
AS 28 – IMPAIRMENT OF ASSETS 
 
Applicability 
 
Accounting Standard 28, on Impairment of assets is made applicable in stages. However with effect 
from 01-04-04, it is applicable to Level I enterprises. With this standard coming into force, fixed 
assets shall not be carried at book value i.e. historical or revalued amounts. If indication exists, 
impairment test will have to be carried out. Fixed assets where substantial interest is capitalised, loss 
on exchange fluctuation capitalised, revaluation has taken place or heavy losses are being incurred 
would be more susceptible to impairment loss. This standard is both a measurement as well as 
disclosure standard, and will have significant ramification on corporate result in coming years.  

  
Issue 1 : 
 
Will AS 28, Impairment of Assets apply to the following enterprises ? 

 

(a) A Ltd. a closely held company’s turnover for the year ended 31-03-04 was Rs.45 crores and 
turnover for the year ended 31-03-05 is expected to cross Rs.50 crores. A Ltd.’s borrowing 
including public deposits is not expected to be in excess of Rs.10 crores at any time during the 
year ending 31-03-05. 

 

 
(b) Q (P) Ltd., a manufacturing company, during the year ended 31-03-04 had turnover of Rs.46 

crores and due to boyuancy in share market had other income as profit from sale of long term 
investments of Rs. 5 crores. Q (P) Ltd. has no borrowings. For the year ended 31-03-05, Q (P) 
Ltd.’s turnover is expected to cross Rs.50 crores. 

 
(c) Z Ltd. is a closely held company. The turnover for the year ended 31-03-04 is Rs.48 crores and 

total borrowings including public deposits is at Rs.9 crores as at 31-03-04. Total borrowings 
including public deposits   during the accounting year     ended     31-03-05    has touched 
Rs.12 crores in month of June 04, whereas for the year ended 31-03-05 is likely to be less than 
Rs.10 crores. 

 
(d) Low Turnover Ltd., a listed company has turnover for the year  ended  31-03-04 of  Rs.10 

crores and has nil borrowings. For the year ended 31-03-05, the turnover is expected to be 
Rs.12 crores and total borrowings to be of Rs.1 crore. 

 
(e) S (P) Ltd., a 20 year old company, became a subsidiary of H Ltd., a listed company during 31-

03-05 due to acquisition of 60% holding by H Ltd. on 28-02-05. S (P) Ltd.’s turnover is less than 
Rs.50 crores as well as total borrowings less than Rs.10 crores for both the years ending 31-
03-04 and 31-03-05. 

 
☞  AS 28, is applicable to Level I enterprises with effect from 01-04-04, Level II enterprises with 

effect from 01-04-2006 and to Level III enterprises with effect from 01-04-2008. In light of 
above, applicability of AS 28 to various enterprises will be as under: 

 

(a) As per sub-para (vi) to Level I, AS 28, is applicable to all commercial, industrial and 
business reporting enterprises, whose turnover for the immediately preceding 
accounting  period on the basis of audited financial statements exceeds Rs.50 crores.   
As   A  Ltd.’s     turnover for year ended 31-03-04 do not exceed Rs.50 crores and as it 
does not meet the requirement of any other sub clauses as listed in Level I, AS 28 will 
be applicable to A Ltd. not from 01-04-04, but from 01-04-05. The reason being for the 
year ending 31-03-2006, A Ltd.’s turnover for the immediately preceding accounting 
period i.e. 31-03-05 exceeds the threshold limit of Rs.50 crores. 

 
 (b) Though, the total income of Q (P) Ltd. for year ended 31-03-04 was in excess of Rs.50 

crore, AS 28 will not be applicable to Q (P) Ltd. with effect from 01-04-04, as turnover 
will not include “other income”. As profit on sale of long term investments will fall in 
category of “other income”, the same shall be excluded in ascertaining the turnover for 
year ended 31-03-04. AS 28, will be applicable to Q (P) Ltd. with effect from 01-04-05. 

 
 



 (c) As per sub-para (vii) to Level I, all commercial, industrial and business reporting 
enterprises having borrowings including public deposits, in excess of Rs.10 crore at any 
time during the accounting period, AS 28 will be applicable with effect from 01-04-04. 
Though Z Ltd.’s turnover is less than Rs.50 crores, but its borrowings at any time during 
the accounting year exceeded Rs.10 crores, AS 28 will be applicable to Z Ltd. with 
effect from 01-04-2004. 

 
(d) Since Low Turnover Ltd. is a listed enterprise, sub-para (i) to Level I is applicable. 

Accordingly, Low turnover Ltd. will have to apply AS 28 with effect from 01-04-2004, 
even though its turnover or borrowings is well within the prescribed limits. 

 
(e) Since H Ltd. is a listed company, AS 28 will apply to H Ltd. with effect from 01-04-2004. 

As S (P) Ltd. became subsidiary of H Ltd. during the accounting year ending 31-03-
2005, sub-para (viii) to  Level I is   applicable to S (P) Ltd. AS 28 will be applicable to S 
(P) Ltd. with effect from 01-04-2004, even though turnover or borrowings is less than the 
prescribed limits. 
 
Conversely, if S (P) Ltd. ceases to  be  a   subsidiary  of    H   Ltd. before 31-03-05, AS 
28 should not be applicable to S (P) Ltd. Even though the words used are at any time 
during accounting period, interpretation should be done for the year ended status i.e. as 
at year end and not during the year for limited purpose of ascertaining the applicability 
of AS 28 to holding and subsidiary companies.  

  
Issue 2 : 
 
To which assets, AS 28 does not apply ? 

☞  AS 28 is not applicable to the following assets, because existing Accounting Standards 
applicable to these assets contain specific requirements for recognizing and measuring the 
impairment related to these assets :  

 

(a)  Inventories (AS 2 Valuation of Inventories), 
 

(b) Assets arising from construction contracts (AS 7 Accounting for construction contracts) 
 

(c) Financial assets, including investments that are included in the scope of AS 13 
Accounting for Investments, and 

 

(d)  Deferred tax assets (AS 22, Accounting for Taxes on Income). 
 
