according to the following
indicators: figures 2, 3. Regarding fixed assets that were re-
valued: figure 4.
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6.8. The Accounting and Tax Impact of
Impairment in the Value of a Fixed Asset

The standard for impairment of the value of assets from
accounting standards, whether international or Egyptian,
stipulates that the assets are re-evaluated at the end of the
financial year to determine the decline in their value for joint
sister or affiliated projects, and for the assets that are record-
ed in the books based-on re-evaluation. In addition, the as-
sets that are recorded at historical cost are tested for impair-
ment in relation to their value at the end of the year. Accord-
ingly, from an accounting standpoint, the company must, at
the end of each financial period, evaluate the possibility of a
decrease in the value of the assets and estimate the recovera-
ble amount. This is done by comparing the book value with
the recoverable amount at the end of each accounting cycle.

As previously indicated, the recoverable value of the asset
may be the value in use or the net fair value, whichever is
greater. From an accounting standpoint, when determining
the value in use, the impairment standard allows the use of
present value methods by estimating future cash flows dis-
counted at an appropriate discount rate.

Elements of measuring present value according to the
Egyptian Accounting Standard (Asset Impairment):

The standard provides a comparison between two ap-
proaches when calculating present value, and one of them
can be used to estimate the value in use of an asset:

1) The traditional approach focuses on determining the

discount price.

2) The expected cash flow approach focuses on the dis-
count rate and uncertainty risks, which leads to adjust-
ing when arriving at the expected cash flows after ad-
justing for the risks.

Whatever approach an entity takes to measure the value in
use of an asset, the interest rates used to discount cash flows
and the risks for which the estimated cash flows are adjusted
must not reflect the effect of some assumptions. When the
specified price for the asset is not directly available from the
market, the entity uses alternatives to estimate the discount
rate where the purpose is a market estimate that may be pos-
sible regarding the time value of money for periods until the
end of the asset's useful life.

When it is available to everyone to find an option that is
not available directly from the market and to change that to
estimate the discount rate where the harvest is estimated to
be the strength of the place about the value for the period of
mice until the end of the productive era.

When making this choice, others may undoubtedly choose
the following rates in their calculations when calculating the
discount rate:

1) The average cost of the facility’s capital valve “Capital

Asset Pricing Model”.

2) The cost of financing from third parties.

3) Prices of new trends in the market. [38]

Provided that the discount rate is before taxes, and there-
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fore when the basis used is to estimate the discount rate, tax-
es are adjusted to show the price before taxes [39].

The accounting effect resulting from the impairment of
fixed assets is considered a factor affecting the measurement
of profit, The accounting rate decreased, which affects the
tax base by decreasing, which has been determined by many
studies and rulings. The ruling issued by the Ohio Court re-
garding the extent of the right of American companies, espe-
cially the parent company Courts, to deduct the impairment
loss of the value of assets from the tax base. The objectivity
of the deduction depends on the extent of accuracy in revalu-
ing the asset. When a decrease in the value of the asset oc-
curs, the loss is directed directly to the income statement
according to accounting standards, even if it is the tangible
asset, or any cash-generating unit, if it is recognized accord-
ing to the publications of professional organizations because
the assets represent because this affects the dividends of
profits [4].

It is worth noting that in some opinions, a stock of future
economic benefits that are reflected in future cash flows, so
how can we not agree to deduct the impairment loss in the
value of the asset from the tax base, as it is considered the
most significant contributor to the cash flows obtained by the
establishment and contributed to the disclosure of the net
profit of the activity in previous financial periods [41].

Publications of accounting and auditing standards and re-
ports of the American Stock Exchange indicate the im-
portance of deducting the impairment loss for long-term as-
sets from the tax base or recognizing deferred tax to offset
the impairment loss. Some studies, based on those publica-
tions and reports, indicate how establishments pay income
tax on the impairment value. Assets that have already been
included in the balance sheet according to their recoverable
value [42].

