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Indian Accounting Standard (Ind AS) 36 

Impairment of Assets 
 

Why this standard? 

The objective of this Standard is to prescribe the procedures that an entity applies to ensure that 

its assets are carried at no more than their recoverable amount.An asset is carried at more than its 

recoverable amount if its carrying amountexceeds the amount to be recovered through use or sale of 

the asset. If this is thecase, the asset is described as impaired and the Standard requires the entity 

torecognize an impairment loss. The Standard also specifies when an entity shouldreverse an 

impairment loss and prescribes disclosures. 

 

What does it cover? 

This Standard shall be applied in accounting for the impairment of all assets, other than: 

(a) inventories (see Ind AS 2, Inventories); 

(b) contract assets and assets arising from costs to obtain or fulfill acontract that are recognized in 

accordance with Ind AS 115, Revenuefrom Contracts with Customers; 

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

(d) assets arising from employee benefits (see Ind AS 19, Employee Benefits); 
(e) financial assets that are within the scope of Ind AS 109, FinancialInstruments; 

(f) biological assets related to agricultural activity within the scope of Ind AS 41 Agriculture that 

are measured at fair value less costs to sell; 

(g) deferred acquisition costs, and intangible assets, arising from aninsurer‟s contractual rights 

under insurance contracts within the scopeof Ind AS 104, Insurance Contracts; and 

(h) non-current assets (or disposal groups) classified as held for sale inaccordance with Ind AS 

105, Non-current Assets Held for Sale andDiscontinued Operations. 
 

 
 

For impairment of other financial assets, refer to Ind AS 109. 

This Standard applies to assetsthat are carried at revalued amount (ie fair value at the date of the 

revaluation lessany subsequent accumulated depreciation and subsequent accumulatedimpairment 

losses) in accordance with other Ind ASs, such as the revaluationmodel in Ind AS 16, Property, Plant 
and Equipment and Ind AS 38, Intangible Assets. The only difference between an asset's fair value 

and its fair value lesscosts of disposal is the direct incremental costs attributable to the disposal of 

theasset. 

(a) If the disposal costs are negligible, the recoverable amount of the revaluedasset is necessarily 

close to, or greater than, its revalued amount. In thiscase, after the revaluation requirements 

have been applied, it is unlikely thatthe revalued asset is impaired and recoverable amount need 

not beestimated. 

(b) If the disposal costs are not negligible, the fair value less costs of disposal of the revalued asset 

is necessarily less than its fair value. Therefore, therevalued asset will be impaired if its value in 

This Standard 
applies to financial 

assets classified 
as

• subsidiaries, as defined in Ind AS 110, Consolidated 
Financial Statements

• associates, as defined in Ind AS 28, Investments in 
Associates and Joint Ventures; and

• joint ventures, as defined in Ind AS 111, Joint 
Arrangements.
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use is less than its revaluedamount. In this case, after the revaluation requirements have been 

applied,an entity applies this Standard to determine whether the asset may beimpaired. 

 

What is impairment loss? 

An impairment lossis the amount by which the carrying amount of an asset or a cash-generating unit 

exceeds its recoverable amount 

 

What is carrying amount and recoverable amount? 

Carrying 

amount 

is the amount at which an asset is recognized after deducting any accumulated 

depreciation (amortization) and accumulated impairment losses thereon 

recoverable 

amount 

of an asset or a cash-generating unit is the higher of its fair value less costs of 

disposal and its value in use 

 

What is fair value and value in use? 

Fair 

value 

is the price that would be received to sell an asset or paid to transfer a liability in an 

orderly transaction between market participants at the measurement date. (See Ind 

AS 113, Fair Value Measurement.) 

Value 

in use 

is the present value of the future cash flows expected to be derived from an asset 

or cash-generating unit 

 

What is a Cash generating unit? 

A cash-generating unit is the smallest identifiable group of assets that generates cash inflows 

that are largely independent of the cash inflows from other assets or groups of assets 

 

Other Definitions 

Corporate 

assets 

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

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

Costs of 

disposal 

are incremental costs directly attributable to the disposal of an asset or 

cash-generating unit, excluding finance costs and income tax expense 

Depreciable 

amount 

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

statements, less its residual value 

Depreciation 

(Amortization) 

is the systematic allocation of the depreciable amount of an asset over its 

useful life 

Useful life is either: 

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

entity; or 

(b) the number of production or similar units expected to be obtained from 

the asset by the entity. 

 

How to Identify an asset that may be impaired? 

An asset is impaired when its carrying amount exceeds its recoverable amount. Some indications that 

an impairment loss may have occurred. If any of those indications is present, an entity is required to 

make aformal estimate of recoverable amount. This Standard does not require an entity to make a 

formal estimate of recoverableamount if no indication of an impairment loss is present. 

 

An entity shall assess at the end of each reporting period whether there is any indication that an 
asset may be impaired. If any such indication exists, the entity shall estimate the recoverable 

amount of the asset
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The ability of an intangible asset to generate sufficient future economic benefits to recover its 

carrying amount is usually subject to greater uncertainty before theasset is available for use than 

after it is available for use. Therefore, this Standardrequires an entity to test for impairment, at 

least annually, the carrying amount ofan intangible asset that is not yet available for use. 

 

What are the points to be considered to assess indications of impairment? 

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

consider, as a minimum, the following indications: 

 

Irrespective of whether there is any indication of impairment, an entity shall 
also:

test an intangible asset with an indefinite useful life or an intangible
asset not yet available for use for impairment annually by comparing its
carrying amount with its recoverable amount. This impairment test may be
performed at any time during an annual period, provided it is performed
at the same time every year. Different intangible assets may be tested
for impairment at different times. However, if such an intangible asset
was initially recognised during the current annual period, that intangible
asset shall be tested for impairment before the end of the current annual
period

test goodwill 
acquired in a 

business 
combination for 

impairment annually

External 
sources of 
information

•there are observable indications that the asset‟s value has declined during the 
period significantly more than would be expected as a result of the passage 
of time or normal use.

•significant changes with an adverse effect on the entity have taken place 
during the period, or will take place in the near future, in the technological, 
market, economic or legal environment in which the entity operates or in the 
market to which an asset is dedicated.

•market interest rates or other market rates of return on investments have 
increased during the period, and those increases are likely to affect the 
discount rate used in calculating an asset‟s value in use and decrease the 
asset‟s recoverable amount materially.

•the carrying amount of the net assets of the entity is more than its market 
capitalization
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The list is not exhaustive. An entity may identify other indications that an asset may be impaired and 

these would also require the entityto determine the asset‘s recoverable amount or, in the case of 

goodwill, performan impairment test 

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

of: 

(a) cash flows for acquiring the asset, or subsequent cash needs for operating or maintaining it, that 

are significantly higher than those originally budgeted; 

(b) actual net cash flows or operating profit or loss flowing from the asset thatare significantly 

worse than those budgeted; 

(c) a significant decline in budgeted net cash flows or operating profit, or asignificant increase in 

budgeted loss, flowing from the asset; or 

(d) operating losses or net cash outflows for the asset, when current period amounts are aggregated 

with budgeted amounts for the future. 

This Standard requires an intangible asset with an indefinite useful life or not yet available for use 

and goodwill to be tested forimpairment, at least annually. The concept of materiality applies in 

identifying whether the recoverableamount of an asset needs to be estimated. For example, if 

previous calculationsshow that an asset‘s recoverable amount is significantly greater than its 

carryingamount, the entity need not re-estimate the asset‘s recoverable amount if noevents have 

occurred that would eliminate that difference. Similarly, previous analysis may show that an asset‘s 

recoverable amount is not sensitive to one (or more) of the indications 

For example: 

Intellectual Property rights (IPR) having Indefinite useful life has been tested for Impairment in 

the first quarter of FY 20X1-20X2.Impairment testing on such assets needs to be mandatory done 

in the same time frame i.e first quarter of FY 20X2-20X3. Suppose, there is indication of 

impairment in third quarter of FY 20X2-20X3, in such case, the company needs to do impairment 

testing in third quarter apart from mandatory annual review 

 

 

Does increase in market rate indicate that the asset is impaired? 

Internal sources of 
information

•evidence is available of obsolescence or physical damage of an 
asset.

•significant changes with an adverse effect on the entity have 
taken place during the period, or are expected to take place in 
the near future, in the extent to which, or manner in which, an 
asset is used or is expected to be used. These changes include 
the asset becoming idle, plans to discontinue or restructure the 
operation to which an asset belongs, plans to dispose of an asset 
before the previously expected date, and reassessing the useful 
life of an asset as finite rather than indefinite.

•evidence is available from internal reporting that indicates that 
the economic performance of an asset is, or will be, worse than 
expected. Dividend from a subsidiary, joint venture or associate

•for an investment in a subsidiary, joint venture or associate, the 
investor recognises a dividend from the investment and evidence is 
available that:

•the carrying amount of the investment in the separate financial 
statements exceeds the carrying amounts in the consolidated 
financial statements of the investee‟s net assets, including

•(i) associated goodwill; or

•(ii) the dividend exceeds the total comprehensive income of the 
subsidiary, joint venture or associate in the period the dividend is 
declared
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If market interest rates or other market rates ofreturn on investments have increased during the 

period, an entity is not required tomake a formal estimate of an asset‘s recoverable amount in the 

following cases: 

(a) if the discount rate used in calculating the asset‘s value in use is unlikely to be affected by the 

increase in these market rates. For example, increases inshort-term interest rates may not have 

a material effect on the discount rateused for an asset that has a long remaining useful life. 

(b) if the discount rate used in calculating the asset‘s value in use is likely to be affected by the 

increase in these market rates but previous sensitivityanalysis of recoverable amount shows that: 

(i) it is unlikely that there will be a material decrease in recoverable amount because future 

cash flows are also likely to increase (eg insome cases, an entity may be able to 

demonstrate that it adjusts itsrevenues to compensate for any increase in market rates); 

or 

(ii) the decrease in recoverable amount is unlikely to result in a materialimpairment loss. 

If there is an indication that an asset may be impaired, this may indicate that the remaining useful 

life, the depreciation (amortization) method or the residual valuefor the asset needs to be reviewed 

and adjusted in accordance with the Standardapplicable to the asset, even if no impairment loss is 

recognized for the asset. 

 

How to Measure recoverable amount? 

This Standard defines recoverable amount as the higher of an asset‘s or cash generatingunit‘s fair 

value less costs of disposal and its value in use. The requirements of measuring recoverable amount 

use the term ‗an asset‘ but apply equally to an individual asset or a cash-generating unit. 

Example 

The carrying value of a building in the books of Sun Ltd. as at Mar 31, 20X1 is `300 lakhs. 

As on that date the value in use is `250 lakhs and fair value less cost of disposal is `238 

lakhs. Calculate the Recoverable Amount. 

Solution  

Recoverable Amount: Higher of Fair Value less Costsof disposal and Value in Use  

Fair Value less costs of disposal:  `250 Lakhs 

Value in Use:    `238 Lakhs 

Therefore, Recoverable value will be`250 lakhs 

 

What if only fair value or value in use only is available? 

It is not always necessary to determine both an asset‘s fair value less costs of disposal and its value 

in use. If either of these amounts exceeds the asset‘scarrying amount, the asset is not impaired and 

it is not necessary to estimate theother amount. 

It may be possible to measure fair value less costs of disposal, even if there is not a quoted price in 

an active market for an identical asset. However, sometimes itwill not be possible to measure fair 

value less costs of disposal because there is nobasis for making a reliable estimate of the price at 

which an orderly transaction tosell the asset would take place between market participants at the 

measurementdate under current market conditions. In this case, the entity may use the asset‘svalue 

in use as its recoverable amount. 

If there is no reason to believe that an asset‘s value in use materially exceeds its fair value less costs 

of disposal, the asset‘s fair value less costs of disposal may beused as its recoverable amount. This 

will often be the case for an asset that is heldfor disposal. This is because the value in use of an 

asset held for disposal willconsist mainly of the net disposal proceeds, as the future cash flows 

fromcontinuing use of the asset until its disposal are likely to be negligible. 
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What if the asset does not individually generate cash flow? 

Recoverable amount is determined for an individual asset, unless the asset does not generate cash 

inflows that are largely independent of those from other assetsor groups of assets. If this is the 

case, recoverable amount is determined for thecash-generating unit to which the asset belongs, 

unlesseither: 

(a) the asset‘s fair value less costs of disposal is higher than its carrying amount; or 

(b) the asset‘s value in use can be estimated to be close to its fair value lesscosts of disposal and 

fair value less costs of disposal can be measured. 

In some cases, estimates, averages and computational short cuts may provide reasonable 

approximations of the detailed computations illustrated in thisStandard for determining fair value 

less costs of disposal or value in use. 

 

Measuring the recoverable amount of an intangible asset with an indefinite useful life 

An intangible asset with an indefinite useful life to be tested for impairment annually by comparing 

its carrying amount with its recoverableamount, irrespective of whether there is any indication that 

it may be impaired. 

However, the most recent detailed calculation of such an asset‘s recoverable amount made in a 

preceding period may be used in the impairment test for thatasset in the current period, provided all 

of the following criteria are met: 

(a) if the intangible asset does not generate cash inflows from continuing usethat are largely 

independent of those from other assets or groups of assetsand is therefore tested for 

impairment as part of the cash-generating unit towhich it belongs, the assets and liabilities 

making up that unit have notchanged significantly since the most recent recoverable amount 

calculation; 

(b) the most recent recoverable amount calculation resulted in an amount that exceeded the asset‘s 

carrying amount by a substantial margin; and 

(c) based on an analysis of events that have occurred and circumstances thathave changed since the 

most recent recoverable amount calculation, thelikelihood that a current recoverable amount 

determination would be lessthan the asset‘s carrying amount is remote. 

 

Fair value less costs of disposal 

Costs of disposal, other than those that have beenrecognized as liabilities, are deducted in measuring 

fair value less costs of disposal. Examples of such costsare legal costs, stamp duty and similar 

transaction taxes, costs of removing theasset, and direct incremental costs to bring an asset into 

condition for its sale.However, termination benefits (as defined in Ind AS 19) and costs associated 

withreducing or reorganizing a business following the disposal of an asset are notdirect incremental 

costs to dispose of the asset. 

Sometimes, the disposal of an asset would require the buyer to assume a liability and only a single fair 

value less costs of disposal is available for both the assetand the liability. Paragraph 78 explains how 

to deal with such cases 

 

Value in use 

The following elements shall be reflected in the calculation of an asset‘s value in use: 

(a) an estimate of the future cash flows the entity expects to derive from theasset; 

(b) expectations about possible variations in the amount or timing of thosefuture cash flows; 

(c) the time value of money, represented by the current market risk-freerate of interest; 

(d) the price for bearing the uncertainty inherent in the asset; and 

(e) other factors, such as illiquidity, that market participants would reflectin pricing the future cash 

flows the entity expects to derive from theasset. 
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Estimating the value in use of an asset involves the following steps: 

(a) estimating the future cash inflows and outflows to be derived from continuing use of the asset 

and from its ultimate disposal; and 

(b) applying the appropriate discount rate to those future cash flows. 

 

The elements identified in paragraph 30(b), (d) and (e) can be reflected either as adjustments to the 

future cash flows or as adjustments to the discount rate. 

Whichever approach an entity adopts to reflect expectations about possible variations in the amount 

or timing of future cash flows, the result shall be toreflect the expected present value of the future 

cash flows, ie the weightedaverage of all possible outcomes. Appendix A provides additional guidance 

on theuse of present value techniques in measuring an asset‘s value in use. 

 

Basis for estimates of future cash flows 

In measuring value in use an entity shall: 

(a) base cash flow projections on reasonable and supportable assumptions that represent 

management‘s best estimate of the range of economicconditions that will exist over the remaining 

useful life of the asset. 

Greater weight shall be given to external evidence. 

(b) base cash flow projections on the most recent financial budgets/forecasts approved by 

management, but shall exclude any estimated future cash inflows or outflows expected to arise 

from futurerestructurings or from improving or enhancing the asset‘s performance. Projections 

based on these budgets/forecasts shall cover amaximum period of five years, unless a longer 

period can be justified. 

(c) estimate cash flow projections beyond the period covered by the most recent budgets/forecasts 

by extrapolating the projections based on thebudgets/forecasts using a steady or declining 

growth rate forsubsequent years, unless an increasing rate can be justified. Thisgrowth rate 

shall not exceed the long-term average growth rate for the products, industries, or country or 

countries in which the entityoperates, or for the market in which the asset is used, unless a 

higherrate can be justified. 

Management assesses the reasonableness of the assumptions on which its current cash flow 

projections are based by examining the causes of differences betweenpast cash flow projections and 

actual cash flows. Management shall ensure thatthe assumptions on which its current cash flow 

projections are based areconsistent with past actual outcomes, provided the effects of subsequent 

events orcircumstances that did not exist when those actual cash flows were generatedmake this 

appropriate. 