Issue 3 : 
 

Is Ultrasound Ltd., a listed company required to carry out impairment test as at 31-03-2005 and every 
subsequent balance sheet in respect of its assets ?  

☞  As per AS 28, it is only when an indication exists that an asset may be impaired, the enterprise 
should estimate the recoverable amount of the asset. Thus, Ultrasound Ltd. should carryout 
impairment test only if indication exists of any impairment. Accounting Standard, further 
illustrates both external and internal sources of information of such existence.  
 
A External Sources 

 

 (a) Asset’s market value has declined significantly more than would be expected as a result 
of the passage of time or normal use.  For example, if the market value of a building is 
known to have declined by more than would have been expected, the decline may 
indicate that building is impaired. Such a decline may relate to an individual asset, all 
assets of a similar type or all assets in a particular location. 

 

(b) Significant changes in the technological, market, economic or legal environment in 
which the enterprise operates or in the market to which an asset is dedicated. For 
example, the development of new technology may reduce the demand for existing 
technology with the result that assets used for the old technology are impaired. 
Similarly, when new regulations prohibit the sale of a particular product, the plant and 
equipment used to produce that product may be impaired. The removal of trade barriers, 
such as tariffs or quotas may indicate that assets are impaired in a country, which has 
benefited from the protection previously afforded by the barriers.   



(c) Increase in market interest rates or other market rates of return on investments may 
affect the discount rate used in calculating an asset’s value in use and so decrease the 
asset’s recoverable amount materially. An increase in interest rates affects the 
recoverable amount of all assets for which value in use is critical to the determination of 
recoverable amount. However, an entity is not required to make a formal estimate of an 
asset’s recoverable amount when : 
 
(i) an increase in market rates does not affect the discount rate used in calculating 

the asset’s value in use, for example, increase in short-term interest rates may 
not have a material effect on the discount rate used for an asset that has a long 
remaining useful life. 

or 
 

(ii) the increase in market rates affects the discount rate but previous sensibility 
analysis shows that it is unlikely that there will be a material decrease in 
recoverable amount  or  that any decrease will result in a material impairment 
loss. 

 
(d) If the carrying amount of the net assets of the entity is more than the market 

capitalisation of the entity. The market capitalisation is the market’s estimate of the 
present value of the future cash flows from the entity. A decline in market capitalisation 
may indicate that interest rates have increased or cash flows have decreased. 

 
B Internal Sources 
 
(a) Evidence is available of obsolescence or physical damage of an asset. For example, the 

fact that an item of equipment is no longer in use may indicate that the item is impaired. 
Similarly, the fact that management thinks it is unprofitable to repair damaged 
equipment may indicate that the equipment is impaired. 

 
(b) Significant changes in the extent to which or manner in which, an asset is used or is 

expected to be used and which are expected to have an adverse effect on the entity. 
For example, an entity may plan to discontinue or restructure a particular operation. The 
discontinuance or restructuring may result in a decline in the recoverable amount of 
some or all the assets within the operation and so indicate that the assets may be 
impaired. 

 
(c) Entity’s internal reporting may indicate that the economic performance of an asset is or 

will be, worse than expected. For example,  
 

(i) the cost of acquiring an item of equipment may be significantly higher than 
originally budgeted – had the high cost been known before the capital 
investment decision was made, the equipment may not have been acquired or    

 

 (ii) actual net cash flows or operating profit from an item of equipment may be 
significantly worse than those budgeted-again, had this information been known 
earlier, the equipment might not have been acquired. 

  
Issue 4 : 
 

Is it usually necessary to determine both net selling price and value in use? 

☞  It is usually unnecessary to determine both net selling price and value in use. If either one is 
greater than carrying amount, the asset is not impaired and the second amount need not be 
determined. It is necessary to estimate both amounts only when the first amount to be 
estimated is below carrying amount e.g. an asset cannot be impaired if the entity could sell it 
for more than its carrying amount, in such a case, the entity need not estimate the assets value 
in use. Similarly, if an entity knows that the present value of estimated future cash flows 
expected to arise from continuing use of an asset exceed the assets carrying amount, the 
asset is not impaired and the entity need not estimate the assets net selling price – this is the 
case for example when the entity knows that it continues to use the asset profitably throughout 
its useful life. 

 



Issue 5 : 
 
What are the issues one should keep in mind while dealing with and working out the values under “Net 
Selling Price” and “Value in use”? 

☞  There are various terminologies as well as phrases used both in “Net Selling Price” and “ Value 
in use”, which should be understood in working out values under respective headings. 
 

Net Selling Price is the amount obtainable from the sale of the asset in an arm’s length 
transaction between knowledgeable, willing parties, less the cost of disposal. The issues 
involved here are enumerated hereunder : 
 
(a) The best evidence of the amount obtainable from the sale of an asset is the price for 

that asset in a binding sale agreement in an arm’s length transaction. When such an 
agreement exists recoverable amount is invariably net selling price as the asset is 
presumably held for disposal. 

 
(b) If there is no binding sale agreement for the asset but the asset is traded in an active 

market, the best evidence of the amount obtainable from the sale is the asset’s market 
price. The appropriate market price is usually the current bid price. An active market is 
market where all the following conditions exist: 

 

(i) The items traded within the market are homogenous. 
 

(ii) Willing buyers and sellers can normally be found at any time and 
 

(iii) Prices are available to the public. 
 

(c) If there is no binding sale agreement or no active market for an asset, the amount 
obtainable from the sale of an asset is estimated by reference to recent transactions for 
similar assets within the same industry. If there have been no recent transactions for 
similar assets in the same industry, or the entity cannot determine net selling price for 
other reasons, the recoverable amount is the asset’s value in use. 