Furthermore, there are tax harmonization procedures in
European Union countries that strive to adopt the deduction
of the impairment loss from the tax base, particularly for
group companies, because it is not possible to pay income
tax on the value of a loss resulting from asset impairment, so
unifying these transactions affects tax rates in European Un-
ion countries [42].

The tax impact of an impairment loss on long-term assets
is regarded to be the outcome of an impairment of the tax
base, which impacts the payment of a greater income tax
than is necessary, hence increasing the tax burden.

To solve this, it must be referred to as deferred income tax
if it is not subtracted from the tax base. Furthermore, when
determining the worth in use, which is dependent on cash
flows, the tax impact must be included when assessing those
flows.

The tax impact is very clear in the Ministerial Decision of
the Minister of Finance issued No. 779 of 2007 amending
some provisions of the executive regulations of the Income
Tax Law. Article Seven of the decision stated the following:
No. (7) Without prejudice to the provisions of the previous
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clauses, the following shall be observed: No. [A] Impairment
losses and what is included as income when these losses are
recovered are not included in the taxable base. No. [B] Taxa-
ble revenues or deductible costs that are not included in the
income statement are included in the taxable base.

It is abundantly obvious from this text that an impairment
loss recorded in the income statement or in equity in the
statement of financial position is not regarded as an expense
that is deductible. Instead, businesses and establishments
must include that loss when making their tax return and sub-
sequently subject it to income tax, despite the fact that It was
recorded in the income statement as an income loss due to
impairment, and the net accounting profit was decreased as a
result. However, because it is not a deductible expenditure, it
is returned to the net accounting profit in accordance with
that ruling, which raises the establishments' tax burden, espe-
cially given that deferred tax is not shown on the tax return
and that the state's sovereign resources may be cared for and
preserved because of this tax treatment.

7. Proposed Model to Test the Feasibility
of Applying the Proposed Model for
Measuring the Impairment of a Fixed
Asset

The model employed in this study is a development of a
mathematical model that was indicated in one of the foreign
studies cited in the introduction to the study, and which the
researcher relied on to quantify the amount of decay value.

7.1. Elements of the Proposed Model

The symbols used in the proposed model can be defined as
follows:

Net Present Value: NPV, expressed by the symbol V.

The probability of the project’s success: p, which is repre-
sented by a percentage on a scale starting from: 1% to 100%

Probability of project failure: P-1

Cash flows: X

High project manager efficiency: PH, which is represented
by a decimal number on a scale starting from: 0.5 to 0.99.

Low project manager efficiency: PL, which is represented
by a decimal number on a scale starting from: 0.01 to 0.5.

The amount of change in the project manager’s efficiency:
O>P=PL-PH

Cash flows in case of project success: ds

Cash flows in case of project failure: df

Asset value: A

Relative index of asset efficiency: Y

The approximate calculated value of the asset value: \A

\4
l—PH(X—E)

A=A=—_—__""AP
PH+ (1-PH)Y
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7.2. Assumptions of Model

1- The goals of legalization depend on effective manage-

ment

A- The decision is unnecessary: 0> 1 — PHX
B- The disreputable manager: o<1 —PLX
2- The loan lender provides the joint loan with a manager

with a high tendency to carry out this action:

PHds+(1-PH)V(A)-1>0
3- To maximize the profitability of the project, this condi-

tion must be fulfilled:

\%
1<PHX — )

The loss resulting from the impairment of the asset value

is determined in the following cases:

1) The profitability of the project tends to decrease be-
cause of the decrease in the net present value of the as-
set, according to the following:

2)NPV=PH (X - 1)

3) =5

4) The asset is subject to a mortgage and the intention is to
liquidate it.

5) Increase the value of:

This indicates a change in the efficiency of the project

manager. The greater the degree of change in the efficiency

of the project manager, the more the value of that indicator

tends to decrease, which indicates a decrease in the value of
the asset.

When determining an appropriate discount rate to calcu-

late discounted cash flows, these equations can be used,
which contribute to calculating the capital asset pricing rate.

Calculate the cost of capital: Cost of capital = risk-free

rate of return + ( x market risk premium).

