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INTRODUCTION 

 Long-lived tangible and intangible assets (which include property, plant 

and equipment as well as development costs, various intellectual property 

intangibles and goodwill) hold the promise of providing economic benefits 

to an entity for a period greater than that covered by the current year’s 

financial statements 
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INTRODUCTION 

 Accordingly, these assets must be capitalised rather than immediately 

expensed, and their costs must be allocated over the expected periods of 

benefit for the reporting entity. 
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INTRODUCTION 

 IFRS for long-lived assets address matters such as the determination of the 

amounts at which to initially record the acquisitions of such assets, the 

amounts at which to present these assets at subsequent reporting dates 

and the appropriate method(s) by which to allocate the assets’ costs to 

future periods.  

 

 Under current IFRS, the standard allows for a choice between historical cost 

and revaluation of long-lived assets. 
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INTRODUCTION 

 Sources of IFRS 

IFRS 5, 8 IAS 16, 36, 37 IFRIC 1, 17, 18 
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DEFINITIONS OF TERMS 

 Accumulated depreciation. The total of all prior year deductions for 

depreciation taken to write off the value of a fixed asset over its estimated 

useful life. The accumulated depreciation account is a contra asset 

account, which reduces the value of property, plant and equipment in the 

statement of financial position. 

 

 Asset held for sale. A non-current asset or a group of assets (disposal group) 
to be disposed of in a single transaction, together with directly associated 

liabilities. Assets classified as held-for-sale are not subject to depreciation 

and are carried at the lower of carrying amount and fair value less costs to 

sell. Separate classification of “assets and liabilities held for sale” in the 

statement of financial position is required. 
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DEFINITIONS OF TERMS 

 Bearer plant. This is a living plant which has all of the following 

characteristics; it is used to supply or produce agricultural products, it will 

provide output for a period greater than one year and for which the 

possibility of it being sold as agricultural produce is remote. 

 

 Carrying amount (book value). The value reported for an asset or liability in 
the statement of financial position. Carrying amount of property, plant and 

equipment is the amount at which an asset is recognised after deducting 

any accumulated depreciation and accumulated impairment losses. 

Carrying amount is often different from market value because depreciation 

is a cost allocation rather than a means of valuation. 
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DEFINITIONS OF TERMS 

 Cash-generating unit. The smallest identifiable group of assets that 

generates cash inflows from continuing use that are largely independent of 

the cash inflows associated with other assets or groups of assets; used for 

impairment testing purposes. 

 Commercial substance. The ability to change an entity’s future cash flows; 

used in determining the accounting for certain non-monetary exchanges. 

 Component depreciation. The systematic allocation of the cost of each 
part of an item of property, plant and equipment when this cost is 

significant in relation to the total cost of the item. An entity should allocate 

the amount initially recognised as an item of property, plant and 

equipment to its significant parts and depreciate separately each such 

part. 
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DEFINITIONS OF TERMS 

 Component of an entity. Operations and cash flows that can be clearly 

distinguished, operationally and for financial reporting purposes, from the 

rest of the entity. 

 Corporate assets. Assets, excluding goodwill, that contribute to future cash 

flows of both the cash-generating unit under review for impairment as well 

as other cash-generating units of the entity. 

 Cost. Amount of cash or cash equivalent paid or the fair value of the other 
consideration given to acquire an asset at the time of its acquisition or 

construction or, where applicable, the amount attributed to that asset 

when initially recognised in accordance with the specific requirements of 

other IFRS Standards (e.g., IFRS 2, Share-Based Payment). 
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DEFINITIONS OF TERMS 

 Costs of disposal. The incremental costs directly associated with the disposal of 
an asset; these do not include financing costs or related income tax effects (IAS 
36). 

 Costs to sell. The incremental costs directly attributed to a disposal of an asset 
(or disposal group), excluding finance costs and income tax expense (IFRS 5). 

 Current asset. An asset should be classified as a current asset when it satisfies 
any one of the following: 

1. It is expected to be realised in, or is held for sale or consumption in, the normal 
operating course of the entity’s operating cycle; 

2. It is held primarily for trading purposes; 

3. It is expected to be realised within 12 months after the reporting period; or 

4. It is cash or a cash equivalent (as defined in IAS 7) that is not restricted in its use. 
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DEFINITIONS OF TERMS 

 Decommissioning costs. The costs of dismantling an asset and restoring the land 
on which it was situated, and any other affected assets to their previous state. 