 

(d) Costs of disposal are deducted in determining net selling price. Such costs include legal 
costs, stamp duty and similar transaction taxes, cost of removing the asset, and direct 
incremental cost to bring an asset into condition for its sale. 

 

(e) The cost of disposal do not include dismantling and similar cost which have been 
recognized as a liability in accordance with AS 29, Provisions, contingent liabilities and 
contingent Assets, and added to the cost of the asset. The inclusion of such costs in the 
cost of disposal would result in this being double counted. However, it may be simpler to 
include the dismantling costs in the costs of disposal and compare the resulting net 
selling price with the carrying amount of the asset less the carrying amount of the 
provision for the dismantling costs. 

 

(f) Employee termination benefits and cost associated with reducing or reorganizing a 
business following the disposal of an asset are not included in the cost of disposal. 

 

Value in use is the present value of estimated future cash flows expected to arise from 
continuing use of an asset and from its disposal at the end of its useful life. Some important 
issues to be kept in consideration at the time of working out value in use are: 

 

(a)  Projections of cash inflows and outflows should be: 
 
(i) Based on reasonable and supportable assumptions that represent 

managements best estimate of the set of economic conditions which will exist 
over the remaining useful life of the asset, 

 
(ii) Based on the most recent financial budgets or forecasts which have been 

approved by management and 
 
 (iii) Cover a maximum period of five years, unless a longer period can be justified. 
 



(b) Projections of cash inflows and outflows beyond the period covered by the most recent 
budgets and forecasts should be estimated by 

 

(i) Extrapolating  the  projections for  the  period covered by these budgets and 
forecasts. 

 

(ii) Using either a steady or declining growth rate unless an increasing rate can be 
justified and 

 
(iii) Using a growth rate which does not exceed the long – term average growth rate 

for the products, industries or country or countries in which the entity operates, 
or for the market in which the asset is used, unless a higher rate can be justified. 

 
(c) Future cash flows include the effects of general inflation only if the discount rate 

includes the effect of price increases due to general inflation. It the discount rate 
excludes the effect of such price increases, future cash flows are estimated in real 
terms, that is they exclude the effect of general inflation but they do include the effects 
of future specific price increases or decreases. 

 
(d) Future cash flows exclude: 

 

(i) Cash inflows or outflows from financing activities because the time value of 
money is considered by discounting the estimated future cash flows and 

 

(ii) Income taxes since the discount rate is determined on the pre-tax basis and the 
tax effects of any impairment loss are dealt with in accordance with AS 22. 

 
(e) Future cash flows do not include:   

(i) Cash outflows which relate to obligations, which have already been recognized 
as liabilities for example payables, pensions or provisions. 

 
(ii) Cash inflows from assets that generate cash inflows from continuing use that are 

largely independent on the cash inflows from the asset under review, for 
example financial assets such as receivables. 

 

(f) Future cash flows should not include future inflows or outflows, which are expected to 
arise from a future restructuring to which an entity is not yet committed. Similarly 
estimates of future cash flows do not include cash flows arising from future capital 
expenditure, which will improve or enhance the asset in excess of its originally assessed 
standard of performance and the related future benefits from this expenditure. 

 

(g) The discount rate is estimated from the interest rate implicit in current market 
transactions for similar assets or from the weighted average cost of capital of a listed 
entity which has a single asset (or a portfolio of assets) similar in terms of service 
potential and risks to the asset under review. When an asset specific rate is not directly 
available from the market, an entity may estimate the discount rate by taking into 
account.    

(i) The entity’s weighted average cost of capital determined using techniques such 
as the capital assets pricing model, 

 
(ii) The entity’s incremental borrowing rate and 
 
(iii) Other market borrowing rates. 

 
(h) The discount rate is independent of the entity’s capital structure and the way in which 

the entity financed the acquisition of the asset because future cash flow expected to 
arise from the asset do not depend on the way in which its purchase was financed. 

 
 
 
 
 
 



Issue 6 : 
 
Give some instances or guiding factors when to ascertain/determine the recoverable amount of an 
individual asset or cash generating unit? 

☞  It is often not possible to estimate the recoverable amount of an individual asset when 
 

(a) The asset’s value in use is not close to its net selling price and 
 

(b) The asset does not generate cash inflows from continuing use that are largely 
independent of those from other assets. 

 
Alternatively, recoverable amount is determined for the cash-generating unit to which the asset 
belongs, unless either : (a) the asset’s Net Selling    Price    is   higher   than   its carrying 
amount or (b) the asset’s value in use can be estimated to be close to its net selling price and 
net selling price can be determined. 

 
For example, it is often not possible to estimate the recoverable amount of: 

 

(a) Individual items of equipment used in conjunction with other items in a factory, refinery 
or other process. 

 
(b) Individual aircrafts, ships or vehicles in a fleet when each item in the fleet is used 

interchangeably and its value in use is expected to be higher than its net selling price. 
 
(c) Corporate assets and goodwill which do not generate, directly any cash inflows but 

which are used in conjunction with other assets which do generate cash flows and 
 
(d) Other assets which do not generate, directly any cash inflows   but  which  are  used  in 

conjunction  with   other   assets which do generate cash flows - a free after sales 
service facility or a free inter -terminal railway service at an airport are examples. 

 
In such cases, instead of determining the recoverable amount of the individual asset, the entity 
should determine the recoverable amount of the cash generating unit to which the asset 
belongs. 
 
A cash generating unit is the smallest identification group of assets that generate cash inflows 
from continuing use that are largely independent of the cash inflows from others assets or 
group of assets. The smallest identifiable group of assets might be: 

 
(a) Those items of equipment used for a particular product. 
 

(b) A group of wells in a single oil field.  
 

(c) A fleet of aircraft or the fleet of aircraft based at a particular airport. 
 

(d) That part of the entity’s operations to which goodwill is attributed. 
 