Where B: risk premium
Calculating the cost of debt:
Cost of debt = (Risk-free rate of return + credit risk allow-

Field study to test the validity of the possibility of apply-
ing the proposed model.

Five private businesses that work in the chemical indus-
try's industrial sector were subjected to the proposed model.
These businesses were part of a sample that was chosen at
random from among those that operate in Egypt. Their shares
are listed on the stock exchange, and among their fixed as-
sets are machines and equipment whose value declined (de-
creased) by more than book value.

The results obtained by the researcher are extremely close
to the realistic estimate of asset prices in the market for the
same assets that are similar in efficiency, and the experi-
mental investigation demonstrated the validity of the model's
assumptions and its applicability. When attempting to esti-
mate the absolute worth of managers' technical efficacy and
the stock market's beta variation, the researcher ran into is-
sues. Due to the absence of market stability and the fact that
the Egyptian stock market is a dormant market, the research-
er examined how beta moved in relation to the market based
on the shares of the companies selected for the sample to
which it was applied.

7. 3. Objective of the Field Study

With regard to the significance of measurement and ac-
counting disclosure in the financial statements about the fi-
nancial differences between the fair value of the asset and the
value of the asset according to the proposed model, which
requires a change to the Egyptian accounting standard, the
field study aims to test the research hypotheses and deter-
mine the extent to which the hypothesis is accepted or not
(31) Accounting for the impairment of the value of assets, to
determine the extent to which it fulfills the requirements for
measuring the value of the impairment of fixed assets in ac-
counting and its tax effects.

i. Study population:

Three groups make up the study population:

1) Auditors for industrial capital businesses make up

ance) X (1 - income tax rate).
Calculate the facility's weighted average cost of capital =
WACC: formula and calculation.

the first group. In the areas of accounting, auditing,
and taxes, where the foreign partnership element and
its correspondents participate, they were chosen from
among the top offices in Egypt that correspond to
foreign offices.

2) The second group consists of tax office auditors.
They were selected among the staff members at the
tax offices for joint-stock and investment businesses
in Cairo and Alexandria as well as the Major Finan-

WACC = Ex Re) + (2x Rd x (1 - Tc))

where:
E = Market value of the firm’s equity
D = Market value of the firm’s debt

V=E+D

Re = Cost of equity
Rd = Cost of Debt

Tc = Corporate tax rate

ciers' Mission.

3) The third category consists of academics with spe-
cialized tax interests who have contributed to several
conferences on tax and accounting organized by

As a result, the weighted cost of capital can be employed as a
discount rate to determine the present value of a fixed asset
or to discount cash flows.

Egyptian or Arab institutions and professional organ-
izations.
ii. Study sample:

Second:
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To determine the optimal sample, the researcher conducted
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an exploratory study, the main goal of which was to deter-
mine the clarity of the questionnaire questions within the
limits of 25 questionnaires from auditors and auditors in the
tax offices and academics. One of the most important con-
clusions that the researcher reached through those question-
naires is the homogeneity of the results of the study among
each of the three groups. Therefore, random sampling tables
were used, and the sample was determined with a degree of
error (+ 10%) due to the homogeneity of the results of the
exploratory study. The optimal sample was 87 for auditors,
85 for auditors in tax offices, and 45 for academics (in light
of the approximate numbers of the study population, which
amount to about 2000 auditors, 1500 auditors, 1000 academ-

ics), 90 forms were distributed to auditors and the same to
auditors at the tax offices, 50 forms to academics, and there-
fore the best sampling that would satisfy the study was natu-
ral random sampling.

In selecting the study sample, some demographic charac-
teristics were considered, such as the length of experience
(less than 5 years - 5 years - 10 years or more), and the edu-
cational level (Bachelor's - Diploma - Master's - Doctorate).