 Depreciable amount. Cost of an asset or the other amount that has been 

substituted for cost, less the residual value of the asset. 

 Depreciation. The process of allocating the depreciable amount (cost less 
residual value) of an asset over the expected useful life of the asset. This process 
reduces the carrying amount of an asset as a result of wear and tear, age or 

obsolescence, and recognises depreciation expense in profit or loss. Similar to 
amortisation, depreciation is a method of measuring the “consumption” of the 
carrying amount of long-term assets. It is not intended to be a valuation 
process. The amount allocated to depreciation expense is based on one of 
several accounting depreciation methods (IAS 16, IAS 36). 
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DEFINITIONS OF TERMS 

 Depreciation method. A method of allocating the depreciable amount of an 
asset on a systematic basis over its useful life. IAS 16 states that the depreciation 
method should reflect the pattern in which the asset’s future economic benefits 
are expected to be consumed by the entity, and that appropriateness of the 
method should be reviewed at least annually in case there has been a change 
in the expected pattern. Beyond that, the standard leaves the choice of 
method to the entity, even though it does cite the following methods: straight-
line, diminishing balance and units of production methods. 

 Discontinued operation. A component of an entity that either has been 
disposed of or is classified as held-for-sale and satisfies any one of the following: 

1. It is a separate major line of business or geographical area of operations; 

2. It is part of a single coordinated plan to dispose of a separate major line of business or 
geographical area of operations; or 

3. It is a subsidiary acquired exclusively with a view to resale. 
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DEFINITIONS OF TERMS 

 Disposal group. A group of assets (and liabilities associated with those 

assets) to be disposed of, by sale or otherwise, together as a group in a 

single transaction. Goodwill acquired in a business combination is included 

in the disposal group if this group is a cashgenerating unit to which goodwill 

has been allocated in accordance with IAS 36 or if it is an operation within 

such a cash-generating unit. 

 Exchange. Reciprocal transfer between an entity and another entity that 

results in the acquisition of assets or services, or the satisfaction of liabilities, 

through a transfer of other assets, services, or other obligations. 
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DEFINITIONS OF TERMS 

 Fair value. The price that would be received to sell an asset or paid to 

transfer a liability in an orderly transaction between market participants at 

the measurement date (see Chapter 25). 

 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. 

 Firm purchase commitment. An agreement with an unrelated party, 
binding on both parties and usually legally enforceable, that (1) specifies all 

important terms, including the price and timing of the transactions, and (2) 

includes a disincentive for non-performance (sufficiently large) making 

performance highly probable. 
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DEFINITIONS OF TERMS 

 Highly probable. Significantly more likely than probable. 

 Impairment loss. The excess of the carrying amount of an asset or a cash-
generating unit over its recoverable amount. 

 Impairment test. Recoverability test, comparing the carrying amount of an asset 
in the statement of financial position to its recoverable amount to ensure that 
no asset is carried at more than its fair value. In general, impairment occurs 
when a company can no longer generate sufficient future cash inflows to 

recover the value of an asset. 

 Intangible assets. Identifiable non-monetary assets, without physical substance. 

 Monetary assets. Money held and assets to be received in fixed or determinable 
amounts of money. Examples are cash, accounts receivable and notes 

receivable. 
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DEFINITIONS OF TERMS 

 Non-current asset. An asset not meeting the definition of a current asset. 

 Non-monetary assets. Assets other than monetary assets. Examples are 

inventories; investments in equity instruments; and property, plant and 

equipment. 

 Non-monetary transactions. Exchanges and non-reciprocal transfers that 
involve little or no monetary assets or liabilities. 

 Non-reciprocal transfer. Transfer of assets or services in one direction, either 

from an entity to its owners or another entity, or from owners or another 

entity to the entity. An entity’s reacquisition of its outstanding stock is a non-

reciprocal transfer. 
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DEFINITIONS OF TERMS 

 Probable. More likely than not. 