(e) That part of the entity’s operations which makes exclusive use of corporate assets. 
 

(f) All the passenger facilities at single airport, which includes the free, inter-terminal 
railway service. 

 
In identifying whether cash inflows from a group of assets are largely independent of the cash 
inflows from other assets or group of assets, an entity considers various factors including : 

 

(a) How management monitors the entity’s operations (such as by-product lines, 
businesses, individual locations, districts or regional areas or in some other way) and  

 
(b) How management makes decisions   about    continuing   or disposing of the entity’s 

assets and operations. 
 
If an active market exists for the output produced by an asset or a group of assets, the asset or 
group of assets should be identified as a cash-generating unit, even if some of or all of the 
output is used internally. 

 
 
 
 



Issue 7 : 
 
Satyam Soya Ltd., has Soya crushing facility as well as has set-up a state of the art refinery for oil 
refining. Satyam Soya Ltd. purchases Soya beans from market and produces soya meal and oil from 
its crushing. Soya meal is sold in the market, whereas oil is further refined and sold in tins. However, 
due to tax structure, use of alternate oil as well as heavy imports, the refinery is not operating at 
optimum levels and incurring losses. Unrefined Soya Oil is easily saleable  in  market. Internal  transfer 
to refinery is at cost. Satyam Soya Ltd., a listed company for the year ending 31st March, 2005, is 
uncertain as to whether impairment test should be carried out and if so, for which unit ? 
 

☞  According to AS 28, if an active market exists for the output produced by an asset or a group of 
assets, this asset or group of assets should be identified as a separate cash generating unit, 
even if some or all of the output is used internally. If this is the case, management’s best 
estimate of future market prices for the output should be used: 

 

(a) in determining the value in use of this cash-generating unit, when estimating the future 
cash inflows that relate to the internal use of the output and  

 
(b) in determining the value in use of other cash-generating units of the reporting 

enterprise, when estimating    the     future     cash outflows that relate to the internal use 
of the output. 

 

 Thus, Satyam Soya Ltd. will have two cash generating units, one will be the Soya crushing 
facility, which will comprise of Soya meal and Crude Oil and other will be the refinery. Further, 
in ascertaining the profitability of these two cash generating units, the transfer price of crude oil 
should be taken at market price and not at cost. Thus, based on budgets / forecasts, Satyam 
Soya Ltd.  should  work  out   the recoverable amount of the cash generating unit i.e. refinery. If 
carrying amount is more than recoverable amount, impairment loss should be recognised.  

 
Issue 8 : 
 
Tasty Biscuits Ltd., a Rs.100 crore turnover company has four Biscuit plants in India, whereas the atta 
unit is in Punjab. The atta that is manufactured at Punjab plant is unique, since Atta is made of various 
combinations of different grains, which has no ready active market. Thus, the entire atta is 
manufactured for biscuit plants only. Biscuits are manufactured in   different flavours and varieties, 
which are sold as well as exported to neighbouring countries. Tasty Biscuits Ltd. would like to ascertain 
what are the cash generating units, i.e. whether atta and Biscuits can be considered as one or two 
cash generating units ? 
 

 

☞  Here, it can be seen that the recoverable amount of each plant cannot be assessed 
independently from the recoverable amount of the other plants because  

 

(a) the entire Atta Plant’s production is used internally and can not be sold in active market. 
So, cash inflow of atta plant depends on demand for biscuits products. Therefore, Atta 
Plant cannot be considered to generate cash inflows that are largely independent from 
those of Biscuits and  

 
(b) the      plants      are     managed together. As a consequence, it is likely that Atta and 

biscuits together is the smallest group of assets that generates cash inflows from 
continuing use that are largely independent. 

 
Issue 9 : 
 
Super Spinning Ltd., is in manufacture of textile spinning yarn; Due to earthquake, the boiler room of 
the company, was damaged, resulting in physical damage to the boiler. The boiler is still working but 
not to its desired rated capacity. The net selling price of the boiler is less than the carrying amount.  
The  boiler as such does not generate independent cash inflows from continuing use. The smallest 
identifiable group of assets that include the boiler and generates cash inflows from continuing use that 
are largely independent of the cash inflows from other assets is the spinning unit to which the boiler 
belongs. The recoverable amount of the spinning unit taken as a whole is not impaired. What treatment 
Super Spinning Ltd. should give if,  
 
 
 
 



(a) Super Spinning Ltd. decides to continue using the boiler 
 

(b) Super Spinning Ltd. decides to replace the boiler and sell it in near future. 
 

☞  When Super Spinning Ltd. decides to use the boiler, the recoverable amount of the machine 
alone cannot be estimated since the machine’s value in use; 

 

(a) may differ from its net selling price and 
 

(b) can be determined only for the cash generating unit to which the boiler belongs i.e. 
spinning unit. 

 

(a) The spinning unit is not impaired, therefore no impairment loss is recognised for the 
boiler. Nevertheless, Super Spinning Ltd. may need to reassess the depreciation period 
or the depreciation method for the boiler. Perhaps, a shorter depreciation period or a 
faster depreciation method is required to reflect the expected remaining useful  life  of  
the machine or the pattern on which economic benefits are consumed by the enterprise. 

 

(b) In this case, the boiler’s value in use can be estimated to be close to its net selling price. 
Therefore, the recoverable amount of the machine can be determined and no 
consideration is given to the cash-generating unit to which the boiler belongs i.e. the 
spinning unit. Since the boiler’s net selling price is less than its carrying amount, an 
impairment loss is recognised for the boiler. 

 
Issue 10 : 
 
Laksh Ltd. a listed company has carrying amount of Rs.2000 lakhs. The recoverable amount 
thereagainst comes   to  Rs.1400  lakhs,  resulting into impairment loss of Rs.600 lakhs. The tax rate is 
35% and the carrying amount for tax purpose is Rs.1600 lakhs. For tax purposes, impairment losses 
are not allowable as deduction. How will the effect of impairment loss be made ? 
 