 

For what period shall such cash flow be considered? 

Detailed, explicit and reliable financial budgets/forecasts of future cash flows for periods longer 

than five years are generally not available. For this reason,management‘s estimates of future cash 

flows are based on the most recentbudgets/forecasts for a maximum of five years. Management 

may use cash flowprojections based on financial budgets/forecasts over a period longer than 

fiveyears if it is confident that these projections are reliable and it can demonstrate itsability, 

based on past experience, to forecast cash flows accurately over that 

longer period. 

Cash flow projections until the end of an asset‘s useful life are estimated by extrapolating the cash 

flow projections based on the financial budgets/forecastsusing a growth rate for subsequent 

years. This rate is steady or declining, unlessan increase in the rate matches objective information 
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about patterns over aproduct or industry lifecycle. If appropriate, the growth rate is zero or 

negative. 

When conditions are favorable, competitors are likely to enter the market and restrict growth. 

Therefore, entities will have difficulty in exceeding the averagehistorical growth rate over the long 

term (say, twenty years) for the products,industries, or country or countries in which the entity 

operates, or for the marketin which the asset is used. 

In using information from financial budgets/forecasts, an entity considers whether the information 

reflects reasonable and supportable assumptions and representsmanagement‘s best estimate of the 

set of economic conditions that will exist overthe remaining useful life of the asset. 

 

Composition of estimates of future cash flows 

Estimates of future cash flows shall include: 

(a) projections of cash inflows from the continuing use of the asset; 

(b) projections of cash outflows that are necessarily incurred to generate the cash inflows from 

continuing use of the asset (including cashoutflows to prepare the asset for use) and can be 

directly attributed, orallocated on a reasonable and consistent basis, to the asset; and 

(c) net cash flows, if any, to be received (or paid) for the disposal of theasset at the end of its 

useful life. 

Estimates of future cash flows and the discount rate reflect consistent assumptions about price 

increases attributable to general inflation. Therefore, if the discountrate includes the effect of 

price increases attributable to general inflation, futurecash flows are estimated in nominal terms. If 

the discount rate excludes the effectof price increases attributable to general inflation, future cash 

flows are estimatedin real terms (but include future specific price increases or decreases). 

Projections of cash outflows include those for the day-to-day servicing of the asset as well as future 

overheads that can be attributed directly, or allocated on areasonable and consistent basis, to the 

use of the asset. 

When the carrying amount of an asset does not yet include all the cash outflows to be incurred 

before it is ready for use or sale, the estimate of future cash outflowsincludes an estimate of any 

further cash outflow that is expected to be incurredbefore the asset is ready for use or sale. For 

example, this is the case for abuilding under construction or for a development project that is not 

yetcompleted. 

 

To avoid double-counting, estimates of future cash flows do not include: 

(a) cash inflows from assets that generate cash inflows that are largely independent of the cash 

inflows from the asset under review (for example,financial assets such as receivables); and 

(b) cash outflows that relate to obligations that have been recognised asliabilities (for example, 

payables, pensions or provisions). 

 

Future cash flows shall be estimated for the asset in its current condition. 

Estimates of future cash flows shall not include estimated future cash inflowsor outflows that are 

expected to arise from: 

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

(b) improving or enhancing the asset‘s performance. 

Because future cash flows are estimated for the asset in its current condition, value in use does not 

reflect: 

(a) future cash outflows or related cost savings (for example reductions in staff costs) or 

benefits that are expected to arise from a future restructuring towhich an entity is not yet 

committed; or 
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(b) future cash outflows that will improve or enhance the asset‘s performance or the related 

cash inflows that are expected to arise from such outflows. 

A restructuring is a programme that is planned and controlled by management and materially changes 

either the scope of the business undertaken by an entity or themanner in which the business is 

conducted. Ind AS 37, Provisions, ContingentLiabilities and Contingent Assets, contains guidance 

clarifying when an entity iscommitted to a restructuring. 

When an entity becomes committed to a restructuring, some assets are likely to be affected by this 

restructuring. Once the entity is committed to the restructuring: 

(a) its estimates of future cash inflows and cash outflows for the purpose of determining value in 

use reflect the cost savings and other benefits from therestructuring (based on the most recent 

financial budgets/forecasts approvedby management); and 

(b) its estimates of future cash outflows for the restructuring are included in arestructuring 

provision in accordance with Ind AS 37. 

Until an entity incurs cash outflows that improve or enhance the asset‘s performance, estimates of 

future cash flows do not include the estimated futurecash inflows that are expected to arise from 

the increase in economic benefitsassociated with the cash outflow. 

Estimates of future cash flows include future cash outflows necessary to maintain the level of 

economic benefits expected to arise from the asset in its currentcondition. When a cash-generating 

unit consists of assets with different estimateduseful lives, all of which are essential to the ongoing 

operation of the unit, thereplacement of assets with shorter lives is considered to be part of the 

day-to-dayservicing of the unit when estimating the future cash flows associated with theunit. 

Similarly, when a single asset consists of components with different estimated useful lives, the 

replacement of components with shorter lives is considered to be part of the day-to-day servicing of 

the asset when estimating the future cash flows generated by the asset. 

 

Estimates of future cash flows shall not include: 

(a) cash inflows or outflows from financing activities; or 

(b) income tax receipts or payments. 

Estimated future cash flows reflect assumptions that are consistent with the way the discount rate 

is determined. Otherwise, the effect of some assumptions will becounted twice or ignored. Because 

the time value of money is considered bydiscounting the estimated future cash flows, these cash 

flows exclude cashinflows or outflows from financing activities. Similarly, because the discount rateis 

determined on a pre-tax basis, future cash flows are also estimated on a pre-taxbasis. 

 

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

useful life shall be the amount that an entity expects toobtain from the disposal of the asset in an 

arm‘s length transaction betweenknowledgeable, willing parties, after deducting the estimated costs 

ofdisposal. 

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

useful life is determined in a similar way to an asset‘s fair valueless costs of disposal, except that, in 

estimating those net cash flows: 

(a) an entity uses prices prevailing at the date of the estimate for similar assets that have reached 

the end of their useful life and have operated underconditions similar to those in which the asset will 

be used. 

(c) the entity adjusts those prices for the effect of both future price increases due to general 

inflation and specific future price increases or decreases.However, if estimates of future cash flows 

from the asset‘s continuing useand the discount rate exclude the effect of general inflation, the 

entity alsoexcludes this effect from the estimate of net cash flows on disposal. 
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Fair value differs from value in use. Fair value reflects the assumptions market participants would 

use when pricing the asset. In contrast, value in use reflectsthe effects of factors that may be 

specific to the entity and not applicable toentities in general. For example, fair value does not reflect 

any of the followingfactors to the extent that they would not be generally available to 

marketparticipants: 

(a) additional value derived from the grouping of assets (such as the creation of a portfolio of 

investment properties in different locations); 

(b) synergies between the asset being measured and other assets; 

(c) legal rights or legal restrictions that are specific only to the current owner of the asset; and 

(d) tax benefits or tax burdens that are specific to the current owner of the asset. 

Example 

Saturn India Ltd is reviewing one of its business segments for impairment. The carrying value 

of its net assets is 40 million. Management has produced two computations for the value-in-

use of the business segment. The first value of `36 million excludes the benefit to be derived 

from a future reorganization, but the second value of `44 million includes the benefits to be 

derived from the future reorganization. There is not an active market for the sale of the 

business segments. Whether the business segment needs to be Impaired?  

Solution 

The benefit of the future reorganization should not be taken into account in calculating value-in-

use. Therefore, the net assets of the business segment will be impaired by `4 million because the 

value-in-use of `36 million is lower than the carrying value of `40 million. The value-in-use can be 

used as the recoverable amount as there is no active market for the sale of the business segment 

 

Foreign currency future cash flows 

 
1. On March 31, 20X1, XYZ Ltd. makes following estimate of cash flows for one of its 

asset located in USA:  

Year      Cash flows 

20X1-20X2     US $ 80  

20X2-20X3     US $ 100  

20X3-20X4     US $ 20  

Following information has been provided: 

Particulars       India  USA 

Applicable discount rate      15%  10% 

Exchange rates are as follows: 

As on        Exchange rate 

March 31, 20X1      `45/US $ 

 

As on        Expected Exchange rate 

March 31, 20X2      Rs.48/US $ 

March 31, 20X3      Rs.51/US $ 

March 31, 20X4      Rs.55/US $ 

Calculate value in use as on March 31, 20X1.  

Answer 

Future cash flows are 
estimated in the 

currency in which they 
will be generated 

and then discounted 
using a discount rate 
appropriate for that 

curren

An entity translates 
the present value using 
the spot exchange rate 
at the date of the value 

in use calculation
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Year Cash flows (US $) Present value factor 

@ 10% 

Discounted cash 

flows (US $) 

20X1-20X2 

20X2-20X3 

20X3-20X4 

80 

100 

20 

0.9091 

0.8264 

0.7513 

72.73 

82.64 

15.03 

Total Discounted cash flows in US $ 

Exchange rate as on March 31, 20X1, i.e., date of calculating value in 

use 

Value in use as on March 31, 20X1 

170.40 

Rs.45/US $ 

 

Rs.7668 
 

 

Discount rate 

The discount rate (rates) shall be a pre-tax rate (rates) that reflect(s) current market 

assessments of: 

(a) the time value of money; and 

(b) the risks specific to the asset for which the future cash flow estimateshave not been adjusted. 

 

A rate that reflects current market assessments of the time value of money and the risks specific to 

the asset is the return that investors would require if they were tochoose an investment that would 

generate cash flows of amounts, timing and riskprofile equivalent to those that the entity expects to 

derive from the asset. Thisrate is estimated from the rate implicit in current market transactions 

for similarassets or from the weighted average cost of capital of a listed entity that has asingle 

asset (or a portfolio of assets) similar in terms of service potential and risksto the asset under 

review. However, the discount rate(s) used to measure anasset‘s value in use shall not reflect risks 

for which the future cash flow estimates have been adjusted. Otherwise, the effect of some 

assumptions will be doublecounted. 

When an asset-specific rate is not directly available from the market, an entity uses surrogates to 

estimate the discount rate. Appendix A provides additionalguidance on estimating the discount rate in 

such circumstances. 

 

1. Mars Ltd. gives the following estimates of cash flows relating to property, plant and 

equipment on 31-03-20X4. The discount rate is 15% 

Year         Cash Flow  

(INR Lakhs) 

20X4-20X5              2,000 

20X5-20X6       3,000 

20X6-20X7       3,000 

20X7-20X8       4,000 

20X8-20X9       2,000 

Residual Value at 31.03.20X9     500 

Property, plant & equipment was purchased on 1.04.20X1 for `20,000 lakhs 

Useful Life was        8 Years 

Residual Value estimated at the end of 8 years   500 lakhs 

Fair value less cost to disposal      `10,000 lakhs 

Solution 

(a) Calculation of Carrying Amount on 31.03.20X4   (INR lakhs) 

Particular         Amount 

Original Cost on 1.04.20X1      20,000 

Less Depreciation(20,000 - 500) * 3 / 8    7,313 

Carrying amount        12,687 
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(b) Calculation of Value in Use 

Year Cash Flows P.V. Amount 

20X4-20X5 

20X5-20X6 

20X6-20X7 

20X7-20X8 

20X8-20X9 (including residual value) 

2,000 

3,000 

3,000 

4,000 

2,500 

0.869 

0.756 

0.658 

0.572 

0.497 

1,738 

2,268 

1,974 

2,288 

1,242 

   9510 

 

(c) Calculation of Recoverable Amount  

Particular        Amount 

Value in Use        9,510 

Fair value less costs of disposal      10,000 

Recoverable Amount      10,000 

 

 

(d) Calculation of Impairment Loss  

Carrying Amount – Recoverable Amount 

12,687 – 10,000 = 2,687 

 

(e) Calculation of Revised Carrying Amount 

Particular         Amount 

Carrying Amount         12,687 

Less: Impairment Loss       2,687 

Revised Carrying Amount       10,000 

 

(f) Calculation of Revised Depreciation  

Revised Carrying Amount – Residual Value 

Remaining Life 

= (10,000 – 500) / 5 

= 1900 

2. A Ltd. purchased a machinery of `100 crores on April 1, 20X1. The machinery has a 

useful life of 5 years. It has nil residual value. A Ltd. adopts straight line method of 

depreciation for depreciating the machinery. Following information has been provided as 

on March 31, 20X2: 

Financial year    Estimated future cash flows (`in crores) 

20X2-20X3       15 

20X3-20X4       30 

20X4-20X5       40 

20X5-20X6       10 

 

Discount rate applicable :       10% 

Fair value less costs to sell as on March 31, 20X2:   `70 crores 

Calculate the impairment loss, if any 

Answer 

Value in use of the machinery as on March 31, 20X2can be calculated as follows: 

Financial year Estimated cash flows Present value factor 

@ 10% 

Present value 
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20X2-20X3 

20X3-20X4 

20X4-20X5 

20X5-20X6 

15 

30 

40 

10 

0.9091 

0.8264 

0.7513 

0.6830 

13.64 

24.79 

30.05 

6.83 

   75.31 

The recoverable amount of the machinery is `75.31 crores (higher of value in use of `75.31  

crores and fair value less costs to sell of `70 crores). Carrying amount of the machinery is `80 

crores (after providing for one-year depreciation @ `20 crores). Therefore, the impairment loss of 

`4.69 crores should be provided in the books. 

3. Ergo Industries Ltd. gives the following estimates of cash flows relating to fixed asset 

on 31-12-2010. The discount is 15%. 

Year    Cash Flow (Rs. In lakhs)  

2011     4000  

2012     6000  

2013     6000  

2014     8000  

2015    4000 

Residual value at the end of 2015 = Rs. 1000 lakhs  

Fixed Asset purchased on 1-1-2008 = Rs. 40,000 lakhs  

Useful life = 8 years  

Net selling price on 31-12-2010 = Rs. 20,000 lakhs 

Calculate on 31-12-2010:  

(a) Carrying amount at the end of 2010  

(b) Value in use on 31-12-2010  

(c) Recoverable amount on 31-12-2010  

(d) Impairment loss to be recognized for the year ended 31-12-2010  

(e) Revised carrying amount  

(f) Depreciation charge for 2011 

Solution  

Calculation of value in use 

Year  Cash Flow  Discount as per 
15%  

Discounted cash 
flow  

2011  4000  0.870  3480  

2012  6000  0.756  4536  

2013  6000  0.658  3948  

2014  8000  0.572  4576  

2015  4000  0.497  1988  

2015 1000 0.497 497 

Value in use = Rs. 19025 lakhs  

Calculation of carrying amount:  

Net Selling Price = Rs. 20,000 lakhs 

Depreciation for 3 years = [(40,000-1000)*3/8] = Rs. 14,625  

Carrying amount on 31-12-2010 = [40,000-14,625] = Rs. 25,375  

Recoverable amount = Rs. 20,000 lakhs  

Impairment Loss = Rs. (25,375-20,000) = Rs. 5,375 lakhs  

Revised carrying amount = Rs. (25,375-5,375) = Rs. 20,000 lakhs  

Depreciation Charge for 2011 = (20,000-1000)/5 = Rs. 3,800 

4. X Ltd. is having a plant (asset) carrying amount of which is Rs. 100 lakhs on 31.3.2004. 

Its balance useful life is 5 years and residual value at the end of 5 years is Rs. 5 lakhs. 
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Estimated future cash flow from using the plant in next 5 years are:- 

For the year ended on  Estimated cash flow (Rs. in lakhs)  

31.3.2011  50  

31.3.2012  30  

31.3.2013  30  

31.3.2014  20  

31.3.2015  20  

Calculate “value in use” for plant if the discount rate is 10% and also calculate the recoverable 

amount if net selling price of plant on 31.3.2010 is Rs. 60 lakhs. 

Solution  

Present value of future cash flow 

Year ended  Future Cash Flow  Discount @ 10% Rate  Discounted cash flow  
31.3.2011  50  0.909  45.45  

31.3.2012  30  0.826  24.78  

31.3.2013  30  0.751  22.53  

31.3.2014  20  0.683  13.66  

31.3.2015  20  0.620  12.40  

  118.82 

Present value of residual price on 31.3.2015 = 5 * 0.620  3.10  

Present value of estimated cash flow by use of an asset and residual 

value, which is called ―value in use‖.  

121.92  

If net selling price of plant on 31.3.2010 is Rs. 60 lakhs, the recoverable amount will be higher of Rs. 

121.92 lakhs (value in use) and Rs. 60 lakhs (net selling price), hence recoverable amount is Rs. 121.92 

lakhs 

 

Recognizing and measuring an impairment loss 

If, and only if, the recoverable amount of an asset is less than its carrying amount, the carrying 

amount of the asset shall be reduced to its recoverableamount. That reduction is an impairment 

loss. 