 Property, plant and equipment. Tangible assets that are expected to be 

used during more than one period, and that are held for use in the process 

of producing goods or services for sale, or for rental to others, or for 

administrative purposes; also referred to as fixed assets. 
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DEFINITIONS OF TERMS 

 Provision. A liability established to recognise a probable outflow of 

resources, whose timing or value is uncertain, where the reporting entity has 

a present obligation arising out of a past event. 

 Qualifying asset. An asset that necessarily requires a substantial period of 

time to get ready for its intended use or sale. (See Chapter 10.) 

 Recoverable amount. The greater of an asset’s fair value less costs to sell or 
its value in use. 

 Residual value. Estimated amount that an entity would currently obtain 

from disposal of the asset, net of estimated costs of disposal, if the asset 

were already of the age and in the condition expected at the end of its 

useful life. 
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DEFINITIONS OF TERMS 

 Similar productive assets. Productive assets that are of the same general 

type, that perform the same function or that are employed in the same line 

of business. 

 Useful life. Period over which an asset is expected to be available for use by 

an entity, or the number of production or similar units expected to be 

obtained from the asset by an entity. 

 Value in use. The present value of estimated future cash flows expected to 
be realised from the continuing use of an asset and from its disposal at the 

end of its useful life. 
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RECOGNITION AND MEASUREMENT 

 Property, Plant and Equipment 

Property, plant and equipment (also variously referred to as plant assets, fixed 

tangible assets, fixed assets or PPE) is the term most often used to denote 

tangible assets to be used in the production or supply of goods or services, for 

rental to others or for administrative purposes and that will benefit the entity 

during more than one accounting period. 
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RECOGNITION AND MEASUREMENT 

 Property, Plant and Equipment 

 

Property, plant and equipment does not include biological assets, other than 

bearer plants, related to agricultural activity and mineral rights and mineral 

reserves (which subject matter is covered in Chapters 31 and 32, respectively). 
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RECOGNITION AND MEASUREMENT 

 Property, Plant and Equipment 

 

An item of property, plant and equipment should be recognised as an asset 

only if two conditions are met: 

 (1) it is probable that future economic benefits associated with this item will 

flow to the entity, and 

 (2) the cost of this item can be determined reliably. 
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RECOGNITION AND MEASUREMENT 

 Property, Plant and Equipment 

 

Spare parts and servicing equipment are usually carried as inventory and 

expensed as consumed. 
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RECOGNITION AND MEASUREMENT 

 Property, Plant and Equipment 

There are four concerns to be addressed in accounting for long-lived assets: 

 

1. The amount at which the assets should be recorded initially on acquisition; 

2. How value changes subsequent to acquisition should be reflected in the financial 

statements, including questions of both value increases and possible decreases due 

to impairments; 

3. The rate at which the assets recorded value should be allocated as an expense to 

future periods; and 

4. The recording of the ultimate disposal of the assets. 
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RECOGNITION AND MEASUREMENT 

 Initial measurement 

All costs required to bring an asset into working condition should be recorded 

as part of the cost of the asset. Elements of such costs include: 

 

1. Its purchase price, including legal and brokerage fees, import duties and 

nonrefundable purchase taxes, after deducting trade discounts and rebates; 

2. Any directly attributable costs incurred to bring the asset to the location and 

operating condition as expected by management, including the costs of site 

preparation, delivery and handling, installation, set-up and testing; and 

3. Estimated costs of dismantling and removing the item and restoring the site. 
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RECOGNITION AND MEASUREMENT 

 Initial measurement 

 

IAS 16 aims to draw a distinction between the costs of getting the asset to the 

state in which it is in a condition to be exploited (which are to be included in 

the asset’s carrying amount) and costs associated with the start-up operations, 
such as staff training, downtime between completion of the asset and the start 

of its exploitation, losses incurred through running at below normal capacity, 

etc., which are considered to be operating expenses. 
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RECOGNITION AND MEASUREMENT 

 Initial measurement 

 

IAS 16 distinguishes the situation described in the preceding paragraph from 

other situations where incidental operations unrelated to the asset may occur 

before or during the construction or development activities.  

