FRS 102 Section 27      :   IMPAIRMENT OF ASSETS
THE NEED FOR A STANDARD
It is accepted practice that a fixed asset should not be carried in financial statements at more than its recoverable amount  i.e.  the higher of the amount for which it could be sold and the amount recoverable from its future use . 

OBJECTIVES OF THE STANDARD
The objectives are to ensure that :

(a)
Fixed assets and goodwill are recorded in the financial statements at no more than their 
recoverable amount

(b)
any resulting impairment loss is measured and recognised on a consistent basis

(c)
Sufficient information is disclosed in the financial statements to enable users to understand 
the impact of the impairment on the financial position and performance of the reporting entity

DEFINITION
Impairment
A reduction in the recoverable amount of a fixed asset or goodwill below its carrying amount

RECOGNITION AND MEASUREMENT OF IMPAIRMENT LOSSES
FRS 102 requires all reductions in the values of fixed assets and goodwill below their carrying amounts to be regarded as permanent

Impairment is measured by comparing the carrying value of goodwill or a fixed asset with its recoverable amount . Recoverable amount is the higher of the amounts that can be obtained from selling it (net realisable value) or using it (value in use) . 

The impairment loss should be recognised in the profit and loss account unless it arises on a previously revalued asset (see later )

When an impairment loss on a fixed asset or goodwill is recognised , the remaining useful life and residual value should be reviewed and revised if necessary . The revised carrying amount should be depreciated over the revised estimate of the remaining useful economic life . 

(a)
Calculation of Net Realisable Value


The NRV of an asset will be based on market value

(b)
Calculation of Value in Use

The value in use of a fixed asset should be estimated individually where practicable . Where 
it is not reasonably practicable to identify cash flows arising from an individual fixed asset , 
value in use should be calculated at the level of income generating units


The carrying amount of each income generating unit containing the fixed asset or goodwill 
under review should be compared with the higher of the value in use and the NRV (if it can 
be measured reliably ) of the unit

The impairment review can be discussed in a 6 stage process . 

STAGE 1   --   INDICATIONS OF IMPAIRMENT
It would be unnecessarily onerous for all fixed assets and goodwill to be tested for impairment every year . A review for impairment of a fixed asset or goodwill should only be carried out if events or changes in circumstances indicate that the carrying amount of the asset may not be recoverable . 

Impairment occurs because something has happened to the fixed assets themselves or to the economic environment in which the fixed assets are operated

Examples of events and changes in circumstances that indicate an impairment may have occurred include :

SYMBOL 183 \f "Symbol"
operating loss / net cash outflow

SYMBOL 183 \f "Symbol"
obsolescence or physical damage

SYMBOL 183 \f "Symbol"
decline in market value of a fixed asset

SYMBOL 183 \f "Symbol"
significant adverse change in business / market

SYMBOL 183 \f "Symbol"
significant reorganisation

SYMBOL 183 \f "Symbol"
loss of key employees

STAGE 2   --   IDENTIFY CASH GENERATING UNITS
One complication is that , typically , cash flows are generated not by individual assets but by groups of assets and liabilities used together within a business . So the FRS requires that , where the value in use cannot be calculated for an individual asset , it is calculated for the group of assets and liabilities that all work together to generate income . 

The FRS calls such groups "cash generating units"

DEFINITION
A cash generating unit is a group of assets , liabilities and associated goodwill that generates income that is largely independent of the reporting entity's other income streams . the assets and liabilities include those directly involved in generating the income and an appropriation of those used to generate more than one income stream
STAGE 3   --   IDENTIFY THE ASSETS IN (OR ALLOCATED TO ) EACH CGU
Each of the identifiable assets and liabilities of the entity (excluding interest bearing debt , dividends or other items relating wholly to financing) should be attributed to cash generating units

Centralised assets may need to be apportioned between one or more CGU's . 

STAGE 4   --   FORECAST POST - TAX CASH FLOWS FOR EACH UNIT
Future cash flows should be estimated for cash generating units or individual fixed assets in their current condition

SYMBOL 183 \f "Symbol"
include tax effects

SYMBOL 183 \f "Symbol"
include central overheads

SYMBOL 183 \f "Symbol"
the cash flow forecasts should be consistent with the most up to date budgets and plans that 
have been formally approved by management

SYMBOL 183 \f "Symbol"
cash flows for the period beyond that covered by formal budgets and plans should assume a 
steady state or modest growth rate

STAGE 5   --   IDENTIFY DISCOUNT RATE AND DISCOUNT
The present value of the CGU under review should be calculated by discounting the expected future cash flows of the unit . 

The discount rate used should be an estimate of the rate that the market would expect on an equally risky investment

STAGE 6   --   COMPARE WITH CARRYING VALUE AND WRITE DOWN AS 

     NECESSARY
To the extent that the carrying amount of the CGU exceeds its recoverable amount , the unit is impaired . In the absence of an obvious impairment of specific assets within the unit , the impairment should be allocated in this order :

· any goodwill in the unit

· other assets of the unit on a pro rata basis , but not so as to write them down below their NRV, value in use or zero
ACCOUNTING FOR IMPAIRMENT LOSSES

(1) ASSETS RECORDED AT COST

The impairment loss should be recognised immediately as an expense in the profit and loss account for the period

(2) ASSETS RECORDED AT A VALUATION

Impairments of revalued fixed assets should be recognised in the Statement of Recognised Gains and Losses i.e. debited against the revaluation reserve until the carrying amount reaches its depreciated historical cost and thereafter in the profit and loss account

