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Introduction

JuventusJuventus Football Club Football Club SpASpA
• One of the most famous football clubs in Italy and adopted IFRS in 

Case

y p
preparing its financial statements

• Stated in its 2007 financial statements as follows:
− The capitalisation of the costs regarding the expansion, modernisation or 

improvement of structural elements owned or leased is made exclusively 
within the limits to which these meet the requirements to be classified 
separately as assets or part of an asset by applying “component 
approach” criterion.
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What is
Component Accounting?

Sourced from Intermediate Financial Reporting (2008) by Nelson Lam and Peter Lau
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Introduction

• One of the largest listed co. in China
− Its consolidated total assets are RMB 612 billion in 2006 but near

Case

Its consolidated total assets are RMB 612 billion in 2006 but near 
60% of its assets (RMB 364 billion) are property, plant and 
equipment.

• In 2005, Sinopec Corp. stated in its annual report as follows:
− With effect from 1 January 2005, IAS 16 requires an entity to

− determine cost, useful life and depreciation charge 
separately for each significant part of an item of 
property, plant and equipment, and 

g
Component 
Accounting
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− derecognise the carrying amount of a part of an item of 
property, plant and equipment if that part has been replaced.

− IAS 16 also requires an entity to include the costs of 
dismantlement, removal or restoration, the obligation for 
which an entity incurs as a consequence of installing the 
item in the cost of that item of property, plant and equipment.

?

?

Sourced from Intermediate Financial Reporting (2008) by Nelson Lam and Peter Lau

Introduction

• Property, plant and equipment (PPE) are often a significant 
item in the balance sheet of an entity,

• For example Sinopec Corp had over RMB 364 billion in PPE orFor example, Sinopec Corp. had over RMB 364 billion in PPE or 
near 60% of its consolidated total assets

• The depreciation and impairment of property, plant and 
equipment may also be significant in the income statement of 
an entity. 

• The determination of their initial recognised amount and 
subsequent measurement becomes the critical issues.

© 2005-09 Nelson Consulting Limited 4Sourced from Intermediate Financial Reporting (2008) by Nelson Lam and Peter Lau



3

Today’s Agenda

DefinitionDefinition 1 Objecti e and ScopeDefinitionDefinition

RecognitionRecognition

Meas rementMeas rement

1. Objective and Scope

2. Definitions

3. Recognition

4. Measurement At Recognition

5 Meas rement After Recognition
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MeasurementMeasurement

Presentation and DisclosurePresentation and Disclosure

5. Measurement After Recognition

6. Derecognition

7. Disclosure

Today’s Agenda

11 Objective and ScopeObjective and Scope1.1. Objective and ScopeObjective and Scope
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1. Objective and Scope

• The objective of IAS 16 is
– to prescribe the accounting treatment for 

property plant and equipment (PPE) Definitionsproperty, plant and equipment (PPE)
– so that users of the financial statements can 

discern information about an entity’s investment 
in its PPE and the changes in such investment.

• The principal issues in accounting for property, plant 
and equipment (PPE) are:
a) the recognition of the assets, Recognition

What are PPE?

© 2005-09 Nelson Consulting Limited 7

a) the recognition of the assets,
b) the determination of their carrying amounts and
c) the depreciation charges and impairment losses

to be recognised in relation to them.
Measurement

Recognition

1. Objective and Scope

• IAS 16 shall be applied in accounting for PPE
– except when another standard requires or permits a 

different accounting treatment.g

• IAS 16 does not apply to:
a) property, plant and equipment classified as held for sale in 

accordance with IFRS 5 Non-current Assets Held for Sale 
and Discontinued Operations;

b) biological assets related to agricultural activity (see IAS 41 
Agriculture);

) th iti d t f l ti d
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c) the recognition and measurement of exploration and 
evaluation assets (see IFRS 6 Exploration for and 
Evaluation of Mineral Resources); or

d) mineral rights and mineral reserves such as oil, natural gas 
and similar non-regenerative resources.

However, IAS 16 applies to PPE used to develop or 
maintain the assets described in (a) and (d).
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1. Objective and Scope

• Other IFRSs/IASs may require recognition of an 
item of PPE based on an approach different 
from that in IAS 16.
– For example, IAS 17 Leases requires an entity to 

evaluate its recognition of an item of leased PPE
on the basis of the transfer of risks and rewards.

– However, in such cases other aspects of the 
accounting treatment for these assets, including 
depreciation, are prescribed by IAS 16.
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1. Objective and Scope

• An entity shall apply IAS 16 to property that is 
being constructed or developed for future use as 
investment property but does not yet satisfy the p p y y y
definition of ‘investment property’ in IAS 40 
Investment Property.
– Once the construction or development is complete, 

the property becomes investment property and the 
entity is required to apply IAS 40.

– IAS 40 also applies to investment property that is 
being redeveloped for continued future use as 
investment property

© 2005-09 Nelson Consulting Limited 10

investment property.
– An entity using the cost model for investment 

property in accordance with IAS 40 shall use the 
cost model in IAS 16.
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• Building acquired under an 

1. Objective and Scope

What are PPE?  Are the following PPE?