The questionnaires were sorted and incomplete ones as
well as those that were not answered were excluded. The
following table shows the actual study sample distributed
according to the three study categories (auditors, academics,
and tax offices). The following table:

Table 1. Frequency and percentage distribution of the actual study sample distributed according to the three study categories.

auditors N = 80

R Characteristics of the study sample
number %

Duration of experience:

L A. Less than 5 years 10 12,5
B. 5 years 40 50,0
C. 10 years 30 37,5
Educational level:
A- Bachelor’s degree 30 37,5

2- B- Diploma 24 30,0
C - Master's degree 22 27,5
D- Ph.D. 4 5,0

Design the questionnaire list:

Each of the two portions of the survey list was created
with the intention of evaluating a different research hypothe-
sis. The following questions are addressed in each section
and encompass various facets of the hypothesis whose validi-
ty is to be tested:

First Section: This questionnaire, which consists of ques-
tions 1 through 4, aims to test the research's first hypothesis
regarding "the extent of the necessity of accounting disclo-
sure in the financial statements of the accounting differences
between the fair value of the asset and the value of the asset
according to the proposed model in a way that affects the
credibility of the evaluation method for the asset." at the
conclusion of the fiscal period for both tax and accounting
income.

Second section: includes questions from: (5 to 8) with the
aim of testing the second hypothesis of the research related
to “the extent of the importance of making an amendment to
the Egyptian Accounting Standard No. (31) Accounting for
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Auditors at the Tax Office N = 80 Academics N =40

number % number %
14 17,5 - -

52 65,5 - R

14 17,5 40 100
28 35,0 - -

20 25,0 - -

26 32,5 - -

6 7,5 20 100

the Impairment of Assets with regard to measuring the im-
pairment of fixed assets by including a mathematical model
for measurement that is an alternative.”

Statistical methods used:

The statistical analysis of the field study data, as non-
standard descriptive data, was based on the following:

Statistical description of the data, including frequency and
proportional distribution as well as some descriptive metrics
like the weighted arithmetic mean and coefficient of varia-
tion.

Chi-2 analysis. The main presumptions underpinning this
test are that observations are independent of one another,
simple random sampling, and the degree of measurement.
While the expected frequencies in each cell must be minimal,
there are no constraints on the size of the observed frequen-
cies. According to the predominant opinion, observed fre-
quencies shouldn't be less than (6) in any cell.

The Kruskal-Wallis’s test, which evaluates the degree of
statistically significant differences between three or more
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groups with ordinal data or that can be arranged, is carried
out by solving the following equation. This test is essentially
a one-way analysis of variance for ordinal data:

E={I12k+(m@m+1))’3(n+1)}
where:

n — number of all ranks (number of scores for all sam-
ples)

K — the sum of the square of the sum of the ranks of each
sample divided by the column of sample members for that
group.

This is with the following note:

A- Kruskal-Wallis test can be applied to first-order analy-
sis of variance without requiring that the samples have an
equal number of participants.

B- The chi-square the following tables is used to preview
the calculated value with the theoretical value if the number
of samples or tests exceeds (3), and the number of items for
each sample must be no less than (6).

Results and testing of research hypotheses:

The outcomes of the first section:

This section contains questions (1-4) that are related to

testing the research's first hypothesis, which is that "There is
no need for accounting disclosure in the financial statements
about the financial differences between the fair value of the
asset and the value of the asset according to the proposed
model in a way that affects the credibility of the evaluation
method for the asset at the end of the financial period for
accounting income and tax income."

The results of this section are as follows:

The first question addresses: the extent of the necessity of
considering the financial effects resulting from the differ-
ences between accounting income and tax income when de-
termining the value of the impairment of a fixed asset.

The results, as shown in Tables 2 and 3, showed that there
were no statistically significant differences between the three
categories of the study, as the value of the Kruskal-Walli's
test (calculated Ca2 = 3.38), which confirms its lack of sig-
nificance given at least 0.05 degrees. Because it did not ex-
ceed the minimum that makes it a function at level of free-
dom 2. We also find that the value of the arithmetic means
for the responses of the three study categories ranged be-
tween (3.90 - 4.22), which reflects that there is a very large
degree of agreement among the three study categories.