 

Example: Impairment Loss 

Jupiter Ltd, a leading manufacturer of steel is having a furnace, which is carried in the 

balance sheet on 31.03.20X1 at `250 lakhs. As at that date the value in use and Fair value 

is `200 lakhs. The cost of disposal is `13 lakhs. Calculate the Impairment Loss to be 

recognised in the books of the Company? 

Solution  

Calculation of Impairment Loss:      INR in Lakhs 

Recoverable Amount = 

Higher of , 

Fair Value less Cost of Disposal (200-13)    187  

Or 

Value in Use         200 

 

Impairment Loss = Carrying Amount – Recoverable Amount  

= 250 – 200        50 

 

An impairment loss shall be recognized immediately in profit or loss, unless the asset is carried at 

revalued amount in accordance with another Standard(for example, in accordance with the 
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revaluation model in Ind AS 16). Anyimpairment loss of a revalued asset shall be treated as a 

revaluation decreasein accordance with that other Standard. 

An impairment loss on a non-revalued asset is recognized in profit or loss. However, an impairment 

loss on a revalued asset is recognized in othercomprehensive income to the extent that the 

impairment loss does not exceed theamount in the revaluation surplus for that same asset. Such an 

impairment loss ona revalued asset reduces the revaluation surplus for that asset. 

When the amount estimated for an impairment loss is greater than the carrying amount of the asset 

to which it relates, an entity shall recognize aliability if, and only if, that is required by another 

Standard. 

After the recognition of an impairment loss, the depreciation (amortization) charge for the asset 

shall be adjusted in future periods to allocate the asset‘srevised carrying amount, less its residual 

value (if any), on a systematic basisover its remaining useful life. 

If an impairment loss is recognized, any related deferred tax assets or liabilities are determined in 

accordance with Ind AS 12 by comparing the revised carryingamount of the asset with its tax base. 

5. Venus Ltd. has an asset, which is carried in the Balance Sheet on March 31, 20X1 at 

`500 lakhs. As at that date the value in use is `400 lakhs and the fair value less costs 

to sells is `375 lakhs. From the above data: 

(a) Calculate impairment loss. 

(b) Prepare journal entries for adjustment of impairment loss. 

(c) Show, how impairment loss will be shown in the Balance Sheet. 

Solution 

According to Ind AS 36, Impairment of Assets, impairment loss is the excess of ‗Carrying amount of 

the asset‘ over ‗RecoverableAmount‘.  

In the present case, the impairment loss can be computed in the following manner:  

Step 1: Fair value less costs to sell: `375 lakhs 

Step 2: Value in use: `400 lakhs 

Step 3: Recoverable amount, i.e., higher of ‗fair value less costs to sell‘ & ‗value in use‘. 

Thus, recoverable amount is `400 lakhs 

Step 4: Carrying amount of the asset `500 lakhs 

Step 5: Impairment loss, i.e., excess of amount computed in step 4 over amount computed in Step 3. 

` 100 lakhs (being the difference between ` 500 lakhsand `400 lakhs).  

According to Ind AS 36, an impairment loss should be recognised as an expense in the statement of 

profit and loss immediately, unless the asset is carried at revalued amount in accordance with 

another Accounting Standard. Assuming, that the asset is not carried at revaluedamount, 

theimpairmentlossof `100 lakhs willbecharged to Profit& Loss Account. 

Journal entries 

Date   Particulars     Dr. Amt.  Cr. Amt. 

`in Lakhs 

31.3.20X1  Impairment Loss A/cDr.   100  

To Assets A/c       100  

(Being impairment loss on an asset recognised) 

31.3.20X1  Statement of Profit & LossA/cDr. 100  

To Impairment Loss A/c      100 

(Being impairment loss transferred to statement of profit and loss) 

 

6. From the following details of an asset  

(i) Find out impairment loss  

(ii) Treatment of impairment loss  

(iii) Current year depreciation 
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Particulars of asset: Cost of asset  Rs. 56 lakhs  

Useful life period  10 years  

Salvage value  Nil  

Current carrying value at the beginning of the year Rs. 27.30 lakhs  

Useful life remaining  3 years  

Recoverable amount at the beginning of the year Rs. 12 lakhs  

Upward revaluation done in last year  Rs. 14 lakhs  

According to para 59 of Ind AS 36 ―Impairment of Assets‖, an impairment loss on a revalued asset is 

recognized as an expense in the statement of profit and loss. However, an impairment loss on a 

revalued asset is recognizedin OCI to the extent to the extent that the impairment loss does not 

exceed the amount held in the revaluation surplus for that same asset. 

Impairment Loss and its treatment  Rs.  

Current carrying amount (including revaluation amount of Rs. 

14 lakhs)  

27,30,000  

Less: Current recoverable amount  (12,00,000)  

Impairment Loss  15,30,000  

Less :Impairment loss charged to OCI (14,00,000)  

Impairment loss charged to profit and loss account  1,30,000  

(amortization) charge for the asset should be adjusted in future periods to allocate the asset‘s 

revised carrying amount, less its residual value (if any), on a systematic basis over its remaining 

useful life.‖  

In the given case, the carrying amount of the asset will be reduced to Rs. 12,00,000 after 

impairment. This amount is required to be depreciated over remaining useful life of 3 years (including 

current year). Therefore, the depreciation for the current year will be Rs. 4,00,000. 

7. An asset does not meet the requirements of environment laws which have been recently 

enacted. The asset has to be destroyed as per the law. The asset is carried in the 

Balance Sheet at the year end at Rs. 6,00,000. The estimated cost of destroying the 

asset is Rs. 70,000. How is the asset to be accounted for? 

As per Ind AS 36 ―Impairment of Assets‖, impairment loss is the amount by which the carrying 

amount of an asset exceeds its recoverable amount, where, recoverable amount is the higher of an 

asset‘s net selling price* and its value in use·. In the given case, recoverable amount will be nil [higher 

of value in use (nil) and net selling price (Rs.70,000)]. Thus impairment loss will be calculated as Rs. 

6,00,000 [carrying amount (Rs.6,00,000) – recoverable amount (nil)]. Therefore, asset is to be fully 

impaired and impairment loss of Rs. 6,00,000 has to be recognized as an expense immediately in the 

statement of Profit and Loss as per IndAS 36. 

8. A company operates a mine in a country where legislation requires that the owner must 

restore the site on completion of its mining operations. The cost of restoration includes 

the replacement of the overburden, which must be removed before mining operations 

commence. A provision for the costs to replace the overburden was recognized as soon as 

the overburden was removed. The amount provided was recognized as part of the cost of 

the mine and is being depreciated over the mine's useful life. The carrying amount of the 

provision for restoration costs is Rs. 50,00,000, which is equal to the present value of 

the restoration costs.  

The enterprise is testing the mine for impairment. The cash-generating unit for the mine 

is the mine as a whole. The enterprise has received various offers to buy the mine at a 

price of around Rs. 80,00,000; this price encompasses the fact that the buyer will take 

over the obligation to restore the overburden. Disposal costs for the mine are negligible. 

The value in use of the mine is approximately Rs. 1,20,00,000 excluding restoration 

costs. The carrying amount of the mine is Rs. 1,00,00,000. 
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The net selling price for the cash-generating unit is Rs. 80,00,000. This amount considers restoration 

costs that have already been provided for. As a consequence, the value in use for the cash generating 

unit is determined after consideration of the restoration costs and is estimated to be Rs. 70,00,000 

(Rs. 1,20,00,000 less Rs. 50,00,000). The carrying amount of the cash-generating unit is Rs. 

50,00,000, which is the carrying amount of the mine (Rs. 1,00,00,000) less the carrying amount of 

the provision for restoration costs (Rs. 50,00,000). 

9. A Ltd. is the sole manufacturer of product X. A particular machine is exclusively used 

for production of product X. The company had near monopoly of the product. A 

competitor has recently come out with a cheaper substitute of product X. The company is 

anticipating significant fall in demand for its product and cash flow from the machine 

used in production of X is also expected to fall. As per the latest budget estimates, 

taking the entry of the competitor in consideration, the operating pre-tax cash flows 

from the machine expected over next 5 years are Rs. 9 lakh, Rs. 8 lakh, Rs. 6 lakh, Rs. 

5.5 lakh and Rs. 5 lakh respectively. The expected life of the machine is 10 years. 

Declining growth rates for future cash flows are estimated from year 6 onwards at 10%, 

20%, 30%, 40%, 60% respectively. The disposal value (net of expected cost of disposal) 

realizable at the end of year 10 is Rs. 1 lakh.  

The machine can be disposed off immediately for Rs. 25 lakh subject to payment of brokerage 

2% on disposal value. The carrying amount of the machine on the current date is Rs. 35 lakh. 

Taking the risk involved in the use of the machine for production of X in consideration, a pre-

tax rate of return of 10% seems to be appropriate.  

Determine impairment loss if any and give the journal entries in the books of A Ltd. 

As per Ind AS 36 ‗Impairment of Assets‘, if the recoverable amount of an asset is less than its 

carrying amount, the carrying amount of the asset should be reduced to its recoverable amount. That 

reduction is an impairment loss which should be recognized as an expense in the statement of profit 

and loss immediately.  

Impairment Loss  

Net Selling Price = Disposal value – Brokerage  

= Rs. 25 lakh – 2% of Rs. 25 lakh = Rs. 24.5 lakh  

Value in use = Rs. 32.98 lakh (Refer Working Note)  

Recoverable value = Rs. 32.98 lakh (Higher of value in use and net selling price)  

Carrying amount = Rs. 35 lakh 

Impairment loss = Rs. 35 lakh - Rs. 32.98 lakh = Rs. 2.02 lakh. 

Journal Entries 

Impairment Loss A/c Dr.  2.02  

To Machine A/c  2.02  

(Being impairment loss recognised)  

Profit & Loss A/c Dr.  2.02  

To Impairment Loss A/c  2.02  

(Being impairment loss transferred to Profit 

and Loss Account)  

Working Note:  

Calculation of Value in use 

Year  Growth rate  Operating cash flow  

Rs. 000  

Disposal 

value  

Rs. 000  

Cash flow  

Rs. 000  

DF 

(10%)  

Present 

Value  

Rs. 000  

1   900  900  0.909  818.10  

2   800  800  0.826  660.80  

3   600   600  0.751  450.60  
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4   550   550  0.683  375.65  

5   500   500  0.621  310.50  

6  -10%  450   450  0.564  253.80  

7  -20%  360   360  0.513  184.68  

8  -30%  252   252  0.467  117.68  

9  -40%  151.20   151.20  0.424  64.11  

10  -60%  60.48  100  160.48  0.386  61.95  

 3,297.87  
 

10. Ego Ltd., purchased a Fixed Asset four years back at a cost of Rs. 100 lakhs and 

depreciates it on SLM basis at 10% per annum. At the end of this year, it has revalued 

the asset at Rs. 50 lakhs and has written off the loss on revaluation to the Profit and 

Loss Account. However, on the date of revaluation, the Market price is Rs. 45 lakhs and 

the expected disposal costs are Rs. 2 lakhs. What will be the treatment in respect of 

Impairment Loss on the basis that fair value for revaluation purposes is determined by 

market value and Value in Use is estimated at Rs. 40 lakhs? 

Recognition of Loss on Revaluation: 

Particulars  Computation  Rs. in lakhs  

(1) Original Cost of the Asset  Given  100.00  

(2) Accumulated Depreciation for four years  100* 10% *4 years  

 

40.00  

(3) Carrying amount before Revaluation  Net Book Value (1)-(2)  60.00  

(4) Fair Value = Revalued amount  Given  50.00  

(5) Loss on Revaluation debited to Profit and Loss Account (3) – (4)  10.00  

(6) Carrying amount after revaluation  (3) – (5) [or] Fair Value 

(Market Value)  

50.00  

 

Recognition of Impairment Loss: 

(1) Net Selling Price = Market Value – Disposal Costs = Rs. 45 lakhs – Rs. 2 lakhs  43  

(2) Value in use  40  

(3) Recoverable Amount = Net Selling Price or Value in Use, whichever is higher  43  

(4) Carrying Amount after revaluation  50  

(5) Impairment Loss = Carrying amount less Recoverable Amount.  7  
 

11. Mercury ltd has an identifiable asset with a carrying amount of `1,000. Its 

recoverable amount is `650. The tax rate is 30% and the tax base of the asset is `800. 

Impairment losses are not deductible for tax purposes. The effect of the impairment 

loss is as follows: 

Solution: 

 Identifiable 

assets before 

impairment loss 

Impairment 

loss 

 

Identifiable 

assets after 

impairment loss 

Carrying amount 

Tax Base 

Taxable(deductible) temporary 

difference 

Deferred tax liability (asset) at 30% 

1,000 

800 

 

200 

60 

(350) 

 

 

(350) 

(105) 

650 

800 

 

(150) 

(45) 
 

12. Acute Ltd. is the owner of a CGU (Cash Generating Unit) block of assets whose 

current carrying cost is Rs. 999 lakhs. The company, after a detailed study by its 

technical team, has assessed the present recoverable amount of this CGU block of assets 
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at Rs. 555 lakhs. The value of the block of assets as per the Income tax Records is Rs. 

777 lakhs. The Board of Directors of the company have issued a signed statement 

confirming that the impairment in the value of the CGU is only a temporary phenomenon 

which is reversible in subsequent periods and also assuring virtual certainty of taxable 

incomes in the foreseeable future. You are required to show Deferred Tax workings as 

per Accounting Standards in force, given the tax rate of 30% plus 10% surcharge 

thereon. The depreciation rate for tax purposes is 15% and that per books is 13.91% 

Assumption: It is assumed that current carrying cost of the CGU block of asset as per Accounting 

and Tax Records are after charging depreciation of the current year. The assumption has been taken 

on the basis that impairment loss is calculated on carrying value after charging depreciation of the 

year.  

In the absence of specific instructions, deferred tax workings of current year have been shown as 

below:  

Statement showing Deferred Tax workings for the current year 

Depreciation as per Accounting books for the current year 999*.1391/(1-.1391) 

 

161.41  

Depreciation as per Income Tax Records for the current year 777*.15/(1-.15) 

 

137.12  

Timing difference  24.29  

Tax effect of the above timing difference at 33%* (deferred tax asset) (A)  8.02  

Impairment Loss recognized in the profit and loss account (999- 555)  444  

Impairment Loss allowed for tax purposes  Nil  

Timing difference  444  

Tax effect of the above timing difference at 33% (deferred tax asset) (B)  146.52  

Total deferred tax asset (A+B)  154.54  

Note:  

1. Deferred tax asset should be recognised and carried forward only to the extent that there is a 

reasonable certainty that sufficient future taxable income will be available against which such 

deferred tax asset can be realised. The Board of Directors of Acute Ltd. have issued signed 

statement confirming virtual certainty of taxable incomes in the foreseeable future. Therefore, the 

company can recognize deferred tax asset during the current year.  

2. The deferred tax asset calculated on account of difference of depreciation as per accounting and 

tax records is actually a reversal of deferred tax liability created in the previous years. 

 

 

Cash-generating units and goodwill 

Identifying the cash-generating unit to which an asset belongs 

If there is any indication that an asset may be impaired, recoverable amount shall be estimated for 

the individual asset. If it is not possible to estimate therecoverable amount of the individual asset, 

an entity shall determine therecoverable amount of the cash-generating unit to which the asset 

belongs(the asset‘s cash-generating unit). 

The recoverable amount of an individual asset cannot be determined if: 

(a) the asset‘s value in use cannot be estimated to be close to its fair value less costs of disposal 

(for example, when the future cash flows from continuinguse of the asset cannot be estimated to 

be negligible); and 

(b) the asset does not generate cash inflows that are largely independent of those from other 

assets. 

In such cases, value in use and, therefore, recoverable amount, can be determined only for the 

asset‘s cash-generating unit. 



6.20-Impairment CA. Sumit L. Sarda 

 

Example 

A mining entity owns a private railway to support its mining activities. The private railway could be 

sold only for scrap value and it does not generate cashinflows that are largely independent of the 

cash inflows from the other assets ofthe mine. 

It is not possible to estimate the recoverable amount of the private railway because its value in use 
cannot be determined and is probably different fromscrap value. Therefore, the entity estimates 
the recoverable amount of the cashgeneratingunit to which the private railway belongs, ie the mine 
as a whole. 
 

An asset‘s cash-generating unit is the smallest group of assets that includes the asset and generates 

cash inflows that are largelyindependent of the cash inflows from other assets or groups of assets. 

Identification of an asset‘s cash-generating unit involves judgement. 

If recoverable amount cannot be determined for an individual asset, an entity identifies the lowest 

aggregation of assets that generate largely independent cashinflows. 

 

Example 

A bus company provides services under contract with a municipality that requires minimum service 

on each of five separate routes. Assets devoted to each routeand the cash flows from each route 

can be identified separately. One of the routesoperates at a significant loss. 