Mohammed ALASHI 

29 



RECOGNITION AND MEASUREMENT 

 Initial measurement 

 

For example, it notes that income may be earned through using a building site 

as a car parking lot until construction begins. Because incidental operations 

such as this are not necessary to bring the asset to the location and working 

condition necessary for it to be capable of operating in the manner intended 

by management, the income and related expenses of incidental operations 

are to be recognised in current earnings, and included in their respective 

classifications of income and expense in profit or loss. These are not to be 

presented net, as in the earlier example of machine testing costs and sample 

sales revenues. 
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RECOGNITION AND MEASUREMENT 

 Initial measurement 

 

Administrative costs, as well as other types of overhead costs, are not normally 

allocated to fixed asset acquisitions, despite the fact that some costs, such as 

the salaries of the personnel who evaluate assets for proposed acquisitions, 

are in fact incurred as part of the acquisition process. As a general principle, 

administrative costs are expensed in the period incurred, based on the 

perception that these costs are fixed and would not be avoided in the 

absence of asset acquisitions. 

Mohammed ALASHI 

31 



RECOGNITION AND MEASUREMENT 

 Initial measurement 

 

if an asset is purchased on deferred payment terms, the interest cost, whether 
made explicit or imputed, is not part of the cost of the asset. Accordingly, such 

costs must be expensed currently as interest charges. If the purchase price for 

the asset incorporates a deferred payment scheme, only the cash equivalent 

price should be capitalised as the initial carrying amount of the asset. 
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RECOGNITION AND MEASUREMENT 

 Decommissioning cost included in initial measurement 

 

The elements of cost to be incorporated in the initial recognition of an asset 

are to include the estimated costs of its eventual dismantlement 

(“decommissioning costs”). 
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RECOGNITION AND MEASUREMENT 

 Decommissioning cost included in initial measurement 

 

These stipulate that a provision is to be recognised only when (1) the reporting 

entity has a present obligation, whether legal or constructive, as a result of a 

past event; (2) it is probable that an outflow of resources embodying 

economic benefits will be required to settle the obligation; and (3) a reliable 

estimate can be made of the amount of the obligation. 
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RECOGNITION AND MEASUREMENT 

 Changes in decommissioning costs 

 

IFRIC 1 addresses the accounting treatment to be followed where a provision 

for reinstatement and dismantling costs has been created when an asset was 

acquired. The Interpretation requires that where estimates of future costs are 

revised, these should be applied prospectively only, and there is no 

adjustment to past years’ depreciation. IFRIC 1 is addressed in Chapter 18 of 

this publication. 
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RECOGNITION AND MEASUREMENT 

 Initial recognition of self-constructed assets 

 

Essentially the same principles that have been established for recognition of 

the cost of purchased assets also apply to self-constructed assets. Bearer 

plants, which from January 1, 2016 are included in the scope of IAS 16, are 

accounted for in the same manner as self-constructed assets until the point 

where they are capable of being used in the manner intended by the entity. 
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RECOGNITION AND MEASUREMENT 

 Initial recognition of self-constructed assets 

 

All costs that must be incurred to complete the construction of the asset can 

be added to the amount to be recognised initially, subject only to the 

constraint that if these costs exceed the recoverable amount (as discussed 

fully later in this chapter), the excess must be expensed as an impairment loss. 
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RECOGNITION AND MEASUREMENT 

 Initial recognition of self-constructed assets 

 

The standard specifies that “abnormal amounts” of wasted material, labour or 

other resources may not be added to the cost of the asset. Self-constructed 

assets should include, in addition to the range of costs discussed earlier, the 

cost of borrowed funds used during the period of construction. Capitalisation 

of borrowing costs, as set forth by IAS 23, is discussed in Chapter 10. 
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RECOGNITION AND MEASUREMENT 

 Exchanges of assets 

 

IAS 16 discusses the accounting to be applied to those situations in which 

assets are exchanged for other similar or dissimilar assets, with or without the 

additional consideration of monetary assets. This topic is addressed later in this 

chapter under the heading “Nonmonetary (Exchange) Transactions.” 
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RECOGNITION AND MEASUREMENT 

 Costs incurred subsequent to purchase or self-construction 

 

Costs that are incurred subsequent to the purchase or construction of the 

long-lived asset, such as those for repairs, maintenance or betterments, may 

involve an adjustment to the carrying amount, or may be expensed, 

depending on the precise facts and circumstances. 
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RECOGNITION AND MEASUREMENT 