Table 2. The extent of the differences between the three study categories About the financial implications of the differences Between account-
ing and tax income when determining the impairment value of a fixed asset Using the Kruskal-Walli's test.

Study categories Rank average Account auditors

Rank average 55.60

Ka2 = 3.38 significance level = 0.894

D. h =2 it is a non-function

Auditors Academics

50.55 45.38

Table 3. Frequency and relative distribution and some descriptive measures Responses of the three study categories on impacts Consequenc-
es of the differences between accounting and tax income Resulting from the impairment of the value of the fixed asset.

Degree of approval Study Strongly agree I don’t . Strongly Some descrip-
categories 1) Agree (2) know (3) Disagree (4) disagree (5) tive metrics
. 28 42 10 -- - 47
Auditors %
35.0 52.5 12.5 -- -- 15.60% *
12 20 2 2 -- 4.05 **
Academics %
30.0 50.0 15.0 5.0 -- 20.50% *
16 46 12 12 -- 3.90 **
Audit t the T: ffice ¢
uditors at the Tax Office %, , 575 15.0 7.5 - 20.80% *

The second question deals with: The model for measuring
the value of the impairment of a fixed asset. The results
showed, as shown in Table 4, that there are no statistically
significant differences between the frequency and relative
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distribution of responses for categories 2 The third study on
methods of measuring the impairment of a fixed asset, where
the value of the Chi test reached The calculated value
2.532) and therefore it did not reach the minimum level that
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would make it significant at the level of 0.05 at least. I also
explained, according to the results, that the most important
method used is the proposed model method (for the compa-
nies to which the model was applied) to measure the impair-

ment of the fixed asset presented by the researcher, the im-
portance of which he stressed. About (60% - 73%) of the
three study categories. The following table:

Table 4. The extent of the difference between the three study categories regarding methods of measuring the value of a fixed asset.

Auditors Academics Auditors at the Tax Office
Study Categories The most important methods used
No. % No. % No. %
Fair value 12 15.0 6 15.0 18 22.5
The net realizable value method 10 12.5 10 25.0 12 15.0
The model for measuring the impairment of the value of a 58 75 24 60.0 50 625

fixed asset was presented by the researcher.
Chi2=2.533
DH=4

The third question addresses the most important ad-
vantages resulting from using the measurement model pro-
vided by the researcher to measure the value of the impair-
ment of a fixed asset, ranking it according to its importance.
The results showed, as shown in Table 5, the agreement of all
three categories of the study on all the advantages and the
degree of importance of each of them, which are:

Significance level = 0.639

it is a non-function

Its agreement with generally accepted accounting princi-
ples and policies when preparing financial statements.

Its agreement with the concept of net present value.

Its importance in predicting future cash flows and the effi-
ciency of managers in the facility.

Its reliance on discount rates is expected to prevail in the
future. As the following table:

Table 5. Ranking of the advantages resulting from using the proposed model According to their degree of importance, they are distributed

according to study categories.

Auditors

Coefficient of
Important advantages M 0&3 1.c tent o Rank

variation %
Its agreement with the 208 428 )
concept of net present value
Its agreement with generally
accepted acc{opntmg princi- 155 445 |
ples and policies when pre-
paring financial statements.
Its reliance on discount rates
expected to apply in the 3.26 252 4
future.
Its importance in forecasting
future cash flows and the 2.78 42.1 3

efficiency of managers.

The fourth question deals with the justifications for non-

Academics

M

2.00

1.40

3.25

3.05

coefficient of

variation % Rank
48.5 2
35.7 1
22.2 4
32.8 3

Tax Officers

M

2.00

1.44

3.44

3.00

coefficient of

variation % Rank
41.5 2
38.2 1
209 4
35.0 3

recognition in Egypt when measuring the tax base by ac-
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counting for the impairment of the value of a fixed asset aris-
ing from the differences between accounting income and tax
income. The results showed, as shown in Table 6, that there
is agreement between the degree of importance of the rea-
sons referred to in the survey form among the three catego-
ries of the study, as there is agreement.