(a) If, impairment loss is for the period prior to 01-04-04 ? 
 

(b) Impairment loss has occurred during the year ending 31-03-05? 

☞  The impairment loss comes to Rs.600 lakhs (Rs.2000 less Rs.1400). Tax effect of the timing 
difference at 35% comes to Rs.210 lakhs. 

 

In accordance with AS 22, Accounting   for   taxes   on   Income, Laksh Ltd. shall recognise the 
deferred tax asset subject to the consideration of prudence as set out in AS 22. 

 

(a) If impairment loss is arising for period prior to 01-04-04, than as per the transitional 
provisions, the impairment loss should be adjusted against opening balance of revenue 
reserve. Thus, Rs.600 lakhs should be deducted from the opening revenue reserves. 
Further, as deferred tax asset of Rs.210 lakhs is also required to be created, the net 
deduction from opening revenue reserves should be Rs.390 lakhs and not Rs.600   
lakhs.   That  is  to  say, credit of Rs.210 lakhs should not be taken to profit and loss 
account, but be accounted along with the treatment given to impairment loss. 

 
 (Though AS 22 is silent as to such treatment and as per AS 22, it is only during 

transitional provisions revenue reserve should be operated, there are divergent 
treatment given by corporates for accounting Deferred tax arising on impairment of 
assets. AS 28 also speaks of transitional provisions wherein impairment loss is to be 
adjusted against revenue reserves. It is in fitness of things (more so on principles of 
matching concept) that Deferred tax arising out of impairment loss should also be taken 
along therewith and adjusted against revenue reserve, though this may not be in strict 
conformity with AS 22. However, the ICAI, New Delhi is expected to come out with 
clarification in this matter). 

 
(b) If, impairment loss has occurred during the year 04-05, than, impairment loss of Rs.600 

lakhs will be recognised in statement of profit and loss. Further, deferred   tax   asset   
of  Rs.210   lakhs (35% of Rs.600 lakhs) will be credited to statement of profit and 
loss. Further, existing deferred tax liability of Rs.140 lakhs (Rs.2000 lakhs less Rs.1600 
lakhs) will be reversed.  

  

 Thus, the net credit available in profit and loss statement on account of deferred 
tax asset will come to Rs.70 lakhs (Rs.210 lakhs less Rs.140 lakhs). 

 



Issue 11 : 
 
Fair Glow Pharma Ltd. has two cash-generating units, a headquarter and a research center. Due to 
highly technical nature of business, Fair Glow Pharma Ltd. conducts impairment tests of each cash-
generating unit. The relative carrying amounts of the cash-generating units are a reasonable indication 
of the proportion of the headquarter building devoted to each cash-generating unit. The carrying 
amount of the research center cannot be allocated on a reasonable basis to the individual cash-
generating units. Fair Glow Pharma Ltd., is worried as to how should the impairment loss, if any be 
carried out ? 

☞  As per AS 28, in testing a cash-generating unit for impairment, an enterprise should identify all 
the corporate assets that relate to the cash-generating unit under review. For each identified 
corporate asset, the enterprise should then apply. 

 

(a) If the carrying amount of the corporate asset can be allocated on a reasonable and 
consistent basis    to   the   cash-generating  unit under review, an enterprise should 
apply the “bottom-up” test only and  

 
(b)  If the carrying amount of the corporate asset cannot be allocated on a reasonable and 

consistent basis to the cash-generating unit under review, an enterprise should apply 
both the ‘bottom-up’ and ‘top-down’ tests. 

 

Thus, in case of Fair Glow Pharma Ltd., the carrying amount of the headquarter building is allocated to 
the carrying amount of each individual cash-generating unit. Then, the “bottom-up’ test will be applied, 
which requires calculation of the recoverable amount of each individual cash-generating unit and 
comparing with the carrying amount of each individual cash-generating unit which will also include, 
allocated cost of the headquarter building. 
 

Thus, if recoverable amount of each cash-generating unit is less than the carrying amount there 
against (which will also include allocated headquarter cost) than only impairment loss is provided for 
each cash-generating unit. 
 

In accordance with the “top-down” test, since the research center could not be allocated on a 
reasonable and consistent basis to two cash-generating units, Fair Glow Pharma Ltd. will compare the 
carrying amount of the smallest cash-generating unit to which the carrying amount of the research 
center can be allocated i.e. Fair Glow Pharma Ltd. as whole to its recoverable amount.  
 
Thus, if the total recoverable amount of both cash cash-generating unit is more than the carrying cost 
(that will also include Research Centre) after bottom-up test than no loss for additional impairment is 
provided in financial statements.  
 
Issue 12 : 
 

Saregama Music Ltd. acquired an asset at the beginning of 2001 at a cost of Rs. 10 lakhs. The asset is 
expected to have a residual value of nil and a useful life of eight years. The straight line method of 
depreciation is used and accordingly asset is depreciated over the useful life of the asset. At the end of 
2004, there are indicators that the asset’s carrying amount has been impaired. The value in use of the 
asset is a negative amount of Rs.2 lakhs, because  the  cash  outflows from the use of the asset will 
exceed the cash inflows. The asset’s net selling price is also negative because Saregama Music Ltd. 
would have to incur substantial disposal cost. What should be the impairment loss provided in books of 
the company? 