Because the entity does not have the option to curtail any one bus route, thelowest level of 
identifiable cash inflows that are largely independent of the cashinflows from other assets or 
groups of assets is the cash inflows generated by thefive routes together. The cash-generating 
unit for each route is the bus companyas a whole 
Cash inflows are inflows of cash and cash equivalents received from parties external to the entity. In 

identifying whether cash inflows from an asset (or groupof assets) are largely independent of the 

cash inflows from other assets (or groupsof assets), an entity considers various factors including how 

managementmonitors the entity‘s operations (such as by product lines, businesses, individuallocations, 

districts or regional areas) or how management makes decisions aboutcontinuing or disposing of the 

entity‘s assets and operations. 

 

What if group of assets do not generate independent cash flow but are capable of same? 

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

group of assets shall be identified as a cash-generatingunit, even if some or all of the output is used 

internally. If the cash inflowsgenerated by any asset or cash-generating unit are affected by 

internaltransfer pricing, an entity shall use management‘s best estimate of future 

price(s) that could be achieved in arm‘s length transactions in estimating: 

(a) the future cash inflows used to determine the asset‘s or cash-generating unit‘s value in use; and 

(b) the future cash outflows used to determine the value in use of any other assets or cash 

generating units that are affected by the internal transferpricing. 

Even if part or all of the output produced by an asset or a group of assets is used by other units of 

the entity (for example, products at an intermediate stage of aproduction process), this asset or 

group of assets forms a separate cash-generatingunit if the entity could sell the output on an active 

market. This is because theasset or group of assets could generate cash inflows that would be 

largelyindependent of the cash inflows from other assets or groups of assets. In usinginformation 

based on financial budgets/forecasts that relates to such a cashgeneratingunit, or to any other asset 

or cash-generating unit affected by internal transfer pricing, an entity adjusts this information if 

internal transfer prices do notreflect management‘s best estimate of future prices that could be 

achieved inarm‘s length transactions. 
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Cash-generating units shall be identified consistently from period to period for the same asset 

or types of assets, unless a change is justified. 

If an entity determines that an asset belongs to a cash-generating unit different from that in 

previous periods, or that the types of assets aggregated for the asset‘scash-generating unit have 

changed, paragraph 130 requires disclosures about thecash-generating unit, if an impairment loss is 

recognized or reversed for the cashgeneratingunit. 

Recoverable amount and carrying amount of a cash-generating unit 

The recoverable amount of a cash-generating unit is the higher of the cash generating unit‘s fair 

value less costs of disposal and its value in use. For thepurpose of determining the recoverable 

amount of a cash-generating unit, ‗an asset‘ is read as a reference to ‗a cashgeneratingunit‘. 

The carrying amount of a cash-generating unit shall be determined on a basis consistent with the way 

the recoverable amount of the cash-generatingunit is determined. 

 

The carrying amount of a cash-generating unit: 

(a) includes the carrying amount of only those assets that can be attributed directly, or allocated on 

a reasonable and consistent basis, to the cash generating unit and will generate the future cash 

inflows used in determiningthe cash-generating unit‘s value in use; and 

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

the cash-generating unit cannot be determinedwithout consideration of this liability. 

This is because fair value less costs of disposal and value in use of a cash generatingunit are 

determined excluding cash flows that relate to assets that arenot part of the cash-generating unit 

and liabilities that have been recognized. 

When assets are grouped for recoverability assessments, it is important to include in the cash-

generating unit all assets that generate or are used to generate therelevant stream of cash inflows. 

Otherwise, the cash-generating unit may appearto be fully recoverable when in fact an impairment 

loss has occurred. In somecases, although some assets contribute to the estimated future cash flows 

of a cash-generating unit, they cannot be allocated to the cash-generating unit on areasonable and 

consistent basis. This might be the case for goodwill or corporateassets such as head office assets. 

Paragraphs 80–103 explain how to deal with these assets in testing a cash-generating unit for 

impairment. 

It may be necessary to consider some recognized liabilities to determine the recoverable amount of a 

cash-generating unit. This may occur if the disposal of acash-generating unit would require the buyer 

to assume the liability. In this case,the fair value less costs of disposal (or the estimated cash flow 

from ultimatedisposal) of the cash-generating unit is the price to sell the assets of the cash 

generatingunit and the liability together, less the costs of disposal. To perform ameaningful 

comparison between the carrying amount of the cash-generating unit and its recoverable amount, the 

carrying amount of the liability is deducted in determining both the cash-generating unit‘s value in 

use and its carrying amount. 

Example 

A company operates a mine in a country where legislation requires that the owner must restore the 

site on completion of its mining operations. The cost ofrestoration includes the replacement of the 

overburden, which must be removed before mining operations commence. A provision for the costs 

to replace theoverburden was recognized as soon as the overburden was removed. The 

amountprovided was recognized as part of the cost of the mine and is being depreciatedover the 

mine‘s useful life. The carrying amount of the provision for restoration costs is Rs. 500, which is 

equal to the present value of the restoration costs. 

The entity is testing the mine for impairment. The cash-generating unit for the mine is the mine as 

a whole. The entity has received various offers to buy themine at a price of around Rs. 800. This 

price reflects the fact that the buyer willassume the obligation to restore the overburden. 
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Disposal costs for the mine arenegligible. The value in use of the mine is approximately Rs. 1,200, 

excludingrestoration costs. The carrying amount of the mine is Rs. 1,000. 

The cash-generating unit‘s fair value less costs of disposal is Rs. 800. This amount considers 
restoration costs that have already been provided for. As aconsequence, the value in use for the 
cash-generating unit is determined afterconsideration of the restoration costs and is estimated to 
be Rs. 700 (Rs. 1,200less Rs. 500). The carrying amount of the cash-generating unit is Rs. 500, 
whichis the carrying amount of the mine (Rs. 1,000) less the carrying amount of theprovision for 
restoration costs (Rs. 500). Therefore, the recoverable amount of the cash-generating unit 
exceeds its carrying amount. 
 
For practical reasons, the recoverable amount of a cash-generating unit is sometimes determined 

after consideration of assets that are not part of the cashgeneratingunit (for example, receivables 

or other financial assets) or liabilitiesthat have been recognised (for example, payables, pensions and 

other provisions). 

In such cases, the carrying amount of the cash-generating unit is increased by the carrying amount 

of those assets and decreased by the carrying amount of thoseliabilities. 

 

Goodwill 

Allocating goodwill to cash-generating units 
For the purpose of impairment testing, goodwill acquired in a business combination shall, from the 

acquisition date, be allocated to each of theacquirer‟s cash-generating units, or groups of cash-

generating units, that isexpected to benefit from the synergies of the combination, irrespective 

ofwhether other assets or liabilities of the acquiree are assigned to those units or groups of units. 

Each unit or group of units to which the goodwill is so allocated shall: 

(a) represent the lowest level within the entity at which the goodwill ismonitored for internal 

management purposes; and 

(b) not be larger than an operating segment as defined by Ind AS 108, Operating Segments, before 

aggregation. 

Goodwill recognized in a business combination is an asset representing the future economic benefits 

arising from other assets acquired in a business combinationthat are not individually identified and 

separately recognized. Goodwill does notgenerate cash flows independently of other assets or groups 

of assets, and oftencontributes to the cash flows of multiple cash-generating units. 

Goodwillsometimes cannot be allocated on a non-arbitrary basis to individual cash generatingunits, but 

only to groups of cash-generating units. As a result, the lowest level within the entity at which the 

goodwill is monitored for internalmanagement purposes sometimes comprises a number of cash-

generating units towhich the goodwill relates, but to which it cannot be allocated. cash-generating 

unit to which goodwill isallocated should be read as references also to a group of cash-generating 

units towhich goodwill is allocated. 

Applying the requirements in paragraph 80 results in goodwill being tested for impairment at a level 

that reflects the way an entity manages its operations andwith which the goodwill would naturally be 

associated. Therefore, thedevelopment of additional reporting systems is typically not necessary. 

A cash-generating unit to which goodwill is allocated for the purpose of impairment testing may not 

coincide with the level at which goodwill is allocatedin accordance with Ind AS 21, The Effects of 
Changes in Foreign ExchangeRates, for the purpose of measuring foreign currency gains and losses. 

Forexample, if an entity is required by Ind AS 21 to allocate goodwill to relativelylow levels for the 

purpose of measuring foreign currency gains and losses, it is notrequired to test the goodwill for 

impairment at that same level unless it also monitors the goodwill at that level for internal 

management purposes. 
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If the initial allocation of goodwill acquired in a business combination cannot be completed before 

the end of the annual period in which the businesscombination is effected, that initial allocation 

shall be completed before theend of the first annual period beginning after the acquisition date. 

In accordance with Ind AS 103, Business Combinations, if the initial accounting for a business 

combination can be determined only provisionally by the end of theperiod in which the combination is 

effected, the acquirer: 

(a) accounts for the combination using those provisional values; and 

(b) recognizes any adjustments to those provisional values as a result of completing the initial 

accounting within the measurement period, which willnot exceed twelve months from the acquisition 

date. 

In such circumstances, it might also not be possible to complete the initial allocation of the goodwill 

recognized in the combination before the end of theannual period in which the combination is 

affected. When this is the case, theentity discloses the information. 

 

If goodwill has been allocated to a cash-generating unit and the entity disposes of an operation 

within that unit, the goodwill associated with theoperation disposed of shall be: 

(a) included in the carrying amount of the operation when determining thegain or loss on 

disposal; and 

(b) measured on the basis of the relative values of the operation disposed ofand the portion of 

the cash-generating unit retained, unless the entitycan demonstrate that some other 

method better reflects the goodwillassociated with the operation disposed of. 

 

Example 

An entity sells for Rs. 100 an operation that was part of a cash-generating unit towhich goodwill 

has been allocated. The goodwill allocated to the unit cannot beidentified or associated with an 

asset group at a level lower than that unit, exceptarbitrarily. The recoverable amount of the 

portion of the cash-generating unitretained is Rs. 300. 

Because the goodwill allocated to the cash-generating unit cannot be nonarbitrarilyidentified or 
associated with an asset group at a level lower than thatunit, the goodwill associated with the 
operation disposed of is measured on thebasis of the relative values of the operation disposed of 
and the portion of theunit retained. Therefore, 25 per cent of the goodwill allocated to the cash-
generatingunit is included in the carrying amount of the operation that is sold. 
 

If an entity reorganizes its reporting structure in a way that changes thecomposition of one or 

more cash-generating units to which goodwill has beenallocated, the goodwill shall be reallocated 

to the units affected. Thisreallocation shall be performed using a relative value approach similar 

tothat used when an entity disposes of an operation within a cash-generating 

unit, unless the entity can demonstrate that some other method better reflectsthe goodwill 

associated with the reorganized units. 

Example 

Goodwill had previously been allocated to cash-generating unit A. The goodwillallocated to A cannot 

be identified or associated with an asset group at a levellower than A, except arbitrarily. A is to be 

divided and integrated into three othercash-generating units, B, C and D.Because the goodwill 
allocated to A cannot be non-arbitrarily identified orassociated with an asset group at a level lower 
than A, it is reallocated to unitsB, C and D on the basis of the relative values of the three portions 
of A beforethose portions are integrated with B, C and D 
 
Testing cash-generating units with goodwill for impairment 
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When goodwill relates to a cash-generatingunit but has not been allocated to that unit, the unit 

shall be tested forimpairment, whenever there is an indication that the unit may be impaired,by 

comparing the unit‟s carrying amount, excluding any goodwill, with itsrecoverable amount. Any 

impairment loss shall be recognized 

If a cash-generating unit includes in its carrying amountan intangible asset that has an indefinite 

useful life or is not yet available for useand that asset can be tested for impairment only as part of 

the cash-generatingunit, the unitis also to be tested for impairment annually. 

 

A cash-generating unit to which goodwill has been allocated shall be testedfor impairment 

annually, and whenever there is an indication that the unitmay be impaired, by comparing the 

carrying amount of the unit, includingthe goodwill, with the recoverable amount of the unit. If 

the recoverableamount of the unit exceeds the carrying amount of the unit, the unit and 

thegoodwill allocated to that unit shall be regarded as not impaired. If thecarrying amount of 

the unit exceeds the recoverable amount of the unit, theentity shall recognize the impairment 

loss. 

 
Timing of impairment tests 
The annual impairment test for a cash-generating unit to which goodwill hasbeen allocated may be 

performed at any time during an annual period,provided the test is performed at the same time every 

year. Different cashgeneratingunits may be tested for impairment at different times. However, 

ifsome or all of the goodwill allocated to a cash-generating unit was acquiredin a business combination 

during the current annual period, that unit shallbe tested for impairment before the end of the 

current annual period. 

If the assets constituting the cash-generating unit to which goodwill has beenallocated are 

tested for impairment at the same time as the unit containingthe goodwill, they shall be tested 

for impairment before the unit containingthe goodwill. Similarly, if the cash-generating units 

constituting a group ofcash-generating units to which goodwill has been allocated are tested 

forimpairment at the same time as the group of units containing the goodwill,the individual units 

shall be tested for impairment before the group of unitscontaining the goodwill. 

At the time of impairment testing a cash-generating unit to which goodwill hasbeen allocated, there 

may be an indication of an impairment of an asset within theunit containing the goodwill. In such 

circumstances, the entity tests the asset forimpairment first, and recognizes any impairment loss 

for that asset before testingfor impairment the cash-generating unit containing the goodwill. 

Similarly, theremay be an indication of an impairment of a cash-generating unit within a group ofunits 

containing the goodwill. In such circumstances, the entity tests the cash generatingunit for 

impairment first, and recognizes any impairment loss for thatunit, before testing for impairment the 

group of units to which the goodwill isallocated. 

The most recent detailed calculation made in a preceding period of therecoverable amount of a 

cash-generating unit to which goodwill has beenallocated may be used in the impairment test of 

that unit in the currentperiod provided all of the following criteria are met: 

(a) the assets and liabilities making up the unit have not changedsignificantly since the most 

recent recoverable amount calculation; 

(b) the most recent recoverable amount calculation resulted in an amountthat exceeded the 

carrying amount of the unit by a substantial margin;and 

(c) based on an analysis of events that have occurred and circumstancesthat have changed since 

the most recent recoverable amountcalculation, the likelihood that a current recoverable 

amountdetermination would be less than the current carrying amount of theunit is remote. 

 

Corporate assets 
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Corporate assets include group or divisional assets such as the building of aheadquarters or a division 

of the entity, EDP equipment or a research Centre.The structure of an entity determines whether an 

asset meets this Standard‘sdefinition of corporate assets for a particular cash-generating unit. The 

distinctivecharacteristics of corporate assets are that they do not generate cash 

inflowsindependently of other assets or groups of assets and their carrying amount cannotbe fully 

attributed to the cash-generating unit under review. 

Because corporate assets do not generate separate cash inflows, the recoverableamount of an 

individual corporate asset cannot be determined unless managementhas decided to dispose of the 

asset. As a consequence, if there is an indication thata corporate asset may be impaired, recoverable 

amount is determined for the cash generatingunit or group of cash-generating units to which the 

corporate assetbelongs, and is compared with the carrying amount of this cash-generating unit 

orgroup of cash-generating units. Any impairment loss is recognized 

In testing a cash-generating unit for impairment, an entity shall identify allthe corporate 

assets that relate to the cash-generating unit under review. If aportion of the carrying amount 

of a corporate asset: 

(a) can be allocated on a reasonable and consistent basis to that unit, theentity shall 

compare the carrying amount of the unit, including theportion of the carrying amount of 

the corporate asset allocated to theunit, with its recoverable amount. Any impairment 

loss shall berecognized 

(b) cannot be allocated on a reasonable and consistent basis to that unit, theentity shall: 

i. compare the carrying amount of the unit, excluding the corporateasset, with its 

recoverable amount and recognize any impairment loss; 

ii. identify the smallest group of cash-generating units that includesthe cash-generating unit 

under review and to which a portionof the carrying amount of the corporate asset can be 

allocated on areasonable and consistent basis; and 

iii. compare the carrying amount of that group of cash-generatingunits, including the portion 

of the carrying amount of thecorporate asset allocated to that group of units, with 

therecoverable amount of the group of units. Any impairment loss shall be recognized. 

 

13. Earth Infra Ltd has two cash-generating units, X and Y. There is no goodwill 

within the units‟ carrying values. The carrying values of the CGUs are CGU A for `20 

million and CGU B for `30 million. The company has an office building which it is using 

as a office headquarter has not been included in the above values and can be allocated 

to the units on the basis of their carrying values. The office building has a carrying 

value of `10 million. The recoverable amounts are based on value-in-use of `18 million 

for CGU A and `38 million for CGU B. Required: Determine whether the carrying values 

of CGU A and B are impaired.  