In order:

A- The state’s desire not to waste tax revenues.

B- Not applying Egyptian Accounting Standard No. (31)
Impairment of the Value of Assets when measuring Tax Prof-
it.

C- There is not fine for non-compliance with the applica-
tion of accounting standards in Egyptian tax legislation.

On the other hand, there was a relative difference in the
degree of importance of the remaining reasons. The follow-
ing table:

Table 6. The relative importance of the reasons for non-recognition in Egypt Accounting for the tax decline in the value of a fixed asset Dis-

tributed according to study categories.

Auditors

fficient of
Reasons M Coe. 1.c1e 0 Rank
variation %

There is no paragraph for a
mathematical model in the

Egyptian Accounting Standard 34
(31) to account for the

impairment of the asset’s value
according to the proposed model.

425 2

The state’s desire to avoid wast-

. 36 45.0 1
Ing tax revenues.

The presence of a fine for violat-
ing compliance with the applica-
tion of accounting standards in
legislation

32 40.0 3

Egyptian tax.

D - The difficulty of applying
accounting measurement accord- 16
ing to fair value.

20.0 4

E- The relative insignificance of
the financial differences resulting 14
from measuring impairment.

20.0 5

The statistical analysis of the results of the first section’s
questions showed that there is a need for accounting disclo-
sure in the financial statements about the impairment of the
value of the fixed asset resulting from the differences be-
tween accounting income and tax income, which indicates
that the first assumption is incorrect.

The results of the statistical analysis of this section also
showed the preference of the model that the researcher de-
veloped in measuring the value of the impairment of the
fixed asset because of its many advantages, the most im-
portant of which is its agreement with the accounting princi-
ples and policies generally accepted when preparing the fi-
nancial statements, and with the concept of net present value.

The results of the questions in this section also revealed that
there are many reasons that led to non-recognition in Egypt of

Academics Tax Officers

coefficient of coefficient of
M e Rank M et Rank
variation % variation %

24 60.0 1 34 35.0 2
22 55.0 2 36 37.0 1
20 50.0 3 20 25.0 3
8 20.0 5 20 25.0 4
8 20.0 4 12 15.0 5

the tax impairment (loss) of the fixed asset, the most important
of which is the state’s desire not to waste the tax proceeds, in
addition to the lack of a standard for measuring the impair-
ment of value according to a mathematical model such as the
proposed model. Paragraph: While the study sample collec-
tively agreed that the absence of a fine for non-compliance
with the application of accounting standards in Egyptian tax
legislation is one of the important reasons for non-compliance
with their application at a time when the tax administration
does not activate some articles of the standards for purposes
related to not wasting tax proceeds.

Results of the second section:

This section includes questions from: (5 to 8) related to
testing the second hypothesis of the research, which deals
with:
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“There is a necessity and utmost importance to make an
amendment to the Egyptian Accounting Standard No. (31)
Accounting for Impairment of Assets with regard to measur-
ing the impairment of fixed assets by including a mathemati-
cal model for measurement that is an alternative for fair val-
ue.” The results of this section are as follows:

The fifth and sixth questions address the extent of the ne-
cessity of issuing an amendment to the Egyptian Accounting
Standard (31) to measure the impairment of the value of a
fixed asset according to the proposed model, and the justifi-
cations for issuing this amendment.

The results showed, as shown in Table 7, that there are sta-
tistically significant differences between the responses of the

three study categories regarding issuing an amendment to the
Egyptian Accounting Standard for accounting for the im-
pairment of assets, especially fixed assets, as the value of the
calculated Chi2 test reached = 19.881, which confirms its
significance at the level of 0.01 with 2 degrees of freedom.

