Plant and equipment
As the specialised manufacturing equipment is now not being used to its normal production capacity because of a declining demand for the products it produces, there are indicators of impairment. IAS 36 Impairment of Assets states that an asset is impaired if its carrying amount exceeds its recoverable amount. Its recoverable amount is the higher of its fair value (less costs to sell) and its value in use. Value in use is the present value of the net cash flows from an asset in its present form.

Value in use is calculated as below:

	Year
	Amount of net cash flow
	Discount factor at 10%
	Present value

	
	£m
	
	£m

	1(2019)
	16
	0.909
	14.54

	2 (2020)
	12
	0.826
	  9.91

	3 (2021)
	10(8+2)
	0.751
	  7.51

	
	
	
	31.96

	
	
	Rounded 
	32

	
	
	
	



The value of the equipment on the open market would be considerably less than its carrying amount and its value in use is, therefore, the higher amount.

There is, therefore, an impairment loss of £4m which should be charged to the Statement of Profit or Loss. 