☞  Saregama Music Ltd. acquired the asset in 2001 at Rs. 10 lakhs, and the estimated life is eight 
years, the carrying amount at the end of 2004, working out depreciation on straight line method 
comes as under: 

 

2001 Cost 10.00 Lakhs
2001 Depreciation 1.25 Lakhs
31-12-01 Carrying Amount 8.75 Lakhs
2002 Depreciation 1.25 Lakhs
31-12-02 Carrying Amount 7.50 Lakhs
2003 Depreciation 1.25 Lakhs
31-12-03 Carrying Amount 6.25 Lakhs
2004 Depreciation 1.25 Lakhs
31-12-04 Carrying Amount 5.00 Lakhs

 



As per AS 28, the carrying amount of an asset should not be reduced below the highest of: 
 

(a) Its net selling price (if determinable) 
 

(b) Its value in use (if determinable) and 
 

(c) Zero 
 

In case of Saregama Music Ltd., the asset’s net selling price is negative, and the value in use is 
negative. Hence, the carrying amount should be restricted to zero or in other words impairment loss is 
restricted to Rs. 5 Lakhs, unless the negative amount qualifies for recognition as a provision in 
accordance with AS 29. 
 
Issue 13 : 
 
Mukta Films Ltd. acquired an asset at the beginning of 2001 at a cost of Rs.10 Lakhs. The asset is 
expected to have a residual value of nil and a useful life of eight years. The straight-line method of 
depreciation is used i.e. Asset is written off over the life of asset over eight years. However, at the end 
of 2004, there are indications that the asset’s carrying amount has been impaired. Mukta Films Ltd. 
estimates that the recoverable amount of the asset is now only Rs. 2 Lakhs and that asset will be used 
for further two years only. What should be the depreciation provided by Mukta Films Ltd. in future 
periods?   

☞  The carrying amount of the asset, the impairment loss required to be made and the 
depreciation to be provided in subsequent years by Mukta Films is worked out as under: 

 

2001 Cost 10.00 Lakhs
2001 Depreciation 1.25 Lakhs
31-12-01 Carrying Amount 8.75 Lakhs
2002 Depreciation 1.25 Lakhs
31-12-02 Carrying Amount 7.50 Lakhs
2003 Depreciation 1.25 Lakhs
31-12-03 Carrying Amount 6.25 Lakhs
2004 Depreciation 1.25 Lakhs
 Impairment write down 3.00 Lakhs
31-12-04 Carrying Amount 2.00 Lakhs
2005 Depreciation 1.00 Lakhs
31-12-05 Carrying Amount 1.00 Lakhs
2006 Depreciation 1.00 Lakhs
31-12-06 Carrying Amount NIL. 

 

Thus, Mukta Films Ltd. after recognition of impairment loss of Rs.3 Lakhs will have to provide 
depreciation on the asset’s revised carrying amount less its residual value (if any) on a 
systematic basis over its remaining useful life. In no case, retrospective adjustments are made 
since the change is a change in the estimate of the assets carrying amount and is therefore 
dealt with in accordance with AS 5. 

 
Issue 14 : 
 
10 years  ago,  Biocon  Ltd.,  a   listed company bought its headquarters building for Rs.20 crores. 
Since, then, the real estate market has collapsed and the building’s market value as at balance sheet 
date of 31/03/05 is estimated at Rs.10 crores. Disposal cost of the building would be negligible. The 
building’s carrying amount at the balance sheet date is Rs.15 crores and its remaining useful life is 30 
years. The building meets all the enterprise’s expectations and it is likely that these expectations will be 
met in for the foreseeable future. Biocon Ltd., has no plans to move from its current head quarters. 
Whether Biocon Ltd. is required to provide impairment loss of Rs.5 crores at the balance sheet date?  
 

☞  As per AS 28, recoverable amount is determined for an individual asset, unless the asset does 
not generate cash inflows from continuing use that are largely independent of those from other 
assets or group of assets. 

 

The value in use of the building cannot be determined because the building does not generate 
independent cash inflows. Therefore, Biocon Ltd. will assess the recoverable amount of the 
building’s cash generating unit, that is the enterprise as a whole. And if that calculation is 
greater than the net asset  value, the building’s cash generating unit is not impaired and hence 
no impairment is required to be carried out for the building. 

 



Issue 15 : 
 
In 2000, Vinayak Enterprises Ltd., acquired another business, which operates a chain of restaurants. 
The acquisition resulted in the recognition of Rs.15 crores as Goodwill, which is being amorised over 
10 years. 
 

By the end of 2004, it was clear that the restaurants were not producing the cash flows and operating 
profit which had been expected at the date of acquisition or in subsequent budgets and forecasts. 
Vinayak Enterpirses Ltd., treats each restaurant as a cash generating unit. How will the company 
identity the recoverable amount and the impairment loss for restaurant and goodwill that has arisen on 
acquisition ? 
 

☞  Vinayak Enterprise Ltd., is required to estimate the recoverable amount of the assets of the 
restaurants, including the goodwill arising on this acquisition. 
 
The company will not be in a position to allocate the goodwill on a reasonable and consistent 
basis to each individual restaurant. 
 
Firstly, Vinayak will estimate the recoverable amount of the assets of each restaurant and will 
compare the resulting amount with the carrying amount of those assets. This “bottom up” test 
checks for any impairment in the assets of the restaurant but it provides no information about 
the impairment of the goodwill arising on the acquisition. 

 
Vinayak Enterprise decides that the smallest cash garneting unit which includes the individual 
restaurants and the goodwill is the chain of the restaurants. This is the “ larger cash generating 
unit”.  Therefore, the entity estimates the recoverable amount of the assets of the larger cash 
generating unit and compares the resulting amount with the carrying amount of the assets of all 
the restaurants and the goodwill. This “Top down” test checks for any impairments in the 
goodwill (and, possibly, any corporate assets associated with the chain of restaurants) but it is 
insufficient on its own to check for the impairment of the assets of the individual restaurant. 

  

FROM PUBLISHED ACCOUNTS, DISCLOSURES RELATING TO  
AS 28 : IMPAIRMENT OF ASSETS 

 
NOVARTIS INDIA LTD. – (31-03-2004) 
 
From Notes to Accounts : 
 
In pursuance of Accounting Standard 28 – Impairment of Assets (AS 28) issued by the Institute of 
Chartered Accountants of India, the company has reviewed the future earnings of its cash generating 
units. Based on such review, the company has accounted for the impairment loss on the assets of its 
Rifampicin plant at Mahad in Generics segment. This business has been facing several challenges for 
some time mainly due to surplus capacities, cheaper imports and falling domestic prices. The carrying 
amount of the said assets exceeds the recoverable amount which is the net selling price of the said 
assets. The net selling price has been determined on the basis of valuation carried out in January 2004 
by an independent valuer.  
 