The results showed that both auditors and academics sup-
port the necessity of issuing an amendment to the Egyptian
Accounting Standard (31) to use a model that is suitable for
measuring the impairment of the value of the fixed asset ac-
cording to the proposed model, while the tax auditors do not
tend to this opinion, and this was confirmed by the frequency
and relative distribution of the three study categories. The
following table:

Table 7. The extent of the difference between the three study categories About issuing an amendment to the Egyptian Accounting Standard
(31) To use a model to measure the decline of a fixed asset according to the proposed model and justifications for issuing this standard.

auditors Academics Tax Officers

Statement chi-square
No. % No. % No. %

1 -The necessity of issuing an amendment to the Egyptian

accounting standard to account for the impairment of the

value of an asset Constant according to the proposed model

Yes: 70 87.5 34 85.0 36 45.0

no: 20 12.5 6 15.0 44 55.0

2 -Justifications for issuing an amendment to the standard No. Rank No. Rank No. Rank

Proper measurement of business results 62 30 36

% 77.5 1 75.0 1 45 1 **19.881

Comparability of financial statements 60 30 38

% 75.5 2 75.0 1 47.5 1

C- The possibility of forecasting flows future cash 16 8 16

% 20.0 3 20.0 2 20.0 3

D- The possibility of predicting the return on Investment. 8 2 10

% 10.0 4 5.0 3 12.5 4

The seventh question deals with the comparison between
the proposed model and fair value methods used in measur-
ing the impairment of the value of a fixed asset and the justi-
fications for using each of them.

The results showed, as shown in Table 8, that there were
statistically significant differences between the three catego-
ries of the study regarding the two methods, as the two test
values (calculated Chi2 = 40.365, 43.41), which confirms
their significance at the 0.01 level, with 2 degrees of free-
dom. The results also showed Auditors at tax offices tend to
use the fair value method, which may depend on the recogni-
tion of the exchange value, which is approximately equiva-
lent to the net value, as 77.5% of them confirmed this, while
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both auditors and academics unanimously agreed to prefer
the proposed model method, which depends on the recogni-
tion of the financial effects. Resulting from the net present
value of the asset.

Fixed assets, future cash flows, and the efficiency of man-
agers in the company that owns the fixed asset, as confirmed
by about 84% of the total auditors and 90% of the total aca-
demics. Perhaps one of the most important justifications for
using the proposed model method for auditors and academics
is its agreement with generally accepted accounting princi-
ples and policies, while one of the most important justifica-
tions for using the fair value method for auditors in tax au-
thorities is its ease of application. The following table:
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Table 8. The extent of the difference between the study categories regarding the methods used in measuring the impairment of the value of a

fixed asset and the justifications for using each of them.

auditors
statement

No.
1 The most important methods
A- The fair value method, which depends on the recog- 13
nition of the exchange value, may be equivalent to the
net. Selling value approx.
B- The proposed model method that relies on recogni-
tion with the financial effects resulting from the net pre- 67
sent value Future flows and the efficiency of managers
in companies that own fixed assets.
2 Justifications for using methods. 65
Agreement with accounting principles and policies: Ease

15

of application

The eighth question deals with the necessity of disclosing the
justifications for not using the proposed model in measuring the

impairment of the asset value in the entity’s financial statements.

The study showed, as shown in Tables 9 and 10, that there are
no statistically significant differences between the different cat-
egories of the study, as confirmed by the value of the Kruskal-
Wallis test (calculated chi2 = 0.894), which confirms their lack
of significance as it is It did not exceed the minimum that makes

Academics Tax Officers
chi-square
% No. % No. %
16.0 4 10 62 77.5 **40.365
84.0 36 90.0 14 12.5 ** 34416
81.0 28 70.0 19 23.75
19.0 12 30.0 61 76.25

it significant at the level of 0.05 at least, with degrees of free-
dom = 2. This was confirmed by the value of the arithmetic
mean of the responses of the three study categories, which
ranged between (4.25 - 4.40) among the three study categories,
which reflects a very high degree of agreement on the necessity
of disclosing Not using the proposed model to measure the im-
pairment of fixed assets. The following tables:

Table 9. The extent of the difference between the three categories of the study regarding the disclosure of justifications for not using the pro-

posed model in measuring the impairment of the value of the asset.

