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3. Critical accounting judgments and key sources of estimation uncertainty
In the application of the Group’s accounting policies, management is required to make judgments, estimates and assumptions
about the carrying amounts of assets and liabilities that are not readily apparent from other sources. These judgments, estimates
and assumptions are reviewed on an ongoing basis.

3.1. Critical judgments in applying the entity’s accounting policies
The following are the critical judgments made by management, apart from those involving estimations (see note
3.2. ‘Key sources of estimation uncertainty’ below), that have a
significant effect on the amounts reported in the consolidated
financial statements.
»» Management assessed that a constructive obligation exists
to provide pre-retirement schemes for employees as from
the first day of service (see note 6.15. ‘Employee benefit
obligations’) and therefore these pre-retirement schemes
are treated as defined-benefit plans using the projected unit
credit method.
»» Management concluded that the criteria for capitalizing
development expenditure as intangible assets were not met.
»» Management makes judgments in defining the functional
currency of Group entities based on economic substance
of the transactions relevant to these entities. By default the
functional currency is the one of the country in which the
entity is operating. See note 7.8. ‘Subsidiaries, joint ventures
and associates’ for a comprehensive list of entities and their
functional currency.
»» As regards its Venezuelan operations, management
decided to use the economic exchange rate for translating
the VEF financial statements to the reporting currency for
consolidation as from 31 December 2012. In view of the
restrictions on dividend repatriation for overseas investors
introduced in 2009, and given the ongoing dramatic
decline in the economic exchange rate, combined with
hyperinflation, management concluded that this is the
best choice for providing a fair view of the contribution of
the Venezuelan operations to the consolidated financial
statements. Applying the economic exchange rate to the
Venezuelan operations has further reduced the significance
of their contribution to the consolidated financials ever since.
In spite of the political and monetary instability, management
was able to keep the company operational and hence
concluded that it is still in control. At year-end 2017, the
cumulative translation adjustments amount to € -57.3 million,
which - in case of loss of control - would be recycled to
income statement.

»» Management concluded that Bekaert, given its noncontrolling interest of 13.0% at year-end 2017, has no
significant influence in Shougang Concord Century Holdings
Ltd and therefore the investment is a financial asset available
for sale accounted for at fair value through equity. As any
significant or prolonged decline in fair value provides
objective evidence for impairment, management agreed to
consider any decline in fair value (a) exceeding 30% of the
cost as significant and (b) continuing for more than one year
as prolonged.
»» Management concluded that the Company has control over
Bridon-Bekaert Ropes Group (‘BBRG’) considering the
terms and the conditions of the shareholders’ agreement.
»» With respect to the bank covenants to which BBRG
is subject (see note 7.3. ‘Financial risk management
and financial derivatives’), BBRG passed all covenant
tests during 2017. Management concluded accordingly
that all financial debt is classified consistently with its
contractual maturity in the balance sheet also considering
management’s ability to take corrective measures.
Management continues to monitor the evolution of the bank
covenants going forward.
»» Management concluded that the Company has control
over Bekaert Maccaferri Underground Solutions BVBA
considering the share options agreed between the parties.
»» Given its global presence, Bekaert is exposed to tax risks
in many jurisdictions. Tax authorities in those jurisdictions
conduct regular tax audits which may reveal potential tax
issues. While the outcome of such tax audits is not certain,
management is convinced that Bekaert, based on an overall
evaluation of potential tax liabilities, has recorded adequate
tax liabilities in its consolidated financial statements.
At year-end 2017 uncertain tax positions recognized as
income taxes payable amount to € 65.4 million (2016:
€ 79.1 million).
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3.2. Key sources of estimation uncertainty
The following are the key assumptions concerning the future,
and the other key sources of estimation uncertainty at the end
of the reporting period that have a risk of causing material
adjustments to the carrying amounts of assets and liabilities
within the next financial year.

»» New capacity expansion projects in Russia show regained
confidence in the Russian market potential. Therefore
management reversed the impairment loss of 215 million
ruble (€ 3.3 million) recorded on the assets of its Russian
operations since 2014.

»» Deferred tax assets are recognized for the carry-forward
of unused tax losses, unused tax credits and temporary
differences to the extent that it is probable that taxable
profit will be available in the foreseeable future. In
making its judgment, management takes into account
elements such as long-term business strategy and tax
planning opportunities (see note 5.5. ‘Income taxes’ and
6.6. ‘Deferred tax assets and liabilities’).

»» Fair value measurements that cannot be fully based on
observable market parameters involve judgment that could
affect estimated fair value. This includes the conversion
option attached to the convertible bond issued in June
2016 and the put option granted to Maccaferri for the noncontrolling interests in Bekaert Maccaferri Underground
Solutions BVBA.

»» Credit risk related to customers: management closely
reviews the outstanding trade receivables, also considering
ageing, payment history and credit risk coverage. Specific
and general bad debt allowances recognized are based on
management’s best estimates at the balance sheet date
(see note 6.7. ‘Operating working capital’).
»» Employee benefit obligations: the defined-benefit obligations
are based on actuarial assumptions such as discount rate
and salary increases, which are extensively detailed in note
6.15. ‘Employee benefit obligations’.
»» Provisions for environmental issues: at each year-end an
estimate is made of future expenses to remediate soil
pollution, based on the advice of an external expert (see
note 6.16. ‘Provisions’).
»» Impairment: the Group performs annual impairment tests
on goodwill and on cash-generating units for which there
are indicators that the carrying amount might be higher
than the recoverable amount. This analysis is based
upon assumptions such as market evolution, market
share, margin evolution and discount rates (see note
6.2. ‘Goodwill’).

»» In June 2017 Bekaert and ArcelorMittal closed the
transaction to integrate Bekaert’s formerly wholly-owned
subsidiary in Sumaré (Brazil) into the BMB (Belgo Mineira
Bekaert Artefatos de Arame Ltda) partnership. In that
context the fair value of the stake of 44.5% retained by
Bekaert was based on the purchase consideration for the
55.5% interest disposed.
»» Tax receivables (ICMS) in Brazil: recovery of the
tax receivables of Belgo Bekaert Arames Ltda and
BMB-Belgo Mineira Bekaert Artefatos de Arame
Ltda is deemed highly probable as several action
plans have already been successfully implemented.
Other tax claims in Brazil, including claims relating
to the taxability of ICMS incentives, have not been
provided for, supported by legal advice (see note
6.4. ‘Investments in joint ventures and associates’).

