a) Impairment applies to non-current assets – both tangible and intangible. It does not apply to current assets. Impairment will arise where the recoverable amount of an asset is lower than its carrying value. Recoverable amount is defined as the higher of its fair value (less costs to sell) and its value in use. Fair value is based on market value where there is an active market in the asset or, where there is no active market, on an estimate of what the net selling price would be between willing parties on an arm’s length basis. Value in use is measured as the present value of estimated future cash flows arising from the asset in its current condition.

Impairment reviews should be carried out at each year end.

Impairment reviews should be applied against individual assets except that, where cash flows cannot be identified with individual assets, impairment should be applied to cash generating units (CGUs) representing the smallest group of individual assets for which cash flows can be identified. Any impairment arising in respect of a CGU should first be applied against any specific asset impaired, then against goodwill and then on a pro-rata basis against the remaining assets.


b) Before the impairment review the carrying value of the asset is £390,000. Two years depreciation has been charged to date. Annual depreciation is £650k /5 = £130,000.



The fair value represents its current residual value which amounts to £80,000.
Value in use is:

	Year ended
	Cash flow
	Discount factor
	Present value
	Marks

	
	£000
	
	£000
	

	30 April 2019
	180
	0.91
	163.8
	0.5

	30 April 2020
	150
	0.83
	124.5
	0.5

	30 April 2021
	120
	0.75
	90.0
	0.5

	
	
	
	378.3
	0.5
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The recoverable amounts represents the higher of fair value and value in use, which in this case is £378.3k.


The impairment amounts to £11.7k (378.3-390.0) and the carrying value should be reduced to £378.3k.