Study categories auditors

Average rank 53.50

chi-square = 0.894 Significance level = 0.640 D.H =2 Non-functional

Academics Tax Officers

48.95 48.28

Table 10. Frequency and percentage distribution and some descriptive measures regarding disclosing justifications for not using the pro-
posed model for measurement, distributed according to study categories.

Degree of approval Strongly agree I agree I don’t know I don’t agree I strongly Some descriptive
Study categories Q) “4) A3) 2) disagree (1) metrics

Auditors 36 40 4 - -- 4.40

% 45.0 50.0 5.0 --- -- %13.40
Academics 14 24 2 - - 4.30

% 35.0 60.0 5.0 - - %13.3

Tax Officers 32 36 12 - - 4.25

% 40.0 45.0 15.0 - - %16.7
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Through the results of the questions of the second section,
it can be said that there is a need to issue an amendment to
the Egyptian accounting standard for accounting for the im-
pairment of the value of a fixed asset according to the pro-
posed model, which indicates the invalidity of the second
hypothesis of the research. The results of the statistical anal-
ysis also showed that the most important justification for
issuing this amendment is the proper measurement of busi-
ness results and the comparability of financial statements.
The results also showed that the proposed model method is
the best method that can be used to properly measure the
impairment of the value of a fixed asset due to its agreement
with generally accepted accounting principles and policies.
The results of this section also made it clear that there is a
need to disclose the justifications for not using the proposed
measurement model in the facility’s financial statements.

8. Recommendations

1. The researcher recommends moving forward with more
such research to devise a modified model suitable for ap-
plication to all companies in all sectors, including indus-
trial companies, which always encounter problems when
measuring the decline in the value of fixed assets. Con-
stancy The value of the decline in the value of those assets
mathematically and not by estimation based on personal

Assetvalue

Use value

assumptions that vary from Someone else.

The necessity of making an amendment to the account-
ing standard (31) Accounting for the impairment of the
value of fixed assets considering the model proposed
by the researcher, according to which the impairment
value of the fixed asset can be measured.

The tax administration must reverse its decision not to
recognize the losses arising from the impairment of the
value of the asset because they were recognized when
measuring accounting income, which resulted in distri-
butions to shareholders, and therefore not recognizing
them would result in paying income tax on a base that
is not recognized in accounting.

9. Conclusion

This study examined the relationship between the impair-
ment in the value of fixed assets from an accounting perspec-
tive, according to the Accounting Standards Board (IAS) as
well as the Egyptian issues. It was found that the value of the
fixed asset must be reduced because of the impairment in
value, but it is not recognized tax-wise when determining
taxable income. Therefore, the researcher proposed a model
to measure the value. Impairment with must be recognized
tax-wise.

Net selling price

Fair value range

v

Time period

Figure 1. Impairment Graphical.

Y

Asset

Is there an indicator of
impairment?

es ] ]
Conduct an impairment
test.
n, Don't conduct an
o . .
impairment test.

Figure 2. Assets and impairment.
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t Identify an individual asset/cash generating unit W

.

Is there a value impairment

No Yes
indicator?

4 Stop testing. Conduct an impairment test on individual
assets/smallest level cash-generating unit
T Yes
' Y
Is the fair value greater than the P es v
book value? - Can the fair value be calculated?
No | >
L e
Calculate the value in use.
L
Yes k4
Is the value in use greater than the
bnnkl value?
The difference is charged to the Calculate the difference between the
income statement as an impairment value in use and the book value.

Figure 3. Measure the Impairment Value: 1.

Identify an individual
asset/cash generating unit

¥

Is there a value

No impairment indicator? Yes
v ¥
Stop testing Conduct an impairment test
A
¥
No The recoverable value is
lower than the previously
reassessed carrying amount

Yes

¥
Calculate the difference that
represents the impairment

in value

¥

Charge the loss to the
reassessment profits/losses
within the reserve

Y

Adjusting the depreciation
expense according to the
new future use value

Figure 4. Distribution of impairment loss for revalued assets.
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