The impairment loss of Rs.654,899(000) has been adjusted against opening General Reserve in 
accordance with the Transitional Provisions of AS 28. The deferred tax credit of Rs.232,703(000) 
arising on account of the impairment loss, has been credited to the Profit and Loss Account. 
Depreciation is adjusted with effect from 1st January 2004 to allocate the assets’ revised carrying 
amount after the recognition of impairment loss on a systematic basis over the remaining useful life. 
Consequent to such adjustment, the depreciation charge for the year is lower by Rs.23,328(000) with 
corresponding impact on the profit for the year. 

 



From Significant Accounting Policies : 
 
Fixed Assets : 
 
Fixed assets are stated at cost of acquisition, including any attributable cost for bringing the asset to its 
working condition for its intended use, less accumulated depreciation and impairment loss. 
 

Depreciation on Buildings and Plant and Machinery at the company’s factory premises is provided on 
Straight Line Method. Depreciation on other fixed assets is provided on Written Down Method. 
Depreciation on additions to / deductions from fixed assets is provided pro rata to the period of use. 
The application rates are as specified in Schedule XIV of the Act. However, Plant and Machinery at the 
company’s factory premises, Computers and Vehicles are depreciated over the useful life of seven / 
ten years, three years and five years respectively, as estimated by the management. Depreciation is 
adjusted in subsequent periods to allocate the asset’s revised carrying amount after the recognition of 
an impairment loss on a systematic basis over its remaining useful life. 
 
Trademarks are amortised over the useful life of five years, as estimated by the management. 
Leasehold Land is amortised over the period of lease. 
 
Impairment loss is provided to the extent the carrying amount of assets exceeds their recoverable 
amount. Recoverable amount is the higher of an asset’s net selling price and its value in use. Value in 
use is the present value of estimated future cash flows expected to arise from the continuing use of an 
asset and from its disposal at the end of its useful life. Net selling price is the amount obtainable from 
the sale of an asset in an arm’s length transaction between knowledgeable, willing parties, less the 
costs of disposal. 
 
 
 
ESAB INDIA LTD. – (31-12-2003) 
 
From Notes to Accounts : 
 
As a matter of prudent accounting practice, the Company has adopted Accounting Standard 28: 
Impairment of Assets. An Impairment loss of Rs.10.00 million has been recognised in relation to the 
Company’s Equipment Division (a cash-generating unit and a primary reportable segment) on the 
basis of the present value of future expected cash flows and the net book value of the assets.  
 
As per the transitional provisions of the Accounting Standard, the impairment loss has been adjusted 
against the General Reserve. The deferred tax credit of Rs.3.59 million arising on account of the 
impairment loss has been credited to General Reserve (Schedule B). Fixed assets are recognised net 
of the impairment loss with respect to the Equipment Division. 
 
The Equipment Division’s operations have resulted in losses in the past several years. In 
management’s opinion, the carrying value of the net assets employed in the Equipment business 
exceeds the present value of the future estimated cash flows. Lowering of import tariffs has further 
exposed the Division to competition from imports. However, sale of equipment remains an important 
part of the Company’s business, complementing the sale of consumbles. 
 
The class of assets to which the impairment loss is recognised is mentioned in Schedule E. A 14% p.a. 
discounting rate was used in the calculation of impairment loss. 
 
From Auditors’ Report : 
 

In accordance with the transitional provisions of Accounting Standard 28 – Impairment of Assets, the 
Company has accounted for an impairment loss of Rs.10.0 million relating to its Equipment business 
by way of an adjustment from the opening balance of General Reserve. However, the deferred tax 
credit of Rs.3.588 million arising on account of impairment loss has also been adjusted to General 
Reserve which is not in accordance with Accounting Standard 22 – Accounting for Taxes on Income, 
which provides for recognition of such credit to revenue reserves only on the first occasion that the 
taxes on income are accounted by an entity in accordance with that Standard. Consequently, profit for 
the year is understated by Rs.3.588 million and general reserve is overstated by an equivalent amount 
(refer Note 18 of Schedule R) 
 



Subject to our remarks in (f) ……. 
 
NESTLE INDIA LTD. (31-12-2004) 
 
From Notes to the Accounts : 
 

1. a) During the year ended December 31, 2004, the Company has impaired certain fixed assets and 
the resultant loss (Gross – Rs.104,642 thousands, net of deferred taxes – Rs.66,351 
thousands) has been charged to the profit and loss account. These losses include ; 

 
- Rs.49,706 thousands relating to certain assets being used in a part of the beverages 

business which is under performing due to depressed consumer off-take. 
 

- Rs.34,977 thousands relating to certain assets of the milk business due to 
discontinuation of certain projects. 

 

- Rs.19,959 thousands to plant and machinery and buildings due to projects abandoned 
and products discontinued.  

 
1. b) During the year ended December 31, 2004, the Company has reversed certain impairment 

losses recognised in earlier years and resultant gain (Gross Rs.81,336 thousands, net of 
deferred taxes – Rs.51,573 thousands) has been credited in the profit and loss account. These 
reversals include; 

 
- Rs.50,735 thousands relating to certain assets being used in a part of the beverages 

business, due to revival of sales in a buoyant export market. 
 

- Rs.30,601 thousands relating to certain assets, which have been put to use after due 
modification in the manufacture of culinary products. 

