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LEARNING UNIT 3 – IAS 36 IMPAIRMENT OF ASSETS 

 

Disclaimer 
 

The information contained in the summary is to highlight important aspects in applying the 

principles of the applicable statements. The summary is in no way an indication that only the 

matters mentioned are important to pass. Students must refer to their study guides and 

textbooks for an understanding of the learning unit.  

 

The summary below is primarily a revision tool to assist students in preparation of the exam. 

 

What is impairment & when does impairment take place 
 
  

What is impairment?  

 When the carrying amount of an asset exceeds its recoverable amount. 
 

When does impairment take place?  

 At end of each reporting period the entity should assess whether there are any 
impairment indicators present. 
 

 
 
 
 
 
 
 
 
 However – for an intangible asset with an infinite useful life or intangible asset not yet 

available for use, an entity must test annually for impairment. 
 
There is External and Internal sources of information what and entity should consider as to 
whether there is an impairment indicator of an asset. Refer to par 3.2 in your study guide. 

 

If there is no indication of potential 

impairment loss: 

The entity need not make a formal 

estimate of the recoverable amount. 

If there are indicators: 

The entity should estimate the recoverable 

amount of the asset. 
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Important definitions 
 

Carrying amount 

 

Cost price – accumulated 

amortisation 

= Carrying amount 

 

Less 

Recoverable amount 

 

The higher of an asset's  

 fair value less costs to sell4 and  

 its value in use.5 
 

1Depreciation (amortisation) 

Depreciable amount / Useful life of 
asset = Amortisation 

 

 4 Fair value less costs to sell 

The amount obtainable from the sale of 

an asset in an arm's length transaction 

between knowledgeable, willing parties, 

less the costs of disposal.6 

 
2 Depreciable amount 

Cost price less residual value = 
depreciable amount 

 

 5 Value in use 

The present value of future cash flows 

expected to be derived from an asset. 

 
3 Useful life is either: 

 the period of time over which an 

asset is expected to be used by 

the entity; or 

 the number of production or 

similar units expected to be 

obtained for the asset by the 

entity. 

 

 6 Costs of disposal 

Incremental costs directly attributable to 

the disposal of an asset, excluding 

finance costs and income tax expense.  

 

 

How to calculate an impairment loss 
 

Step 1: Understand the basic principle 
 
See the definitions above.  

 
Carrying amount – Recoverable amount = IMPAIRMENT 
 
 

The higher of an asset's  

 fair value less costs to sell and  

 its value in use. 
 

 
Step 2: Calculate the asset's carrying amount 
Remember to take the amortization/depreciation for the year into account to calculate the 
carrying amount for the asset. 
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Step 3: Calculate the asset's recoverable amount 
 

A. Fair value less costs to sell  
 
In the exam these amounts will be given in different scenarios, either:  

 giving the amount for fair value less costs to sell or  

 giving the fair value and then in separate line the costs to sell and then 
you need to deduct the cost to sell from the fair value. 

 
B. Value in use 

 
Estimating the value in use of an asset involves the following steps: 

 estimating the future cash inflows and outflows to be derived from the 
continuing use of the asset and from its ultimate disposal; and 

 applying the appropriate discount rate to these future cash flows. (IAS 
36.31) 
 
Example of a calculation to determine the value in use: 
 
i             = 20% (Discount rate) 
n             = 23 years remaining (Given info from the question) 
PMT = 425 000  
PV    = 2 092 923 
 

C. Discount rate 
 

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

 the time value of money and 

 the risk specific to the asset for which future cash flow estimates have not 
been adjusted. (IAS 36.55) 

 
Step 4: Recognise the impairment loss in the financial statements 

 
Journal entry for asset that is carried at cost less accumulated depreciation: 

 

 

Date 

 

Description 

 

Dr 

 

Cr 

 Impairment loss (P/L) XXXXX  

 Accumulated impairment loss (SFP)  XXXXX 

    

 Recording of impairment loss of asset where no 

revaluation was done on asset 
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Journal entry for asset that is carried at revalued amount: 

 Revaluation surplus (OCI) XXXXX  

 Impairment loss (P/L) XXXXX  

 Accumulated impairment loss (SFP)  XXXXX 

    

 Impairment following a revaluation from previous 

year.  