Solution 

The office building is a corporate asset which needs to be allocated to CGU A and B on a 

reasonable and consistent basis:  

A   B  Total 

Carrying value of CGUs      20  30  50 

Allocation of office building     4  6  10  

(office building is allocated in the ratio of  

Carrying value of CGU‘s 

Carrying value of CGU after  

Allocation of corporate asset     24  36  60 

Recoverable Amount                    18  38  56 

Impairment Loss       6  -  
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The impairment loss will be allocated on the basis of 4/24 against the building (`1 million) and 

20/24 against the other assets (`5 million). 

14. XYZ Limited has a cash-generating unit „Plant A‟ as on April 1, 20X1 having a 

carrying amount of `1,000 crores. Plant A was acquired under a business combination 

and goodwill of `200 crores were allocated to it. It is depreciated on straight line 

basis. Plant A has a useful life of 10 years with no residual value. On March 31, 

20X2, Plant A has a recoverable amount of `600 crores. Calculate the impairment loss 

on Plant A. Also, prescribe its allocation as per Ind AS 36. 

Solution 

(`in crores) 

Particulars Goodwill Identifiable assets Total 

Historical cost 

Depreciation (20X1-20X2)  

Carrying amount 

200  

-  

200 

1,000  

(100) 

900  

1,200  

(100) 

1,100 

Since, the recoverable amount is `600 crores, there is an impairment loss of `500 crores. The 

impairment loss of `500 crores should be allocated to goodwill first, and then to the other 

identifiable assets, i.e.,`200 crores to goodwill and `300 crores to identifiable assets of Plant A. 

Particulars Goodwill Identifiable assets Total 

Impairment loss 

Carrying amount after  

Impairment loss 

(200) 

 

- 

(300) 

 

600  

(500) 

 

600 
 

15. Sun ltd is an entity with various subsidiaries. The entity closes its books of 

account at every year ended on 31st March. On 1st July 20X1 Sun ltd acquired an 80% 

interest in Pluto ltd. Details of the acquisition were as follows:  

– Sun ltd acquired 800,000 shares in Pluto ltd by issuing two equity shares for every five 

acquired. The fair value of Sun Ltd‟s share on 1st July 20X1 was `4 per share and the fair 

value of a Pluto‟s share was `1·40 per share. The costs of issue were 5% per share. 

– Sun ltd incurred further legal and professional costs of `100,000 that directly related to 

the acquisition. 

– The fair values of the identifiable net assets of Pluto Ltd at 1st July 20X1 were measured 

at `1·3 million. Sun ltd initially measured the non-controlling interest in Pluto ltd at fair 

value. They used the market value of a Pluto ltd share for this purpose. No impairment of 

goodwill arising on the acquisition of Pluto ltd was required at 31st March 20X2 or 20X3. 

Pluto ltd comprises three cash generating units A, B and C. When Pluto ltd was acquired the 

directors of Sun ltd estimated that the goodwill arising on acquisition could reasonably be 

allocated to units A:B:C on a 2:2:1 basis. The carrying values of the assets in these cash  

generating units and their recoverable amounts are as follows:  

Rs. In „000 

Unit Carrying value (before goodwill allocation) Recoverable amount 

A 

B 

C 

600 

550 

450 

740 

650 

400 

Required: 

(i) Compute the carrying value of the goodwill arising on acquisition of Pluto Ltd in the 

consolidated Balance Sheet of Sun ltd at 31st March 20X4 following the impairment 

review. 

(ii) Compute the total impairment loss arising as a result of the impairment review, 

identifying how much of this loss would be allocated to the non-controlling interests 

in Pluto ltd. 
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Solution 

1. Computation of goodwill on acquisition  

Particular         Amount (` „000)  

Cost of investment (8,00,000 x 2/5 x `4)     1,280  

Fair value of non-controlling interest (2,00,000 x `1·4)  280  

Fair value of identifiable net assets at date of acquisition  (1,300) 

So goodwill equals        260  

Acquisition costs are not included as part of the fair value of the consideration given under  

Ind AS 103, Business Combination.  

2. Calculation of impairment loss 

Unit Carrying value Recoverable 

Amount 

Impairment  

Loss Before  

Allocation 

Allocation of 

Goodwill (2:2:1) 

After  

Allocation 

A 

B 

C 

600 

550 

400* 

104 

104 

52 

704 

654 

452 

740 

650 

400 

Nil 

4 

52 

* After writing down assets in the individual CGU to recoverableamount  

 

3. Calculation of closing goodwill 

Goodwill arising on acquisition (W1)              260 

Impairment loss (W2)       (56) 

So closing goodwill equals       204 

 

4. Calculation of overall impairment loss 

on goodwill (W3)        56 

on assets in unit C (450 – 400)               50 

So total loss equals        106 

` 21·2 (20%) of the above is allocated to the NCI with the balance allocated to the shareholders of 

Sun ltd. 

 

Impairment loss for a cash-generating unit 

An impairment loss shall be recognized for a cash-generating unit (thesmallest group of cash-

generating units to which goodwill or a corporateasset has been allocated) if, and only if, the 

recoverable amount of the unit(group of units) is less than the carrying amount of the unit (group of 

units). 

The impairment loss shall be allocated to reduce the carrying amount of theassets of the unit (group 

of units) in the following order: 

 
These reductions in carrying amounts shall be treated as impairment losseson individual assets. 

In allocating an impairment loss in accordance with paragraph 104, an entityshall not reduce the 

carrying amount of an asset below the highest of: 

(a) its fair value less costs of disposal (if measurable); 

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

first, to reduce the carrying amount of any goodwill allocated to the cash-generating unit (group of 
units); and

then, to the other assets of the unit (group of units) pro rata on the basis of the carrying amount of 
each asset in the unit (group of units).
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(c) zero. 

The amount of the impairment loss that would otherwise have been allocatedto the asset shall be 

allocated pro rata to the other assets of the unit (group ofunits). 

If it is not practicable to estimate the recoverable amount of each individual assetof a cash-

generating unit, this Standard requires an arbitrary allocation of animpairment loss between the 

assets of that unit, other than goodwill, because allassets of a cash-generating unit work together. 

If the recoverable amount of an individual asset cannot be determined: 

(a) an impairment loss is recognized for the asset if its carrying amount isgreater than the higher of 

its fair value less costs of disposal and the resultsof the allocation procedures and 

(b) no impairment loss is recognized for the asset if the related cash-generatingunit is not impaired. 

This applies even if the asset‘s fair value less costs ofdisposal is less than its carrying amount. 

 

Example 

A machine has suffered physical damage but is still working, although not as well as before it 

was damaged. The machine‟s fair value less costs of disposal is less than its carrying amount. 

The machine does not generate independent cash inflows. The smallest identifiable group of 

assets that includes the machine and generates cash inflows that are largely independent of 

the cash inflows from other assets is the production line to which the machine belongs. The 

recoverable amount of the production line shows that the production line taken as a whole is 

not impaired. 

Assumption 1: budgets/forecasts approved by management reflect no commitment of 

management to replace the machine. 

The recoverable amount of the machine alone cannot be estimated because themachine‘s value in 
use: 
(a) may differ from its fair value less costs of disposal; and 
(b) can be determined only for the cash-generating unit to which the machine belongs (the 

production line). 
The production line is not impaired. Therefore, no impairment loss is recognisedfor the machine. 
Nevertheless, the entity may need to reassess the depreciationperiod or the depreciation method 
for the machine. Perhaps a shorterdepreciation period or a faster depreciation method is required 
to reflect theexpected remaining useful life of the machine or the pattern in which 
economicbenefits are expected to be consumed by the entity. 
 

Assumption 2: budgets/forecasts approved by management reflect a commitment of 

management to replace the machine and sell it in the near future. Cash flows from continuing 

use of the machine until its disposal are estimated to be negligible. 

The machine‘s value in use can be estimated to be close to its fair value less costsof disposal. 
Therefore, the recoverable amount of the machine can be determinedand no consideration is given 
to the cash-generating unit to which the machinebelongs (ie the production line). Because the 
machine‘s fair value less costs ofdisposal is less than its carrying amount, an impairment loss is 
recognized for themachine 

Example 

Apex Ltd. is engaged in manufacturing of steel utensils. It owns a building for its 

headquarters. The building used to be fully occupied for internal use. However, recently the 

company has undertaken a massive downsizing exercise as a result of which 1/3rd of the 

building became vacant. This vacant portion has now been given of on lease for 6 years. 

Determine the CGU of the building.  

Answer 

CGU of the building is Apex Ltd. as a whole as the primary purpose of the building is to serve as a 
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corporate asset. 

Example 

A significant raw material used for plant Y's final production is an intermediate product 

bought from plant X of the same enterprise. X's products are sold to Y at a transfer price 

that passes all margins to X. 80% of Y's final production is sold to customers outside of the 

reporting enterprise. 60% of X's final production is sold to Y and the remaining 40% is sold 

to customers outside of the reporting enterprise. 

For each of the following cases, what are the cash-generating units for X and Y? 

Case 1: X could sell the products it sells to Y in an active market. Internal transfer prices 

are higher than market prices. 

Case 2: There is no active market for the products X sells to Y. 

Solution 

Case 1 

X could sell its products on an active market and, so, generate cash inflows from continuing use 

that would be largely independent of the cash inflows from Y. Therefore, it is likely that X is a 

separate cash-generating unit, although part of its production is used by Y (see paragraph 68 of 

this Statement). 

It is likely that Y is also a separate cash-generating unit. Y sells 80% of its products to customers 

outside of the reporting enterprise. Therefore, its cash inflows from continuing use can be 

considered to be largely independent. 

Internal transfer prices do not reflect market prices for X's output. Therefore, in determining 

value in use of both X and Y, the enterprise adjusts financial budgets/forecasts to reflect 

management's best estimate of future market prices for those of X's products that are used 

internally 

Case 2 

It is likely that the recoverable amount of each plant cannot be assessed independently from the 

recoverable amount of the other plant because:  

a. the majority of X's production is used internally and could not be sold in an active market. 

So, cash inflows of X depend on demand for Y's products. Therefore, X cannot be 

considered to generate cash inflows that are largely independent from those of Y; and 

b. the two plants are managed together.  

As a consequence, it is likely that X and Y together is the smallest group of assets that generates 

cash inflows from continuing use that are largely independent 

Example 

Enterprise M produces a single product and owns plants A, B and C. Each plant is located in a 

different continent. A produces a component that is assembled in either B or C. The 

combined capacity of B and C is not fully utilised. M's products are sold world-wide from 

either B or C. For example, B's production can be sold in C's continent if the products can be 

delivered faster from B than from C. Utilisation levels of B and C depend on the allocation of 

sales between the two sites. 

For each of the following cases, what are the cash-generating units for A, B and C? 

Case 1: There is an active market for A's products. 

Case 2: There is no active market for A's products. 

Solution 

Case 1 

It is likely that A is a separate cash-generating unit because there is an active market for its 

products (see Example B-Plant for an Intermediate Step in a Production Process, Case 1). 

Although there is an active market for the products assembled by B and C, cash inflows for B and C 

depend on the allocation of production across the two sites. It is unlikely that the future cash 
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inflows for B and C can be determined individually. Therefore, it is likely that B and C together is 

the smallest identifiable group of assets that generates cash inflows from continuing use that are 

largely independent. 

In determining the value in use of A and B plus C, M adjusts financial budgets/forecasts to reflect 

its best estimate of future market prices for A's products (see paragraph 68 of this Statement). 

Case 2 

It is likely that the recoverable amount of each plant cannot be assessed independently because:  

a. there is no active market for A's products. Therefore, A's cash inflows depend on sales of 

the final product by B and C; and 

b. although there is an active market for the products assembled by B and C, cash inflows for 

B and C depend on the allocation of production across the two sites. It is unlikely that the 

future cash inflows for B and C can be determined individually.  

As a consequence, it is likely that A, B and C together (i.e., M as a whole) is the smallest 

identifiable group of assets that generates cash inflows from continuing use that are largely 

independent. 

Example 

A publisher owns 150 magazine titles of which 70 were purchased and 80 were self-created. 

The price paid for a purchased magazine title is recognised as an intangible asset. The costs 

of creating magazine titles and maintaining the existing titles are recognised as an expense 

when incurred. Cash inflows from direct sales and advertising are identifiable for each 

magazine title. Titles are managed by customer segments. The level of advertising income for 

a magazine title depends on the range of titles in the customer segment to which the 

magazine title relates. Management has a policy to abandon old titles before the end of their 

economic lives and replace them immediately with new titles for the same customer segment. 

What is the cash-generating unit for an individual magazine title? 

Solution 

It is likely that the recoverable amount of an individual magazine title can be assessed. Even 

though the level of advertising income for a title is influenced, to a certain extent, by the other 

titles in the customer segment, cash inflows from direct sales and advertising are identifiable for 

each title. In addition, although titles are managed by customer segments, decisions to abandon 

titles are made on an individual title basis. 

Therefore, it is likely that individual magazine titles generate cash inflows that are largely 

independent one from another and that each magazine title is a separate cash-generating unit. 

Example 

M is a manufacturing company. It owns a headquarter building that used to be fully occupied 

for internal use. After down-sizing, half of the building is now used internally and half rented 

to third parties. The lease agreement with the tenant is for five years. 

What is the cash-generating unit of the building? 

Solution 

The primary purpose of the building is to serve as a corporate asset, supporting M's manufacturing 

activities. Therefore, the building as a whole cannot be considered to generate cash inflows that 

are largely independent of the cash inflows from the enterprise as a whole. So, it is likely that the 

cash-generating unit for the building is M as a whole. 

The building is not held as an investment. Therefore, it would not be appropriate to determine the 

value in use of the building based on projections of future market related rents. 

 

16. At the end of 20X0, enterprise M acquired 100% of enterprise Z for Rs. 3,000 

lakhs. Z has 3 cash-generating units A, B and C with net fair values of Rs. 1,200 

lakhs, Rs. 800 lakhs and Rs. 400 lakhs respectively. M recognises goodwill of Rs. 600 
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lakhs (Rs. 3,000 lakhs less Rs. 2,400 lakhs) that relates to Z. 

At the end of 20X4, A makes significant losses. Its recoverable amount is estimated to be 

Rs. 1,350 lakhs. Carrying amounts are detailed below. 

Carrying amounts at the end of 20X4 (Amount in Rs. lakhs) 

End of 20X4 A  B  C  Goodwill  Total 

Net carrying amount 1,300 1,200 800 120 3,420 
 

Determine Impairment loss if 
a. Goodwill is allocable in the ratio of Fair value of 20x0 

b. Goodwill is allocable in the ratio of Carrying amount of 20x4 

Answer 

1. Goodwill is allocable in ratio of fair value 

Goodwill = 120 

Ratio = 1200 : 800 : 400 

Thus goodwill related to A = 120 * 1200 / 2400  = 60 

Thus Total C.A. of A = 1300 + 60= = 1360 

R.A. of A as given in the question = 1350 

Thus Impairment Loss = 10 

Allocated to Goodwill = 10 

2. Goodwill is allocable in ratio of carrying amount 

Goodwill = 120 

Ratio = 1300: 1200: 800 

Thus goodwill related to A  = 120 * 1300 / 3300 = 47 

Thus Total C.A. of A = 1300 + 47 = 1347 

R.A. of A as given in the question = 1350 

Thus, Impairment Loss = Nil 

C = 100 * 800 / 3300 = 24.2 
17. ABC Ltd. has three cash-generating units: A, B and C, the carrying amounts of 

which as on March 31, 20X1 are as follows: 

Cash-generating units Carrying amount (` in crores) Remaining useful life 

A 

B 

C 

500 

750 

1100 

10 

20 

20 

ABC Ltd. also has two corporate assets having a remaining useful life of 20 years. 

(` in crores) 

Corporate asset Carrying amount Remarks 

X  

 

 

Y 

600  

 

 

200 

The carrying amount of X can be allocated on a 

reasonable basis (i.e., pro rata basis) to the 

individual cash-generating units. 

The carrying amount of Y cannot be allocated on a 

reasonable basis to the individual cash- generating 

units.  

Recoverable amount as on March 31, 20X1 is as follows: 

Cash-generating units Recoverable amount (` in crores) 

A  

B  

C  

600  

900  

1,400  
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ABC Ltd. 3,200 

Calculate the impairment loss, if any. Ignore decimals.  

Answer 

Allocation of corporate assets 

The carrying amount of X is allocated to the carrying amount of each individual cash- generating 

unit. A weighted allocation basis is used because the estimated remaining useful life of A‘s cash-

generating unit is 10 years, whereas the estimated remaining useful lives of B and C‘s cash-

generating units are 20 years. 