 Costs incurred subsequent to purchase or self-construction 

 

To qualify for capitalisation, the costs must meet the recognition criteria of an 

asset. For example, modifications to the asset made to extend its useful life 

(measured either in years or in units of potential production) or to increase its 

capacity (e.g., as measured by units of output per hour) would be capitalised. 
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RECOGNITION AND MEASUREMENT 

 Costs incurred subsequent to purchase or self-construction 

 

It can usually be assumed that ordinary maintenance and repair expenditures 

will occur on a ratable basis over the life of the asset and should be charged 

to expenses as incurred. 
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RECOGNITION AND MEASUREMENT 

 Depreciation of property, plant and equipment 

 

The costs of property, plant and equipment are allocated through 

depreciation to the periods that will have benefited from the use of the asset. 

Whatever method of depreciation is chosen, it must result in the systematic 

and rational allocation of the depreciable amount of the asset (initial cost less 

residual value) over the asset’s expected useful life. 
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RECOGNITION AND MEASUREMENT 

 Depreciation of property, plant and equipment 

 

The method of depreciation is based on whether the useful life is determined 

as a function of time or as a function of actual physical usage. 
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RECOGNITION AND MEASUREMENT 

 Depreciation of property, plant and equipment 

 

IAS 16 states that, although land normally has an unlimited useful life and is not 

to be depreciated, where the cost of the land includes estimated 

dismantlement or restoration costs, these are to be depreciated over the 

period of benefits obtained by incurring those costs. In some cases, the land 

itself may have a limited useful life, in which case it is to be depreciated in a 

manner that reflects the benefits to be derived from it. 

Mohammed ALASHI 

45 



RECOGNITION AND MEASUREMENT 

 Depreciation of property, plant and equipment 

 

Again, it is not physical life, but useful life, that should govern. Compound 

assets, such as buildings containing such disparate components as heating 

plant, roofs and other structural elements, are most commonly recorded in 

several separate accounts to facilitate the process of depreciating the 

different elements over varying periods. Thus, a heating plant may have an 

expected useful life of 20 years, the roof a life of 15 years and the basic 

structure itself a life of 40 years. Maintaining separate ledger accounts eases 

the calculation of periodic depreciation in such situations, although for 

financial reporting purposes a greater degree of aggregation is usual. 
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RECOGNITION AND MEASUREMENT 

 Depreciation of property, plant and equipment 

 

IAS 16 states that the depreciation method should reflect the pattern in which 

the asset’s future economic benefits are expected to be consumed by the 

entity, and that appropriateness of the method should be reviewed at least 

annually in case there has been a change in the expected pattern. 
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RECOGNITION AND MEASUREMENT 

 Depreciation of property, plant and equipment 

 

IAS 16 was amended effective January 1, 2016 to confirm that depreciation 

methods based on revenues that are generated by activities including the use 

of an asset are not appropriate, as revenue generally reflects factors other 

than the consumption of the economic benefits inherent within an asset. 
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RECOGNITION AND MEASUREMENT 

 Depreciation Methods Based on Time 

1. Straight-line—Depreciation expense is incurred evenly over the life of the 

asset. The periodic charge for depreciation is given as: 
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RECOGNITION AND MEASUREMENT 

 Depreciation Methods Based on Time 

 

Accelerated methods—Depreciation expense is higher in the early years of 

the asset’s useful life and lower in the later years. IAS 16 only mentions one 

accelerated method, the diminishing balance method, but other methods 

have been employed in various national GAAP under earlier or contemporary 

accounting standards. 

Mohammed ALASHI 

50 



RECOGNITION AND MEASUREMENT 

 Depreciation Methods Based on Time 
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RECOGNITION AND MEASUREMENT 
 Depreciation Methods Based on Time 
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RECOGNITION AND MEASUREMENT 

 Partial-year depreciation 

Although IAS 16 is silent on the matter, when an asset is either acquired or 

disposed of during the year, the full year depreciation calculation should be 

prorated between the accounting periods involved. This is necessary to 

achieve proper matching. However, if individual assets in a relatively 

homogeneous group are regularly acquired and disposed of, 

 one of several conventions can be adopted, as follows: 

1. Record a full year’s depreciation in the year of acquisition and none in the 

year of disposal. 