  

 The impairment will first reduce the revaluation surplus 

to the extent that the impairment loss does not exceed 

the amount held in the revaluation surplus. The rest is 

an impairment loss recognised in profit or loss. 

  

    

 

Reversal of impairment 
 

The carrying amount of the asset shall be increased to its recoverable amount.  

 

The increased carrying amount of an asset due to a reversal of an impairment loss shall 
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. 

 

Journal entry for asset that is carried at cost less accumulated depreciation: 

 

Date Description Dr Cr 

 Accumulated impairment loss (SFP) XXXXX  

 Reversal of impairment loss (P/L)  XXXXX 

    

 Reversal of impairment loss of asset. The reversal of 

impairment loss is limited to what the carrying 

amount of the asset would have been had there 

been no impairment previously. 

  

 

Journal entry for asset carried at revalued amount: 

 

Date Description Dr Cr 

 Accumulated impairment loss (SFP) XXXXX  

 Reversal of impairment loss (P/L)  XXXXX 

 Revaluation surplus (OCI)  XXXXX 

    

 Reversal of impairment loss of revalued asset. To the 

extent that an impairment loss was previously 

recognised in profit or loss the reversal of an 

impairment loss is also recognised in profit or loss. If 

the reversal is more than that, the remainder will be 

credited to the revaluation surplus in other 

comprehensive income. 
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Disclosure 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Example of disclosure: 

NOTE: Impairment of assets2 

The asset, a XXX for the selling of XXX, was impaired during the year due to XXX also 

being awarded to a major competitor of XXX. The impairment amounted to XXXX and is 

part of the toys segment of the primary business operations of the company. 

 

The recoverable amount of the asset is based on the value in use and a pre-tax discount 

rate of X%. There was no impairment of the asset in the previous year. 

 
1 The information may also be disclosed as part of the profit before tax note. (IAS 36.128) 

2 This note is only required if the impairment loss recognised or reversed was material. 

 

You need to disclose: 

What is impaired? 

Why it is impaired? 

The impairment amount 

The pre-tax discount rate?  

What was used for the recoverable amount? 

 For each class of assets: 
 the amount of impairment losses recognised in profit/loss during the period and the 

line item of the SCI in which the impairment losses are included. 
 the amount of reversals of impairment losses recognised in profit/loss during the 

period and the line item of the SCI in which the impairment losses are reversed. 
 the amount of impairment losses on revalued assets recognised in OCI for the 

period. 
 the amount of reversals of impairment losses on revalued assets recognised in OCI 

for the period. 
 

 If the impairment loss for an individual asset recognised or reversed during a period is 
material an entity shall disclose: 
 the events and circumstance that led to the recognition or reversal of the impairment 

loss; 
 the amount recognised or reversed 
 if the recoverable amount of the asset is the assets fair value less cost to sell, the basis 

used to determine the FV less cost to sell (was selling price determined with reference to 
an active market) 

 if the recoverable amount of the asset is its value in use, the discount rate used in the 
current and previous estimate of value in use 
 

 If the impairment losses recognised/reversed during the period are material in aggregate 
to the financial statements of the reporting entity as a whole, disclose a brief 
description of the following: 
 the main classes of assets affected by impairment loss for which no information is 

disclosed above. 
 the main events and circumstances the led to the recognition/reversal of these 

impairment losses. 
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NOTE: Reversal of previous impairment loss of intangibles 

 

The previous impairment of the asset has been reversed due to the liquidation of the major 

competitor to whom the asset to sell Bogus Toys had also been awarded. The reversal of 

the impairment loss amounted to XXX. The reversal was limited to the carrying amount 

that would have been determined had no impairment loss been recognised for the 

asset in prior years. It forms part of the toys segment of the primary business operations. 

 

You need to disclose: 

What is impaired? 

Why it is reversed? 

The reversal amount? 

The reversal was limited to the carrying amount that would have been determined had 

no impairment loss been recognised for the asset in prior years. 

 

Hints and tips 

 

Exam technique 

 Read the question carefully. 

 Draw a timeline of events and clearly mark the events occurring. This will assist you 
in determining when and how the events occur and assist in presenting a logical 
solution. 

 Remember the easy marks in your disclosure. 

 Follow the steps provided above to calculate your impairment or reversal of 
impairment. 
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