(` in crores) 

Particulars A B C Total 

Carrying amount 

Useful life  

Weight based on useful life 

Carrying amount (after assigning weight) 

Pro-rata allocation of X 

 

Allocation of carrying amount of X  

Carrying amount (after allocation of X)  

500 

10yrs 

1 

 

500 

12% 
(500/4200) 

72 

572 

750 

20yrs 

2 

 

1500 

36% 
(1500/4200) 

216 

966 

1100 

20yrs 

2 

 

2200 

52% 
(2200/4200) 
312 

1412 

2350 

 

 

 

4200 

 

 

600 

2950 

 

Calculation of impairment loss 

Step I: Impairment losses for individual cash-generating units and its allocation 

(a) Impairment loss of each cash-generating units 

(` in crores) 

Particulars A B C 

Carrying amount (after allocation of X) 

Recoverable amount 

Impairment loss 

572  

600  

-  

966  

900  

66 

1,412  

1400 

12 

 

 (b) Allocation of the impairment loss 

(` in crores) 

Allocation to B C 

X  

 

Other assets in cash- generating units 

 

Impairment loss 

15 

(66 * 216/966) 

51 

(66 * 750/966) 

66 

3 

(12 * 312 / 1412) 

9 

(12 * 1100 / 1412) 

12 

Step II: Impairment losses for the larger cash-generating unit, i.e., ABC Ltd. as a whole 

(`in crores) 

Particulars A B C X Y ABC Ltd. 

Carrying amount 

Impairment loss (Step I) 

Carrying amount (after Step I) 

Recoverable amount 

500 

 

500 

750 

(51) 

699 

1100 

(9) 

1091 

600 

(18) 

582 

200 

- 

200 

3150 

(78) 

3072 

3200 

Impairment loss for the ‗larger‘ cash-generating unit Nil 
 

 

Reversing an impairment loss 

An entity shall assess at the end of each reporting period whether there is any indication that an 

impairment loss recognized in prior periods for an assetother than goodwill may no longer exist or 
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may have decreased. If any suchindication exists, the entity shall estimate the recoverable amount 

of thatasset. 

In assessing whether there is any indication that an impairment loss recognized in prior periods for 

an asset other than goodwill may no longerexist or may have decreased, an entity shall consider, as a 

minimum, thefollowing indications: 

 

External sources of information 

(a) there are observable indications that the asset‘s value has increased significantly during the 

period. 

(b) significant changes with a favourable effect on the entity have takenplace during the period, or 

will take place in the near future, in thetechnological, market, economic or legal environment in 

which theentity operates or in the market to which the asset is dedicated. 

(c) market interest rates or other market rates of return on investments have decreased during the 

period, and those decreases are likely toaffect the discount rate used in calculating the asset‘s 

value in use andincrease the asset‘s recoverable amount materially. Internal sources of 

information 

(d) significant changes with a favourableeffect on the entity have taken place during the period, or 

are expected to take place in the near future,in the extent to which, or manner in which, the 

asset is used or isexpected to be used. These changes include costs incurred during theperiod to 

improve or enhance the asset‘s performance or restructure the operation to which the asset 

belongs. 

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

asset is, or will be, better than expected. 

 

If there is an indication that an impairment loss recognized for an asset other than goodwill may no 

longer exist or may have decreased, this may indicate that theremaining useful life, the depreciation 

(amortization) method or the residual valuemay need to be reviewed and adjusted in accordance with 

the Indian AccountingStandard applicable to the asset, even if no impairment loss is reversed for 

theasset. 

An impairment loss recognized in prior periods for an asset other than goodwill shall be reversed if, 

and only if, there has been a change in theestimates used to determine the asset‘s recoverable 

amount since the lastimpairment loss was recognised. If this is the case, the carrying amount of the 

asset shall be increased to itsrecoverable amount. That increase is a reversal of an impairment loss. 

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

either from use or from sale, since the date when an entitylast recognised an impairment loss for 

that asset. Paragraph 130 requires an entityto identify the change in estimates that causes the 

increase in estimated servicepotential. Examples of changes in estimates include: 

(a) a change in the basis for recoverable amount (ie whether recoverable amount is based on fair 

value less costs of disposal or value in use); 

(b) if recoverable amount was based on value in use, a change in the amount ortiming of estimated 

future cash flows or in the discount rate; or 

(c) if recoverable amount was based on fair value less costs of disposal, achange in estimate of the 

components of fair value less costs of disposal. 

An asset‘s value in use may become greater than the asset‘s carrying amount simply because the 

present value of future cash inflows increases as they becomecloser. However, the service potential 

of the asset has not increased. Therefore, animpairment loss is not reversed just because of the 

passage of time (sometimescalled the ‗unwinding‘ of the discount), even if the recoverable amount of 

theasset becomes higher than its carrying amount. 
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Reversing an impairment loss for an individual asset 

The increased carrying amount of an asset other than goodwill attributable to a reversal of an 

impairment loss shall not exceed the carrying amount thatwould have been determined (net of 

amortization or depreciation) had noimpairment loss been recognized for the asset in prior years. 

Any increase in the carrying amount of an asset other than goodwill above the carrying amount that 

would have been determined (net of amortization ordepreciation) had no impairment loss been 

recognized for the asset in prior yearsis a revaluation. In accounting for such a revaluation, an entity 

applies the IndianAccounting Standard applicable to the asset. 

A reversal of an impairment loss for an asset other than goodwill shall be recognised immediately in 

profit or loss, unless the asset is carried atrevalued amount in accordance with another Indian 

Accounting Standard(for example, the revaluation model in Ind AS 16). Any reversal of animpairment 

loss of a revalued asset shall be treated as a revaluation increase in accordance with that other 

Indian Accounting Standard. 

A reversal of an impairment loss on a revalued asset is recognized in other comprehensive income and 

increases the revaluation surplus for that asset. 

However, to the extent that an impairment loss on the same revalued asset was previously recognized 

in profit or loss, a reversal of that impairment loss is alsorecognized in profit or loss. 

After a reversal of an impairment loss is recognized, the depreciation (amortization) charge for 

the asset shall be adjusted in future periods toallocate the asset‟s revised carrying amount, 

less its residual value (if any), ona systematic basis over its remaining useful life. 

 

Reversing an impairment loss for a cash-generating unit 

A reversal of an impairment loss for a cash-generating unit shall be allocated to the assets of the 

unit, except for goodwill, pro rata with the carryingamounts of those assets. These increases in 

carrying amounts shall be treatedas reversals of impairment losses for individual assets and 

recognized. 

In allocating a reversal of an impairment loss for a cash-generating unit, the carrying amount of an 

asset shall not beincreased above the lower of: 

(a) its recoverable amount (if determinable); and 

(b) the carrying amount that would have been determined (net of amortization or depreciation) had 

no impairment loss been recognizedfor the asset in prior periods. 

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

asset shall be allocated pro rata to the other assets of theunit, except for goodwill. 

 

Reversing an impairment loss for goodwill 

An impairment loss recognized for goodwill shall not be reversed in a subsequent period. 

Ind AS 38, Intangible Assets, prohibits the recognition of internally generated goodwill. Any increase 

in the recoverable amount of goodwill in the periodsfollowing the recognition of an impairment loss 

for that goodwill is likely to be anincrease in internally generated goodwill, rather than a reversal of 

the impairmentloss recognized for the acquired goodwill. 

 

18. Assuming in Q2., as on March 31, 20X3, there is no change in the estimated 

future cash flows and discount rate. Fair value less costs to sell as on March 31, 20X3 

is `40 crores. How should it be dealt with under Ind AS 36? 

Financial year Estimated cash flows 

(` in crores) 

Present value factor 

@ 10% 

Present value 

20X3-20X4 

20X4-20X5 

20X5-20X6 

30 

40 

10 

0.9091 

0.8264 

0.7513 

27.27 

33.06 

7.51 
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   67.84 

Answer 

The recoverable amount of the machinery is `67.84 crores (higher of value in use of `67.84  

crores and fair value less costs to sell of `40 crores). Carrying amount of the machinery is `56.48 

crores (after providing for two years depreciation (100-`20-4.69) – 18.83 crores). 

However, as per paragraph 116 of Ind AS36, animpairment loss is not reversed just because of the 

passage of time (sometimes called the ‗unwinding‘ of the discount), even if the recoverable amount 

of the asset becomes higher than its carrying amount. Therefore, the impairment loss of `4.69 

crores should not be reversed 

Reversal of Impairment Loss 

19. On 1st April 20X1, Venus ltd acquired 100% of Saturn ltd for `4,00,000. The 

fair value of the net identifiable assets of Saturn ltd was `3,20,000 and goodwill was 

`80,000. Saturn ltd is in coal mining business. On 31st March 20X3 the government has 

cancelled licenses given to it in few states.  

As a result, Saturn‟s ltd revenue is estimated to get reduce by 30%. The adverse change in 

market place and regulatory conditions is an indicator of impairment. As a result, Venus ltd 

has to estimate the recoverable amount of goodwill and net assets of Saturn ltd on 31st 

March 20X3.  

Venus ltd uses straight line depreciation. The useful life of Saturn‟s ltd assets is estimated 

to be 20 years with no residual value. No independent cash inflows can be identified to any 

individual assets. So the entire operation of Saturn ltd is to be treated as a CGU. Due to the 

regulatory entangle it is not possible to determine the selling price of Saturn ltd as a CGU. 

Its value in use is estimated by the management at `2,12,000.  

Suppose by 31st March 20X5 the government reinstates the licenses of Saturn ltd. The 

management expects a favorable change in net cash flows. This is an indicator that an 

impairment loss may have reversed. The recoverable amount of Saturn‟s ltd net asset is re-

estimated. The value in use is expected to be `3,04,000 and net selling price is expected to  

be `2,90,000.  

Solution 

Since the fair value less costs of disposal is not determinable the recoverable amount of the CGU 

is its value in use. The carrying amount of the assets of the CGU on 31stMarch 20X3 is as follows 

Calculation of Impairment loss 

 Goodwill Other assets Total 

Historical Cost 

Accumulated Depreciation 

Carrying Amount 

Impairment Loss 

80,000 

 

80,000 

(80,000) 

320,000 

(32,000) 

288,000 

(76,000) 

400,000 

(32,000) 

368,000 

(156,000) 

 

Revised Carrying Amount 

Impairment Loss = Carrying Amount – Recoverable Amount (`3,68,000 -`2,12,000) =  

` 1,56,000 is charged in statement of profit and loss for the period ending 31stMarch 20X3 as 

impairment loss. 

Impairment loss is allocated first to goodwill `80,000 and remaining loss of `76,000  

(`1,56,000 –`80,000) is allocated to the other assets. 

 

Reversal of Impairment loss 

Reversal of impairment loss is recognised subject to:- 

 The impairment loss on goodwill cannot be reversed. 

The increased carrying amount of an asset after reversal of an impairment loss not to exceed the 
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carrying amount that would have been determined had no impairment loss been recognised in prior 

years. 

 

Calculation of carrying amount ofidentifiable assets had no impairment loss is recognised 

INR 

Historical Cost          3,20,000 

Accumulated Depreciation for 4 years (3,20,000/20)x 4              (64,000) 

Carrying amount had no impairment loss is recognised on 31stMarch  

20X5            2,56,000 

 

Carrying amount of other assets after recognition of impairment loss 

INR 

Carrying amount on 31stMarch 20X3       2,12,000 

Accumulated Depreciation for 2 years (2,12,000/18)x 2  

[ rounded off to nearest thousand for ease of calculation]   (24,000) 

Carrying amount on 31st March 20X5       1,88,000 

 

The impairment loss recognised previously can be reversed only to the extent of lower of  

re -estimated recoverable amount is `2,56,000 (higher of fair value less costs of disposal  

`2,90,000 and value in use `3,04,000) 

Impairment loss reversal will be `68,000 i.e. (`2,56,000 – `1,88,000). This amount is recognised 

as income in the statement of profit and loss for the year ended 31stMarch 20X5. 

The carrying amount of other assets at 31stMarch 20X5 after reversal of impairment loss will be 

`2,56,000. 

 From 1stApril 20X5 the depreciation charge will be `16,000 i.e. (` 2,56,000/16) 

20. A Ltd. purchased an asset of `100 lakhs on April 1, 20X0. It has useful life of 

4 years with no residual value. Recoverable amount of the asset is as follows:  

As on       Recoverable amount 

March 31, 20X1     `60 lakhs 

March 31, 20X2     `40 lakhs 

March 31, 20X3     `28 lakhs 

Calculate the amount of impairment loss or its reversal, if any, on March 31, 20X1, March 

31, 20X2 and March 31, 20X3.  

Answer 

As on March 31, 20X1  

Carrying amount of the asset (opening balance)   `100 lakhs 

Depreciation (`100 lakhs/4 years)      25 lakhs 

Carrying amount of the asset (closing balance)   `75 lakhs 

Recoverable amount (given)      `60 lakhs 

Therefore, an impairment loss of `15 lakhs should be recognised as on March 31, 20X1.  

Depreciation for subsequent years should be charged on the carrying amount of the asset (after 

providing for impairment loss), i.e., `60 lakhs.  

 

As on March 31, 20X2  

Carrying amount of the asset (opening balance)   `60 lakhs 

Depreciation (`60 lakhs/3 years)     `20 lakhs 

Carrying amount of the asset (closing balance)   `40 lakhs 

Therefore, no impairment loss should be recognised as on March 31, 20X2.  
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As on March 31, 20X3 

Carrying amount of the asset (opening balance)   `40 lakhs 

Depreciation (`40 lakhs/2 years)     `20 lakhs 

Carrying amount of the asset (closing balance)   `20 lakhs 

Recoverable amount (given)      `28 lakhs 

Since, the recoverable amount of the asset exceeds the carrying amount of the asset by `8 lakhs, 

impairment loss recognised earlier should be reversed. However, reversal of an impairment loss 

should not exceed the carrying amount that would have been determined (net of amortisation or 

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

Carrying amount as on March 31, 20X3 had no impairment loss being recognised would have been 

`25 lakhs. Therefore, the reversal of an impairment loss of `5 lakhs should be done as on March 

31, 20X3.  

21. On 1.4.2008, C Ltd. purchased an asset for Rs.10 lakhs with an estimated life 

of 10yrs. Machine is depreciated on SLM. On 1.4.2011, the asset was revalued to Rs. 

840,000 and surplus arising out of Revaluation being credited to Revaluation reserve. 

During the year ending 31.3.2014 the asset was reviewed for Impairment and the 

recoverable amount of the asset was ascertained to be Rs. 430,000. Next year there 

were some favorable changes in the market conditions and the recoverable amount of 

the asset was reassessed at Rs.500,000. You are required to calculate the carrying 

amount of the asset as on 31.3.2015 and show how changes in the value of the asset 

is to be treated in the books of accounts , assuming C Ltd. has the policy of writing 

down excess depreciation charged to Revaluation Surplus 
 

Cost of the asset purchased on 01.04.2008     10,00,000 

Less:Depreciation 3 years–upto 31.03.2011 (3/10)  (3,00,000) 

Carrying amount as on 31.03.2011      7,00,000 

Add:Upward revaluation as on 01.04.2011 credited to Revaluation 

Reserve          1,40,000 

Carry amount as on 01.04.2011      8,40,000 

Less:Depreciation 3 years–upto 31.03.2014 (3/7)   (3,60,000) 

4,80,000 

Less:Impairment loss due to recoverable amount being 4,30,000 (50,000) 

Carrying amount as on 01.04.2014      4,30,000 

Less:Depreciation for 2014-15 (4,30,000/4)    (1,07,500) 

3,22,500 

Add:Reversal of impairment (as per Working Note 2)   37,500 

Carrying amount as on 31.03.2015      3,60,000 

 

Statement showing balance of Revaluation Reserve 

 

Revaluation Reservecredited on 01.04.2011    1,40,000 

Less: Excess depreciation chargesdue to revaluation for  

3 years upto 31.03.2014 [(1 ,40, 000/7)x 3]     (60,000)  

Revaluation Reserve balance on 31.03.2014     80,000 
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Less:Impairment loss on 31.03.2014      (50,000) 

Revaluation Reserve balance on 01.04.2014     30,000 

Less:Depreciation charge for 2014-15     (7,500) 

22,500 

Add:Reversal of impairment on 31.03.2015    37,500 

Revaluation Reserve balance on 01.04.2015     60,000 

 

Treatment of Impairment loss:  

Reversal of impairment loss should not exceed the carrying amount that would have been 

determined (net of depreciation) has no impairment loss been recognized for the asset in 

prior accounting periods.  

Carrying amount of the asset before impairment ason31.03.2014  4,80,000 

Less:Depreciation for the year 2014-15      (1,20,000) 

Carrying amount of the asset as on 31.03.2015     3,60,000 

Carrying amount as calculated after impairment      (3,22,500) 

Reversal of impairment to be transferred to Revaluation surplus   37,500 

Impairment gain to be ignored: 

Recoverable amount on 31.03.2015       5,00,000 

Less:Carrying amount on 31.03.2015      (3,60,000) 

1,40,000 

 

Disclosure 

An entity shall disclose the following for each class of assets: 

(a) the amount of impairment losses recognized in profit or loss during the period and the line item(s) 

of the statement of profit and loss in whichthose impairment losses are included. 