2. Record one-half year’s depreciation in the year of acquisition and one-half 

year’s depreciation in the year of disposal. 

Mohammed ALASHI 

53 



RECOGNITION AND MEASUREMENT 

 Depreciation method based on actual physical use—units of production 

method 

 

Depreciation may also be based on the number of units produced by the 

asset in a given year. IAS 16 identifies this as the units of production method, 

but it is also known as the sum of the units approach. It is best suited to those 

assets, such as machinery, that have an expected life that is most rationally 

defined in terms of productive output; in periods of reduced production (such 

as economic recession) the machinery is used less, thus extending the number 

of years it is likely to remain in service.  
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RECOGNITION AND MEASUREMENT 

 Depreciation method based on actual physical use—units of production 

method 

 

This method has the merit that the annual depreciation expense fluctuates 

with the contribution made by the asset each year. Furthermore, if the 

depreciation finds its way into the cost of finished goods, the unit cost in 

periods of reduced production would be exaggerated and could even 

exceed net realisable value unless the units of production approach to 

depreciation was taken. 
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RECOGNITION AND MEASUREMENT 

 Depreciation method based on actual physical use—units of production 

method 
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RECOGNITION AND MEASUREMENT 

 Residual value 

 

Under IAS 16, residual value is defined as the estimated amount that an entity 

would currently obtain from disposal of the asset, after deducting the 

estimated costs of disposal, if the asset were already of the age and in the 

condition expected at the end of its useful life. 
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RECOGNITION AND MEASUREMENT 

 Residual value 

 

The residual value is, like all aspects of the depreciation method, subject to at 

least annual review. 
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RECOGNITION AND MEASUREMENT 

 Residual value 

This is accomplished by using data on realisable values for similar assets, 

ending their respective useful lives at the time of the revaluation, after having 

been used for purposes similar to the asset being valued. 

 

Again, no consideration can be paid to anticipated inflation, and expected 

future values are not to be discounted to present values to give recognition to 

the time value of money. 

Mohammed ALASHI 

59 



RECOGNITION AND MEASUREMENT 

 Useful lives 

 

Useful life is affected by such things as the entity’s practices regarding repairs 

and maintenance of its assets, as well as the pace of technological change 

and the market demand for goods produced and sold by the entity using the 

assets as productive inputs. 
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RECOGNITION AND MEASUREMENT 

 Tax methods 

The methods of computing depreciation discussed in the foregoing sections 

relate only to financial reporting under IFRS. Tax laws in the different nations of 

the world vary widely in terms of the acceptability of depreciation methods, 

and it is not possible to address all these. 

 

However, to the extent that depreciation allowable for income tax reporting 

purposes differs from that required or permitted for financial statement 

purposes, deferred income taxes would have to be computed. 
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RECOGNITION AND MEASUREMENT 

 Leasehold improvements 

 

However, the right to use a leasehold improvement expires when the related 

lease expires, irrespective of whether the improvement has any remaining 

useful life. Thus, the appropriate useful life for a leasehold improvement is the 

lesser of the useful life of the improvement or the term of the underlying lease. 
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RECOGNITION AND MEASUREMENT 

 Revaluation of Property, Plant and Equipment 

 

IAS 16 provides for two acceptable alternative approaches to accounting for 

long lived tangible assets. The first of these is the historical cost method, under 

which acquisition or construction cost is used for initial recognition, subject to 

depreciation over the expected useful life and to possible write-down in the 

event of a permanent impairment in value.  
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RECOGNITION AND MEASUREMENT 

 Revaluation of Property, Plant and Equipment 

 

In many jurisdictions this is the only method allowed by statute, but a number 

of jurisdictions, particularly those with significant rates of inflation, do permit 

either full or selective revaluation and IAS 16 acknowledges this by also 

allowing what it calls the “revaluation model.” 
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RECOGNITION AND MEASUREMENT 

 Revaluation of Property, Plant and Equipment 

 

Under the revaluation model, after initial recognition as an asset, an item of 

property, plant and equipment whose fair value can be measured reliably 

should be carried at a revalued amount, being its fair value at the date of the 

revaluation less any subsequent accumulated depreciation and subsequent 

accumulated impairment losses. 
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RECOGNITION AND MEASUREMENT 