 
From Significant Accounting Policies  
 
Impairment of Fixed Assets 
 
Consideration is given at each balance sheet date to determine whether there is any indication of 
impairment of the carrying amount of the Company’s fixed assets. If any indication exists, an asset’s 
recoverable amount is estimated. An impairment loss is recognized whenever the carrying amount of 
an asset exceeds its recoverable amount. The recoverable amount is the greater of the net selling 
price and value in use. In assessing value in use, the estimated future cash flows are discounted to 
their present value based on an appropriate discount factor. 
 
Reversal of impairment losses recognised in prior years is recorded when there is an indication that the 
impairment losses recognised for the asset no longer exist or have decreased. However, the increase 
in carrying amount of an asset due to reversal of an impairment loss is recognised to the extent it does 
not exceed the carrying amount that would have been determined (net of depreciation) had no 
impairment loss been recognised for the asset in prior years 

 
Summary of AS 28 

 

AS 28 addresses mainly accounting for impairment of goodwill and other assets. AS 28 should not be 
applied to inventories (AS 2); assets arising from construction contracts (AS 7); financial assets 
including Investments (AS 13) and Deferred tax Assets (AS 22). The Standard includes, indication for 
identifying an impairment of an asset, measuring its recoverable amount, recognising or reversing any 
resulting impairment loss, and disclosing information on impairment losses or reversals of impairment 
losses.  
 
AS 28 prescribes how an enterprise should test its assets for impairment, that is:  
 

• the procedures that an enterprise should apply to ensure that its assets are not overstated in 
the financial statements;  

 

• how an enterprise should assess the amount to be recovered from an asset (the "recoverable 
amount"); and  

 

• when an enterprise should account for an impairment loss identified by this assessment.  
 
 
 



Fundamental Requirement of AS 28 
 
An impairment loss should be recognised whenever the recoverable amount of an asset is less than its 
carrying amount (sometimes called "book value");  
 
Other Requirements of AS 28 
 

• impairment is measured by comparing the carrying value of the fixed asset or income 
generating unit with its recoverable amount. The recoverable amount of an asset is the higher 
of its net selling price and its value in use.  

 

• net selling price is the amount obtainable from the sale of an asset in an arm’s length 
transaction between knowledgeable willing parties, less the costs of disposal;  

 

• value in use is the amount obtainable from the use of an asset until the end of its useful life and 
from its subsequent disposal. Value in use is calculated as the present value of estimated 
future cash flows. The discount rate should be a pre-tax rate that reflects current market 
assessments of the time value of money and the risks specific to the asset;  

 

• an impairment loss should be recognised as an expense in the income statement for assets 
carried at cost and treated as a revaluation decrease for assets carried at revalued amount;  

 

• an impairment loss should be reversed (and income recognised) when there has been a 
change in the estimates used to determine an asset’s recoverable amount since the last 
impairment loss was recognised;  

 

• the recoverable amount of an asset should be estimated whenever there is an indication that 
the asset may be impaired. AS 28 includes a list of indicators of impairment to be considered at 
each balance sheet date. In some cases, the Accounting Standard applicable to an asset may 
include requirements for additional reviews;  

 

• in determining value in use, an enterprise should use: 
 

(a) cash flow projections based on reasonable and supportable assumptions that reflect the 
asset in its current condition and represent management’s best estimate of the set of 
economic conditions that will exist over the remaining useful life of the asset. Estimates 
of future cash flows should include all estimated future cash inflows and cash outflows 
except for cash flows from financing activities and income tax receipts and payments; 
and 

 

(b) a pre-tax discount rate that reflects current market assessments of the time value of 
money and the risks specific to the asset. The discount rate should not reflect risks for 
which the future cash flows have been adjusted;  

 

• if an asset does not generate cash inflows that are largely independent from the cash inflows 
from other assets, an enterprise should determine the recoverable amount of the cash-
generating unit to which the asset belongs. 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 group of assets. Principles for recognising and reversing impairment 
losses for a cash-generating unit are the same as those for an individual asset. The concept of 
cash-generating units will often be used in testing assets for impairment because, in many 
cases, assets work together rather than in isolation. AS 28 includes guidance and examples on 
how to identify the cash-generating unit to which an asset belongs and further requirements on 
how to measure an impairment loss for a cash-generating unit and to allocate this loss between 
the assets of the unit;  

 

• an impairment loss recognised in prior years should be reversed if, and only if, there has been 
a change in the estimates used to determine recoverable amount since the last impairment loss 
was recognised. However, an impairment loss should only be reversed to the extent the 
reversal does not increase the carrying amount of the asset above the carrying amount that 
would have been determined for the asset (net of amortisation or depreciation) had no 
impairment loss been recognised. An impairment loss for goodwill should only be reversed if 
the specific external event that caused the recognition of the impairment loss reverses. A 
reversal of an impairment loss should be recognised as income in the income statement for 
assets carried at cost and treated as a revaluation increase for assets carried at revalued 
amount;  

 

• when impairment losses are recognised or reversed an enterprise should disclose certain 
information by class of assets and by reportable segments. Further disclosure is required if 
impairment losses recognised or reversed are material to the financial statements of the 
reporting enterprise as a whole; 

 
 
 
 



 
 

The Impairment Chart 
 

 
 
           No 
 
 
      Yes 
 
 
 
 
 
 
 
 
 
          No 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Impairment Condition 
Exists No Impairment Review

Identify asset / cash  
generating-unit  

Determine Net Recoverable amount Greater of

Carrying value > net
Recoverable amount

No 
impairment 
provision 

Net Selling 
price  

Value in use 
 

Yes 
Determined by Determined by 

Impairment provision = 
Carrying value 
- Net recoverable amount 
 

Follow-up with 
Annual impairment 
review   

If impaired
follow above
procedure. 

Binding
Sale 

Active 
Market

Best  
Estimate 

Cash
Flow

Discount
Rate 

Determine net 
recoverable amount 

Recoverable amount >
carrying amount  

Yes 

Reverse upto impairment 
loss earlier provided 