(b) the amount of reversals of impairment losses recognized in profit or loss during the period and 

the line item(s) of the statement of profit and lossin which those impairment losses are reversed. 

(c) the amount of impairment losses on revalued assets recognized in other comprehensive income 

during the period. 

(d) the amount of reversals of impairment losses on revalued assets recognized in other 

comprehensive income during the period. 

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

The information required in paragraph 126 may be presented with other information disclosed for 

the class of assets. For example, this information may be included in a reconciliation of the carrying 

amount of property, plant andequipment, at the beginning and end of the period, as required by Ind 

AS 16. 

An entity that reports segment information in accordance with Ind AS 108, shall disclose the 

following for each reportable segment: 

(a) the amount of impairment losses recognized in profit or loss and in other comprehensive income 

during the period. 

(b) the amount of reversals of impairment losses recognized in profit or lossand in other 

comprehensive income during the period. 

An entity shall disclose the following for an individual asset (including goodwill) or a cash-generating 

unit, for which an impairment loss has beenrecognized or reversed during the period: 
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(a) the events and circumstances that led to the recognition or reversal of the impairment loss. 

(b) the amount of the impairment loss recognized or reversed. 

(c) for an individual asset: 

(i) the nature of the asset; and 

(ii) if the entity reports segment information in accordance with IndAS 108, the reportable segment 

to which the asset belongs. 

(d) for a cash-generating unit: 

(i) a description of the cash-generating unit (such as whether it is aproduct line, a plant, a business 

operation, a geographical area, ora reportable segment as defined in Ind AS 108); 

(ii) the amount of the impairment loss recognised or reversed by class of assets and, if the entity 

reports segment information inaccordance with Ind AS 108, by reportable segment; and 

(iii) if the aggregation of assets for identifying the cash-generating unithas changed since the 

previous estimate of the cash-generating unit‘s recoverable amount (if any), a description of the 

currentand former way of aggregating assets and the reasons for changing the way the cash-

generating unit is identified. 

(e) the recoverable amount of the asset (cash-generating unit) and whether the recoverable amount 

of the asset (cash-generating unit) is its fairvalue less costs of disposal or its value in use. 

(f) if the recoverable amount is fair value less costs of disposal, the entity shall disclose the 

following information: 

(i) the level of the fair value hierarchy (see Ind AS 113) withinwhich the fair value measurement of 

the asset (cash-generatingunit) is categorised in its entirety (without taking into accountwhether the 

‗costs of disposal‘ are observable); 

(ii) for fair value measurements categorised within Level 2 and Level 3 of the fair value hierarchy, a 

description of the valuationtechnique(s) used to measure fair value less costs of disposal. Ifthere has 

been a change in valuation technique, the entity shall disclose that change and the reason(s) for 

making it; and 

(iii) for fair value measurements categorised within Level 2 andLevel 3 of the fair value hierarchy, 

each key assumption onwhich management has based its determination of fair value lesscosts of 

disposal. Key assumptions are those to which the asset‘s (cash-generating unit‘s) recoverable amount 

is most sensitive. 

The entity shall also disclose the discount rate(s) used in the current measurement and previous 

measurement if fair valueless costs of disposal is measured using a present valuetechnique. 

(g) if recoverable amount is value in use, the discount rate(s) used in thecurrent estimate and 

previous estimate (if any) of value in use. 

An entity shall disclose the following information for the aggregate impairment losses and the 

aggregate reversals of impairment lossesrecognised during the period for which no information is 

disclosed: 

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

by reversals of impairment losses. 

(b) the main events and circumstances that led to the recognition of theseimpairment losses and 

reversals of impairment losses. 

An entity is encouraged to disclose assumptions used to determine the recoverable amount of assets 

(cash-generating units) during the period. However, an entity is required to disclose information 

about the estimates used to measure the recoverable amount of a cash-generating unit when goodwill 

or an intangibleasset with an indefinite useful life is included in the carrying amount of that unit. 

If, in accordance with paragraph 84, any portion of the goodwill acquired in a business combination 

during the period has not been allocated to a cash generating unit (group of units) at the end of the 

reporting period, theamount of the unallocated goodwill shall be disclosed together with thereasons 

why that amount remains unallocated. 
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Estimates used to measure recoverable amounts of cash-generating units containing goodwill or 

intangible assets withindefinite useful lives 

An entity shall disclose the information required by (a)–(f) for each cashgeneratingunit (group of 

units) for which the carrying amount of goodwill orintangible assets with indefinite useful lives 

allocated to that unit (group ofunits) is significant in comparison with the entity‘s total carrying 

amount ofgoodwill or intangible assets with indefinite useful lives: 

(a) the carrying amount of goodwill allocated to the unit (group of units). 

(b) the carrying amount of intangible assets with indefinite useful lives allocated to the unit (group 

of units). 

(c) the basis on which the unit‘s (group of units‘) recoverable amount has been determined (ie value in 

use or fair value less costs of disposal). 

(d) if the unit‘s (group of units‘) recoverable amount is based on value in use: 

i. each key assumption on which management has based its cashflow projections for the period 

covered by the most recentbudgets/forecasts. Key assumptions are those to which the 

unit‘s(group of units‘) recoverable amount is most sensitive. 

ii. a description of management‘s approach to determining the value(s) assigned to each key 

assumption, whether those value(s)reflect past experience or, if appropriate, are consistent 

withexternal sources of information, and, if not, how and why they differ from past 

experience or external sources of information. 

iii. the period over which management has projected cash flows basedon financial 

budgets/forecasts approved by management and,when a period greater than five years is used 

for a cash-generatingunit (group of units), an explanation of why that longer period isjustified. 

iv. the growth rate used to extrapolate cash flow projections beyond the period covered by the 

most recent budgets/forecasts, and thejustification for using any growth rate that exceeds 

the long-termaverage growth rate for the products, industries, or country countries in which 

the entity operates, or for the market to which the unit (group of units) is dedicated. 

v. the discount rate(s) applied to the cash flow projections. 

(e) if the unit‘s (group of units‘) recoverable amount is based on fair value less costs of disposal, the 

valuation technique(s) used to measure fair valueless costs of disposal. An entity is not required to 

provide the disclosuresrequired by Ind AS 113. If fair value less costs of disposal is not 

measuredusing a quoted price for an identical unit (group of units), an entity shall disclose the 

following information: 

(i) each key assumption on which management has based its determination of fair value less costs of 

disposal. Key assumptionsare those to which the unit‘s (group of units‘) recoverable amountis most 

sensitive. 

(ii) a description of management‘s approach to determining the value (or values) assigned to each key 

assumption, whether those valuesreflect past experience or, if appropriate, are consistent 

withexternal sources of information, and, if not, how and why they differ from past experience or 

external sources of information. 

(iiA) the level of the fair value hierarchy (see Ind AS 113 within which the fair value measurement is 

categorised in its entirety (withoutgiving regard to the observability of 'costs of disposal'). 

(iiB) if there has been a change in valuation technique, the change and the reason(s) for making it.If 

fair value less costs of disposal is measured using discounted cash flow projections, an entity shall 

disclose the following information: 

(iii) the period over which management has projected cash flows. 

(iv) the growth rate used to extrapolate cash flow projections. 

(v) the discount rate(s) applied to the cash flow projections. 
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(f) if a reasonably possible change in a key assumption on whichmanagement has based its 

determination of the unit‘s (group of units‘)recoverable amount would cause the unit‘s (group of units‘) 

carryingamount to exceed its recoverable amount: 

(i) the amount by which the unit‘s (group of units‘) recoverableamount exceeds its carrying amount. 

(ii) the value assigned to the key assumption. 

(iii) the amount by which the value assigned to the key assumption must change, after incorporating 

any consequential effects of thatchange on the other variables used to measure recoverableamount, 

in order for the unit‘s (group of units‘) recoverableamount to be equal to its carrying amount. 

If some or all of the carrying amount of goodwill or intangible assets with indefinite useful lives is 

allocated across multiple cash-generating units(groups of units), and the amount so allocated to each 

unit (group of units) is not significant in comparison with the entity‘s total carrying amount ofgoodwill 

or intangible assets with indefinite useful lives, that fact shall be disclosed, together with the 

aggregate carrying amount of goodwill orintangible assets with indefinite useful lives allocated to 

those units (groups ofunits). In addition, if the recoverable amounts of any of those units (groups 

ofunits) are based on the same key assumption(s) and the aggregate carryingamount of goodwill or 

intangible assets with indefinite useful lives allocated to them is significant in comparison with the 

entity‘s total carrying amountof goodwill or intangible assets with indefinite useful lives, an entity 

shalldisclose that fact, together with: 

(a) the aggregate carrying amount of goodwill allocated to those units(groups of units). 

(b) the aggregate carrying amount of intangible assets with indefinite useful lives allocated to those 

units (groups of units). 

(c) a description of the key assumption(s). 

(d) a description of management‘s approach to determining the value(s) assigned to the key 

assumption(s), whether those value(s) reflect pastexperience or, if appropriate, are consistent with 

external sources ofinformation, and, if not, how and why they differ from past experience 

or external sources of information. 

(e) if a reasonably possible change in the key assumption(s) would causethe aggregate of the units‘ 

(groups of units‘) carrying amounts to exceedthe aggregate of their recoverable amounts: 

(i) the amount by which the aggregate of the units‘ (groups of units‘) 

recoverable amounts exceeds the aggregate of their carrying 

amounts. 

(ii) the value(s) assigned to the key assumption(s). 

(iii) the amount by which the value(s) assigned to the key assumption(s) must change, after 

incorporating anyconsequential effects of the change on the other variables used to measure 

recoverable amount, in order for the aggregate of theunits‘ (groups of units‘) recoverable amounts to 

be equal to theaggregate of their carrying amounts. 

The most recent detailed calculation made in a preceding period of the recoverable amount of a cash-

generating unit (group of units) may, in accordancewith paragraph 24 or 99, be carried forward and 

used in the impairment test forthat unit (group of units) in the current period provided specified 

criteria are met.When this is the case, the information for that unit (group of units) that 

isincorporated into the disclosures required by paragraphs 134 and 135 relate to thecarried forward 

calculation of recoverable amount 

 

Using present value techniques to measure value in use 

 
The components of a present value measurement 

The following elements together capture the economic differences between assets: 

(a) an estimate of the future cash flow, or in more complex cases, series of future cash flows the 

entity expects to derive from the asset; 
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(b) expectations about possible variations in the amount or timing of those cash flows; 

(c) the time value of money, represented by the current market risk-free rate ofinterest; 

(d) the price for bearing the uncertainty inherent in the asset; and 

(e) other, sometimes unidentifiable, factors (such as illiquidity) that marketparticipants would 

reflect in pricing the future cash flows the entity expectsto derive from the asset. 

This appendix contrasts two approaches to computing present value, either of which may be used to 

estimate the value in use of an asset, depending on thecircumstances. Under the ‗traditional‘ 

approach, adjustments for factors (b)–(e)described in paragraph A1 are embedded in the discount 

rate. Under the ‗expectedcash flow‘ approach, factors (b), (d) and (e) cause adjustments in arriving at 

riskadjustedexpected cash flows. Whichever approach an entity adopts to reflectexpectations about 

possible variations in the amount or timing of future cashflows, the result should be to reflect the 

expected present value of the future cash flows, ie the weighted average of all possible outcomes. 

 

General principles 

The techniques used to estimate future cash flows and interest rates will vary from one situation to 

another depending on the circumstances surrounding the asset inquestion. However, the following 

general principles govern any application ofpresent value techniques in measuring assets: 

(a) interest rates used to discount cash flows should reflect assumptions that are consistent with 

those inherent in the estimated cash flows. Otherwise, theeffect of some assumptions will be 

double-counted or ignored. For example,a discount rate of 12 per cent might be applied to 

contractual cash flows of aloan receivable. That rate reflects expectations about future defaults 

fromloans with particular characteristics. That same 12 per cent rate should notbe used to 

discount expected cash flows because those cash flows alreadyreflect assumptions about future 

defaults. 

(b) estimated cash flows and discount rates should be free from both bias and factors unrelated to 

the asset in question. For example, deliberatelyunderstating estimated net cash flows to enhance 

the apparent futureprofitability of an asset introduces a bias into the measurement. 

(c) estimated cash flows or discount rates should reflect the range of possible outcomes rather than 

a single most likely, minimum or maximum possibleamount. 

 

Traditional and expected cash flow approaches to present value 

Traditional approach 

Accounting applications of present value have traditionally used a single set of estimated cash flows 

and a single discount rate, often described as ‗the rate commensurate with the risk‘. In effect, the 

traditional approach assumes that asingle discount rate convention can incorporate all the 

expectations about thefuture cash flows and the appropriate risk premium. Therefore, the 

traditionalapproach places most of the emphasis on selection of the discount rate. 

In some circumstances, such as those in which comparable assets can be observed in the marketplace, 

a traditional approach is relatively easy to apply. For assetswith contractual cash flows, it is 

consistent with the manner in which marketplaceparticipants describe assets, as in ‗a 12 per cent 

bond‘. 

However, the traditional approach may not appropriately address some complex measurement 

problems, such as the measurement of non-financial assets forwhich no market for the item or a 

comparable item exists. A proper search for ‗therate commensurate with the risk‘ requires analysis 

of at least two items—an assetthat exists in the marketplace and has an observed interest rate and 

the asset beingmeasured. The appropriate discount rate for the cash flows being measured mustbe 

inferred from the observable rate of interest in that other asset. To draw thatinference, the 

characteristics of the other asset‘s cash flows must be similar to those of the asset being measured. 

Therefore, the measurer must do the following: 
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(a) identify the set of cash flows that will be discounted; 

(b) identify another asset in the marketplace that appears to have similar cash flow characteristics; 

(c) compare the cash flow sets from the two items to ensure that they are similar(for example, are 

both sets contractual cash flows, or is one contractual andthe other an estimated cash flow?); 

(d) evaluate whether there is an element in one item that is not present in the other (for example, is 

one less liquid than the other?); and 

(e) evaluate whether both sets of cash flows are likely to behave (ie vary) in a similar fashion in 

changing economic conditions. 

 

Expected cash flow approach 

The expected cash flow approach is, in some situations, a more effective measurement tool than the 

traditional approach. In developing a measurement, theexpected cash flow approach uses all 

expectations about possible cash flowsinstead of the single most likely cash flow. For example, a cash 

flow might be Rs.100, Rs. 200 or Rs. 300 with probabilities of 10 per cent, 60 per cent and 30 

percent, respectively. The expected cash flow is Rs. 220. The expected cash flowapproach thus 

differs from the traditional approach by focusing on direct analysis of the cash flows in question and 

on more explicit statements of the assumptions used in the measurement. 

The expected cash flow approach also allows use of present value techniques when the timing of cash 

flows is uncertain. For example, a cash flow of Rs.. 1,000may be received in one year, two years or 

three years with probabilities of 10 percent, 60 per cent and 30 per cent, respectively. The example 

below shows thecomputation of expected present value in that situation. 

Present value of Rs. 1,000 in 1 year at 5%     Rs. 952.38 

Probability         10.00%   Rs. 95.24 

Present value of Rs. 1,000 in 2 years at5.25%    Rs. 902.73 

Probability         60.00%   Rs. 541.64 

Present value of Rs. 1,000 in 3 years at5.50%    Rs. 851.61 

Probability         30.00%   Rs. 255.48 

Expected present value          Rs. 892.36 

The expected present value of Rs. 892.36 differs from the traditional notion of a best estimate of 

Rs. 902.73 (the 60 per cent probability). A traditional presentvalue computation applied to this 

example requires a decision about which of thepossible timings of cash flows to use and, accordingly, 

would not reflect the probabilities of other timings. This is because the discount rate in a traditional 

present value computation cannot reflect uncertainties in timing. 

The use of probabilities is an essential element of the expected cash flow approach. Some question 

whether assigning probabilities to highly subjectiveestimates suggests greater precision than, in 

fact, exists. However, the properapplication of the traditional approach requires thesame estimates 

and subjectivity without providing the computational transparencyof the expected cash flow 

approach. 

Many estimates developed in current practice already incorporate the elements of expected cash 

flows informally. In addition, accountants often face the need tomeasure an asset using limited 

information about the probabilities of possiblecash flows. For example, an accountant might be 

confronted with the followingsituations: 

(a) the estimated amount falls somewhere between Rs. 50 and Rs. 250, but no amount in the range is 

more likely than any other amount. Based on thatlimited information, the estimated expected 

cash flow is Rs. 150 [(50 +250)/2]. 