 Revaluation of Property, Plant and Equipment 

 

Furthermore, if the depreciation charge to income is determined by reference 

to historical costs of assets acquired in much earlier periods, profits will be 

overstated, and will not reflect the cost of maintaining the entity’s asset base. 
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RECOGNITION AND MEASUREMENT 

 Revaluation of Property, Plant and Equipment 

 

Under the revaluation model the frequency of revaluations depends upon the 

changes in fair values of the items being revalued and, consequently, when 

the fair value of a revalued asset differs materially from its carrying amount, a 

further revaluation is required. 
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RECOGNITION AND MEASUREMENT 

 Fair value 

 

As the basis for the revaluation method, the standard stipulates that it is fair 

value (defined as the price that would be received to sell an asset or paid to 

transfer a liability in an orderly transaction between market participants at the 

measurement date) that is to be used in any such revaluations.  
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RECOGNITION AND MEASUREMENT 

 Fair value 

 

Furthermore, the standard requires that, once an entity undertakes 

revaluations, they must continue to be made with sufficient regularity that the 

carrying amounts in any subsequent statements of financial position are not 

materially at variance with the then-current fair values. 
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RECOGNITION AND MEASUREMENT 

 Fair value 

 

Fair value is usually determined by appraisers, using market-based evidence. 

Market values can also be used for machinery and equipment, but since such 

items often do not have readily determinable market values, particularly if 

intended for specialised applications, they may instead be valued at 

depreciated replacement cost. Fair value is determined in terms of IFRS 13, Fair 

Value Measurements. 
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RECOGNITION AND MEASUREMENT 
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RECOGNITION AND MEASUREMENT 

 Revaluation applied to all assets in the class 

 

IAS 16 requires that if any assets are revalued, all other assets in those 

groupings or categories must also be revalued. 
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RECOGNITION AND MEASUREMENT 

 Revaluation applied to all assets in the class 

 Revaluation adjustments 

 

In general, revaluation adjustments increasing an asset’s carrying amount are 

recognised in other comprehensive income and accumulated in equity as 

“revaluation surplus.” 
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RECOGNITION AND MEASUREMENT 

 Revaluation applied to all assets in the class 

 Revaluation adjustments 

 

Such an impairment loss on a revalued asset is first offset against the 

revaluation surplus for that asset, and only when that has been exhausted is it 

recognised in profit or loss. 

 

Revaluation adjustments decreasing an asset’s carrying amount, in general, 

are recognised in profit or loss. 
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RECOGNITION AND MEASUREMENT 

 Revaluation applied to all assets in the class 

 Revaluation adjustments 

 

In addition, revaluation surplus may be transferred directly to retained earnings 

when the asset is derecognised. This would involve transferring the whole of 

the surplus when the asset is retired or disposed of. 
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RECOGNITION AND MEASUREMENT 

 Revaluation applied to all assets in the class 

 Initial revaluation 

Under the revaluation model in IAS 16, at the date of initial revaluation of an 

item of property, plant and equipment, revaluation adjustments are 

accounted for as follows: 

1. Increases in an asset’s carrying amount are credited to other 

comprehensive income (gain on revaluation); and 

2. Decreases in an asset’s carrying amount are charged to profit or loss as this 

is deemed to be an impairment recognised on the related asset. 
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RECOGNITION AND MEASUREMENT 
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RECOGNITION AND MEASUREMENT 

 Revaluation applied to all assets in the class 

 Subsequent revaluation 

 

In accordance with IAS 16, in subsequent periods, revaluation adjustments are 
accounted for as follows: 

1. Increases in an asset’s carrying amount (upward revaluation) should be 
recognised as income in profit or loss to the extent of the amount of any previous 
impairment loss recognised, and any excess should be credited to equity through 
other comprehensive income; 

2. Decreases in an asset’s carrying amount (downward revaluation) should be 
charged to other comprehensive income to the extent of any previous revaluation 
surplus, and any excess should be debited to profit or loss as an impairment loss. 
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RECOGNITION AND MEASUREMENT 