(b) the estimated amount falls somewhere between Rs. 50 and Rs. 250, and the most likely amount is 

Rs. 100. However, the probabilities attached to eachamount are unknown. Based on that limited 

information, the estimatedexpected cash flow is Rs. 133.33 [(50 + 100 + 250)/3]. 
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(c) the estimated amount will be Rs. 50 (10 per cent probability), Rs. 250 (30 per cent probability), 

or Rs. 100 (60 per cent probability). Based on thatlimited information, the estimated expected 

cash flow is Rs. 140 [(50 ×0.10) + (250 × 0.30) + (100 × 0.60)]. 

In each case, the estimated expected cash flow is likely to provide a better estimate of value in use 

than the minimum, most likely or maximum amounttaken alone. 

The application of an expected cash flow approach is subject to a cost-benefit constraint. In some 

cases, an entity may have access to extensive data and may beable to develop many cash flow 

scenarios. In other cases, an entity may not beable to develop more than general statements about 

the variability of cash flowswithout incurring substantial cost. The entity needs to balance the cost 

ofobtaining additional information against the additional reliability that informationwill bring to the 

measurement. 

Some maintain that expected cash flow techniques are inappropriate for measuring a single item or an 

item with a limited number of possible outcomes.They offer an example of an asset with two possible 

outcomes: a 90 per cent probability that the cash flow will be Rs. 10 and a 10 per cent probability 

that the cash flow will be Rs. 1,000. They observe that the expected cash flow in thatexample is Rs. 

109 and criticize that result as not representing either of the amounts that may ultimately be paid. 

Assertions like the one just outlined reflect underlying disagreement with the measurement 

objective. If the objective is accumulation of costs to be incurred,expected cash flows may not 

produce a representationally faithful estimate of theexpected cost. However, this Standard is 

concerned with measuring therecoverable amount of an asset. The recoverable amount of the asset in 

thisexample is not likely to be Rs. 10, even though that is the most likely cash flow. This is because a 

measurement of Rs. 10 does not incorporate the uncertainty of the cash flow in the measurement of 

the asset. Instead, the uncertain cash flow ispresented as if it were a certain cash flow. No rational 

entity would sell an assetwith these characteristics for Rs. 10. 

Example 

Cash flow is `100, `200 or `300 with probabilities of 10%, 60% and 30%, respectively. 

Calculate expected cash flows. 

Answer 

Cash flow    Probability    Expected cash flow 

100      10%     10 

200      60%     120  

300      30%     90 

Total          220  

The expected cash flow is `220. 

Example 

Cash flow of `1,000 may be received in one year, two years or three years with probabilities 

of 10%, 60% and 30%, respectively. Calculate expected cash flows assuming applicable 

discount rate of 5%, 5.25% and 5.5% in year 1, 2 and 3, respectively. 

Answer 

Years Cash flow P.V.F. Present value Probability Expected cash flow 

1 

2 

3 

1000 

1000 

1000 

0.95238 

0.90273 

0.85161 

952.38 

902.73 

851.61 

10% 

60% 

30% 

95.24 

541.64 

255.48 

Total     892.36 

The expected present value is `892.36 

Example 

Calculate expected cash flows in each of the following cases: 

(a) the estimated amount falls somewhere between `50 and `250, but no amount in the 

range is more likely than any other amount.  
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(b) the estimated amount falls somewhere between `50 and `250, and the most likely 

amount is `100. However, the probabilities attached to each amount are unknown.  

(c) the estimated amount will be `50 (10 per cent probability), `250 (30 per cent 

probability), or `100 (60 per cent probability).  

Answer 

(a) the estimated expected cash flow is `150 [(50 + 250)/2]. 

(b) the estimated expected cash flow is `133.33 [(50 + 100 + 250)/3].  

(c) the estimated expected cash flow is `140 [(50 × 0.10) + (250 × 0.30) + (100× 0.60)].  

 

Discount rate 

Whichever approach an entity adopts for measuring the value in use of an asset, interest rates used 

to discount cash flows should not reflect risks for which theestimated cash flows have been 

adjusted. Otherwise, the effect of someassumptions will be double-counted. 

When an asset-specific rate is not directly available from the market, an entity uses surrogates to 

estimate the discount rate. The purpose is to estimate, as far aspossible, a market assessment of: 

(a) the time value of money for the periods until the end of the asset‘s useful life; and 

(b) factors (b), (d) and (e) described in paragraph A1, to the extent those factorshave not caused 

adjustments in arriving at estimated cash flows. 

 

As a starting point in making such an estimate, the entity might take into account the following rates: 

(a) the entity‘s weighted average cost of capital determined using techniques such as the Capital 

Asset Pricing Model; 

(b) the entity‘s incremental borrowing rate; and 

(c) other market borrowing rates. 

 

However, these rates must be adjusted: 

(a) to reflect the way that the market would assess the specific risks associated with the asset‘s 

estimated cash flows; and  

(b) to exclude risks that are not relevant to the asset‘s estimated cash flows orfor which the 

estimated cash flows have been adjusted. 

 

Consideration should be given to risks such as country risk, currency risk andprice risk. 

The discount rate is independent of the entity‘s capital structure and the way the entity financed 

the purchase of the asset, because the future cash flows expectedto arise from an asset do not 

depend on the way in which the entity financed thepurchase of the asset. 

The discount rate used should be a pre-tax rate. Therefore, whenthe basis used to estimate the 

discount rate is post-tax, that basis is adjusted toreflect a pre-tax rate. 

An entity normally uses a single discount rate for the estimate of an asset‘s value in use. However, an 

entity uses separate discount rates for different future periodswhere value in use is sensitive to a 

difference in risks for different periods or tothe term structure of interest rates. 

 

 

Impairment testing cash-generating units with goodwill and non-controlling 

interests 
In accordance with Ind AS 103, the acquirer measures and recognizes goodwill as of the acquisition 

date as the excess of (a) over (b) below: 

(a) the aggregate of: 

i. the consideration transferred measured in accordance with Ind AS 103, which generally 

requires acquisition-date fair value; 
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ii. the amount of any non-controlling interest in the acquiree measured inaccordance with Ind AS 

103; and 

iii. in a business combination achieved in stages, the acquisition-date fairvalue of the acquirer‘s 

previously held equity interest in the acquiree. 

(b) the net of the acquisition-date amounts of the identifiable assets acquired and liabilities assumed 

measured in accordance with Ind AS 103. 

 

Allocation of goodwill 

Goodwill acquired in a business combination should be allocated to each of the acquirer‘s cash-

generating units, orgroups of cash-generating units, expected to benefit from the synergies of 

thecombination, irrespective of whether other assets or liabilities of the acquiree are assigned to 

those units, or groups of units. It is possible that some of the synergiesresulting from a business 

combination will be allocated to a cash-generating unitin which the non-controlling interest does not 

have an interest. 

 

 

Testing for impairment 

Testing for impairment involves comparing the recoverable amount of a cash-generating unit with the 

carrying amount of the cash-generating unit. 

If an entity measures non-controlling interests as its proportionate interest in the net identifiable 

assets of a subsidiary at the acquisition date, rather than at fairvalue, goodwill attributable to non-

controlling interests is included in therecoverable amount of the related cash-generating unit but is 

not recognized in theparent‘s consolidated financial statements. As a consequence, an entity shall 

gross up the carrying amount of goodwill allocated to the unit to include the goodwillattributable to 

the non-controlling interest. This adjusted carrying amount is thencompared with the recoverable 

amount of the unit to determine whether the cash generatingunit is impaired. 

 

Allocating an impairment loss 

Identified impairment loss to be allocated first to reduce the carrying amount of goodwill allocated 

to the unit and then to the otherassets of the unit pro rata on the basis of the carrying amount of 

each asset in theunit. 

If a subsidiary, or part of a subsidiary, with a non-controlling interest is itself a cash-generating unit, 

the impairment loss is allocated between the parent and thenon-controlling interest on the same basis 

as that on which profit or loss isallocated. 

If a subsidiary, or part of a subsidiary, with a non-controlling interest is part of alarger cash-

generating unit, goodwill impairment losses are allocated to the partsof the cash-generating unit that 

have a non-controlling interest and the parts thatdo not. The impairment losses should be allocated 

to the parts of the cash-generatingunit on the basis of: 

(a) to the extent that the impairment relates to goodwill in the cash-generating unit, the relative 

carrying values of the goodwill of the parts before theimpairment; and 

(b) to the extent that the impairment relates to identifiable assets in the cash generatingunit, the 

relative carrying values of the net identifiable assets ofthe parts before the impairment. Any such 

impairment is allocated to theassets of the parts of each unit pro rata on the basis of the carrying 

amountof each asset in the part. 

In those parts that have a non-controlling interest, the impairment loss is allocated between the 

parent and the non-controlling interest on the same basis as that onwhich profit or loss is allocated. 

If an impairment loss attributable to a non-controlling interest relates to goodwill that is not 

recognized in the parent‘s consolidated financial statements, that impairment is not recognized as a 

goodwill impairment loss. 
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In such cases, only the impairment loss relating to the goodwill that is allocated to the parent is 

recognized as a goodwill impairment loss. 

22. Parent acquires an 80% ownership interest in Subsidiary for `2,100 on April 1, 

20X1. At that date, Subsidiary‟s net identifiable assets have a fair value of `1,500. 

Parent chooses to measure the non-controlling interests as the proportionate interest 

of Subsidiary‟s net identifiable assets. The assets of Subsidiary together are the 

smallest group of assets that generate cash inflows that are largely independent of the 

cash inflows from other assets or groups of assets. Because other cash-generating 

units of Parent are expected to benefit from the synergies of the combination, the 

goodwill of `500 related to those synergies has been  

allocated to other cash-generating units within Parent. On March 31, 20X2, Parent 

determines that the recoverable amount of cash-generating unit Subsidiary is `1,000. The 

carrying amount of the net assets of Subsidiary, excluding goodwill, is `1,350. Allocate the 

impairment loss on March 31, 20X2 

Answer 

Non-controlling interests is measured as the proportionate interest of Subsidiary‘s net identifiable 

assets, i.e., `300 (20% of `1,500). Goodwill is the difference between the aggregate of the 

consideration transferred and the amount of the non-controlling interests  

(`2,100 + `300) and the net identifiable assets (`1,500), i.e., `900. 

Since, the assets of Subsidiary together are the smallest group of assets that generate cash  

Inflowsthat are largely independent of the cash inflows from other assets or groups of assets, 

therefore, Subsidiary is a cash-generating unit. Because other cash-generating units of Parent are 

expected to benefit from the synergies of the combination, the goodwill of `500 related to those 

synergies has been allocated to other cash-generating units within Parent. Because the cash-

generating unit comprising Subsidiary includes goodwill within its carrying amount, it should be 

tested for impairment annually, or more frequently if there is an indication that it may be impaired.  

Testing Subsidiary (cash-generating unit) for impairment 

Goodwill attributable to non-controlling interests is included in Subsidiary‘s recoverable amount of 

`1,000 but has not been recognized in Parent‘s consolidated financial statements.  

Therefore, the carrying amount of Subsidiary should be grossed up to include goodwill attributable 

to the non-controlling interests, before being compared with the recoverable amount of `1,000. 

Goodwill attributable to Parent‘s 80% interest in Subsidiary at the acquisition date is `400 after 

allocating `500 to other cash-generating units within Parent.  

Therefore, goodwill attributable to the 20% non-controlling interests in Subsidiary at the 

acquisition date is `100. 

Testing subsidiary for impairment on March 31, 20X2 

On March 31, 20X2 Goodwill of 

subsidiary (`) 

Net 

identifiable 

assets (`) 

Total (Rs.) 

Carrying amount 

Unrecognized non-controlling interests 

400 

100 

1350 

 

1750 

100 

Adjusted carrying amount 500 1350 1850 

Recoverable amount   1000 

Impairment loss   850 

 

Allocating the impairment loss  

The impairment loss of `850 should be allocated to the assets in the unit by first reducing the 

carrying amount of goodwill. Therefore, `500 of the `850 impairment loss for the unit is allocated 

to the goodwill. If the partially-owned subsidiary is itself a cash-generating unit, the goodwill 
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impairment loss should be allocated to the controlling and non-controlling interests on the same 

basis as that on which profit or loss is allocated. In this case, profit or loss is allocated on the 

basis of relative ownership interests. Because the goodwill is recognised only to the extent of 

Parent‘s 80% ownership interest in Subsidiary, Parent recognises only 80% of that goodwill 

impairment loss (i.e., `400).  

The remaining impairment loss of `350 is recognised by reducing the carrying amounts of  

Subsidiary‘s identifiable assets. 

Allocation of the impairment loss for Subsidiary on March 31, 20X2 

On March 31, 20X2 Goodwill of 

subsidiary (`) 

Net Identifiable 

assets 

Total 

Carrying amount 

Impairment loss 

Carrying amount after impairment loss 

400 

(400) 

1350 

(350) 

1000 

1750 

(750) 

1000 
 

23. On April 1, 20X1, Sun Ltd. has acquired 100% shares of Earth Ltd. for `30 

lakhs. Sun Ltd. has 3 cash-generating units A, B and C with fair value of Rs 12 lakhs, 

8 lakhs and 4 lakhs respectively. The company recognizes goodwill of Rs 6 lakhs that 

relates to CGU „C‟ only. During the financial year 20X2-20X3, the CFO of the company 

has a view that there is no requirement of any impairment testing for any CGU since 

their recoverable amount is comparatively higher than the carrying amount and believes 

there is no indicator of impairment.  

Required:  

Analyse whether the view adopted by the CFO of Sun Ltd is in compliance of the Ind AS. If 

not, advise the correct treatment in accordance with relevant Ind AS  

Solution 

The above treatment needs to be examined in the light of the provisions given in Ind AS 36: 

Impairment of Assets.  

Para 9 of Ind AS 36 ‗Impairment of Assets‘states that ―An entity shall assess at the end of each 

reporting period whether there is any indication that an asset may be impaired. If any such 

indication exists, the entity shall estimate the recoverable amount of the asset.‖ 

Further, paragraph 10(b) of Ind AS 36 states that:  

―Irrespective of whether there is any indication of impairment, an entity shall also test goodwill 

acquired in a business combination for impairment annually.‖ 

Sun Ltd has not tested any CGU on account of not having any indication of impairment is partially 

correct i.e. in respect of CGU A and B but not for CGU C. Hence the treatment made by the 

Company is not in accordance with Ind AS 36.  

Accordingly, impairment testing in respect of CGU A and B are not required since there are no 

indications of impairment. However, Sun Ltd shall test CGU C irrespective of any indication of 

impairment annually as the goodwill acquired on business combination is fully allocated to CGU ‗C‘. 

 

Particular Ind AS 36 AS 28 

Financial Assets Ind AS 36 applies to financial assets 

classified as subsidiaries, as defined 

in Ind AS 110, associates as defined 

in Ind AS 28, joint ventures as 

defined in Ind AS 111. 

AS 28 does not apply to the above 

assets 

 

Biological Assets:  

 

Ind AS 36 specifically excludes 

biological assets related to 

agricultural activity 

AS 28 does not specifically 

exclude biological assets 

 

Impairment Ind AS 36 requires annual AS 28 does not require the annual 
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Testing for an 

Intangible Asset 

with an Indefinite 

Useful Life 

impairment testing for an intangible 

asset with an indefinite useful life or 

not yet available for use and goodwill 

acquired in a business combination. 

impairment testing for the goodwill 

unless there is an indication of 

impairment 

Additional 

Guidance 

Ind AS 36 gives additional guidance 

on, inter alia, the 

following aspects:  

(a)estimating the value in use of an 

asset;  

(b) for managements to assess the 

reasonableness of the assumptions 

on which cash flows are based; and  

(c) using present value techniques in 

measuring an asset‘s value in use.  

AS 28 does not provide such  

guidance  

 

Reversal of 

Goodwill 

Ind AS 36 prohibits the recognition 

of reversals of impairment loss for 

goodwill 

AS 28 requires that the 

impairment loss recognised for 

goodwill should be reversed in a 

subsequent peri 

od when it was caused by a specific 

external event of an exceptional 

nature that is not expected to 

recur and subsequent external 

events that have occurred that 

reverse the effect of that event 

Bottom up and Top 

Down Test 

In Ind AS 36, goodwill is allocated to 

cash-generating  

units (CGUs) or groups of CGUs that 

are expected to benefit from the 

synergies of the business 

combination from which it arose. 

There is no bottom-up or top 

-down approach for allocation of 

goodwill 

AS 28, goodwill is allocated to 

CGUs only when the allocation can 

be done on a reasonable and 

consistent basis. If that 

requirement is not met for a 

specific CGU under review, the 

smallest CGU to which the carrying 

amount of goodwill can be allocated 

on a reasonable and consistent 

basis must be  

identified and the impairment test 

carried out at this level.  

Thus, when all or a portion of 

goodwill cannot be allocated 

reasonably and consistently to the 

CGU being tested for impairment, 

two levels of impairment tests are 

carried out, viz., bottom-up test 

and top-down test.  

 