 Revaluation applied to all assets in the class 

 Methods of adjusting accumulated depreciation at the date of revaluation 

When an item of property, plant and equipment is revalued, any 

accumulated depreciation at the date of the revaluation is treated in one of 

the following ways: 

1. Restate accumulated depreciation to reflect the difference between the 

change in the gross carrying amount of the asset and the revalued amount 

(so that the carrying amount of the asset after revaluation equals its revalued 

amount); or 

2. Eliminate the accumulated depreciation against the gross carrying amount 

of the asset.. 
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RECOGNITION AND MEASUREMENT 

 Revaluation applied to all assets in the class 

 Deferred tax effects of revaluations 

In the case of revaluation of assets, it may be that taxing authorities will not 

permit the higher revalued amounts to be depreciated for purposes of 

computing tax liabilities. Instead, only the actual cost incurred can be used to 

offset tax obligations. 

On the other hand, since revaluations reflect a holding gain, this gain would 

be taxable if realised. Accordingly, a deferred tax liability is still required to be 

recognised, even though it does not relate to temporary differences arising 

from periodic depreciation charges. 
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DERECOGNITION 

 

 

An entity should derecognise an item of property, plant and equipment (1) on 

disposal, or (2) when no future economic benefits are expected from its use or 

disposal. 
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DISCLOSURES 

 For each class of tangible asset, disclosure is required of: 

 

1. The measurement basis used (cost or revaluation approaches). 

2. The depreciation method(s) used. 

3. Useful lives or depreciation rates used. 

4. The gross carrying amounts and accumulated depreciation at the beginning and 
at the end of the period. 

5. A reconciliation of the carrying amount from the beginning to the end of the 
period, showing additions, disposals and/or assets included in disposal groups or 
classified as held-for-sale, acquisitions by means of business combinations, increases 
or decreases resulting from revaluations, reductions to recognised impairments, 
depreciation, the net effect of translation of foreign entities’ financial statements 
and any other material items. 
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DISCLOSURES 

 In addition, the financial statements should also disclose the following facts: 

1. Any restrictions on titles and any assets pledged as security for debt. 

2. The accounting policy regarding restoration costs for items of property, plant and 

equipment. 

3. The expenditures made for property, plant and equipment, including any 

construction in progress. 

4. The amount of outstanding commitments for property, plant and equipment 

acquisitions. 

5. The amount received fromany third parties as compensation for any impaired, lost 

or given-up asset. This is only applicable if the amount received was not separately 

disclosed in the statement of comprehensive income. 
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DISCLOSURES 

 Non-Monetary (Exchange) Transactions 

 

IAS 16 provides guidance on the accounting for non-monetary exchanges of 

tangible assets. It requires that the cost of an item of property, plant and 

equipment acquired in exchange for a similar asset is to be measured at fair 

value, provided that the transaction has commercial substance. The concept 

of a purely “book value” exchange, formerly employed, is now prohibited 

under most circumstances. 
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DISCLOSURES 

 Non-Monetary (Exchange) Transactions 

 

Commercial substance is defined as the event or transaction causing the cash 

flows of the entity to change. That is, if the expected cash flows after the 

exchange differ from what would have been expected without this occurring, 

the exchange has commercial substance and is to be accounted for at fair 

value. 
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DISCLOSURES 

 Non-Monetary (Exchange) Transactions 

 

If the transaction does not have commercial substance, or the fair value of 

neither the asset received nor the asset given up can be measured reliably, 

then the asset acquired is valued at the carrying amount of the asset given 

up. 
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DISCLOSURES 

 Non-reciprocal transfers 

 

The accounting for most non-reciprocal transfers should be based on the fair 

market value of the asset given (or received, if the fair value of the non-

monetary asset is both objectively measurable and would be clearly 

recognisable under IFRS). 
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DISCLOSURES 
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US GAAP COMPARISON 

 Initial measurement can differ for internally constructed assets. US GAAP 

permits only eligible interest to be capitalised, whereas IFRS includes other 

borrowing costs. 

 

 Only major upgrades to PPE are capitalised under US GAAP, whereas the 

replacement of a component under IFRS is characterised as accelerated 

depreciation and additional capital expenditures. Consequently, the 

classification of expenditures on the statement of cash flows can differ. 
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