IAS 17×

Example

operating lease
• Building acquired under 

finance leases 

IAS 17

• Freehold property used for 
rental purpose

• Investment property under
re-development 

√

×

×

IAS 40

IAS 40
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p
• Property held for a currently 

undetermined future use
• Leasehold land separated

from the leasehold building

×

×

IAS 40

IAS 17

Today’s Agenda

DefinitionDefinition 1 Objecti e and ScopeDefinitionDefinition 1. Objective and Scope

2.2. DefinitionsDefinitions
What are PPE?

© 2005-09 Nelson Consulting Limited 12
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2. Definitions

• Property, plant and equipment (PPE) are tangible items that:
a) are held for use in the production or supply of goods or services, 

for rental to others, or for administrative purposes; andfor rental to others, or for administrative purposes; and
b) are expected to be used during more than one period.

© 2005-09 Nelson Consulting Limited 13

2. Definitions

Cost • is the amount of cash or cash equivalents paid or the fair 
value of other consideration given to acquire an asset at 
the time of its acquisition or construction, orq ,

• where applicable, the amount attributed to that asset when 
initially recognised in accordance with the specific 
requirements of other IFRSs
e.g. IAS 39, IFRS 2

Residual 
value

• Discussed later

© 2005-09 Nelson Consulting Limited 14

value
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Today’s Agenda

Definition 1 Objecti e and ScopeDefinition

RecognitionRecognition

1. Objective and Scope

2. Definitions

3.3. RecognitionRecognition
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3. Recognition

• The cost of an item of PPE shall be recognised as an asset if, and only 
if:
a) it is probable that future economic benefits associated with the itema) it is probable that future economic benefits associated with the item 

will flow to the entity; and
b) the cost of the item can be measured reliably. 

• Major spare parts, servicing equipment, replacement and inspection 
can also be qualified as PPE.

Recognition CriteriaRecognition Criteria

• If the recognition criteria is met such cost is recognised; the carrying

© 2005-09 Nelson Consulting Limited 16

• If the recognition criteria is met, such cost is recognised; the carrying 
amount of the replaced parts or previous inspection is derecognised. 
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3. Recognition – Principle Updated

Recognition criteria 
(capitalisation) for Initial Cost Subsequent 

Expenditure

ImprovementImprovement is no is no 
longer a thresholdlonger a threshold

Improvement

Previous Criteria not 
the same

Now Same

• Probable that future 
economic benefit of 
the asset will flow to 
the enterprise

• Cost measured 
reliably

• Probable that future 
economic benefits in 
excess of the originally 
assessed standard of 
performance of the 
existing asset will flow 
to the entity 

• Probable that future economic benefit of the asset

© 2005-09 Nelson Consulting Limited 17

Now Same 
criteria

• Probable that future economic benefit of the asset 
will flow to the entity

• Cost measured reliably
Same criteria applied to both costs

Clearer approach on so-called
Component Accounting

Expenditure not fulfilling the recognition 
criteria 
– will be charged to income statement

4. Measurement at Recognition

• An item of PPE that qualifies for recognition as 
an asset shall be measured at its costcost.

CostCost
(as stated)

• the amount of cash or cash equivalents paid or 

• the fair value of 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 IFRSs

© 2005-09 Nelson Consulting Limited 18

e.g. IAS 39, IFRS 2
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4. Measurement at Recognition

• The costcost of an item of PPE comprises:
a) its purchase price, including import duties and 

non-refundable purchase taxes after deducting Purchase Pricenon-refundable purchase taxes, after deducting 
trade discounts and rebates;

b) any costs directly attributable to bringing the asset 
to the location and condition necessary for it to be 
capable of operating in the manner intended by 
management.

c) the initial estimate of the costs of dismantling
and removing the item and restoring the site
on which it is located the obligation for which

Directly 
Attributable Cost

Dismantling Cost

© 2005-09 Nelson Consulting Limited 19

on which it is located, the obligation for which
an entity incurs either
– when the item is acquired or
– as a consequence of having used the item 

during a particular period for purposes other 
than to produce inventories during that period.

4. Measurement at Recognition

• Are the following items directly attributable costs?
a) costs of employee benefits arising directly from the 

construction or acquisition of the item of PPE;

Example

construction or acquisition of the item of PPE;
b) costs of site preparation;
c) initial delivery and handling costs;
d) installation and assembly costs;
e) costs of testing whether the asset is functioning properly, after 

deducting the net proceeds from selling any items produced 
while bringing the asset to that location and condition (such as 
samples produced when testing equipment); and

© 2005-09 Nelson Consulting Limited 20

f) professional fees.

YesYes
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4. Measurement at Recognition

• Can the following items be the costs of an item of PPE?
a) costs of opening a new facility;
b) costs of introd cing a ne prod ct or ser ice (incl ding costs of

Example

b) costs of introducing a new product or service (including costs of 
advertising and promotional activities);

c) costs of conducting business in a new location or with a new 
class of customer (including costs of staff training); and

d) administration and other general overhead costs.

© 2005-09 Nelson Consulting Limited 21

NoNo

4. Measurement at Recognition

• Recognition of costs in the carrying amount of an item of property, plant 
and equipment ceases 
– when the item is in the location and condition necessary for it to be capablewhen the item is in the location and condition necessary for it to be capable 

of operating in the manner intended by management. 

• Therefore, costs incurred in using or redeploying an 
item are not included in the carrying amount of that 
item.  For example:
– Costs incurred while an item capable of operating in 

the manner intended by management has yet to be 
brought into use or is operated at less than full

© 2005-09 Nelson Consulting Limited 22

brought into use or is operated at less than full 
capacity;

– Initial operating losses, such as those incurred while 
demand for the item’s output builds up; and

– Costs of relocating or reorganizing part or all of an 
entity’s operations.

Not part of the 
cost of PPE
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4. Measurement at Recognition

• John and Sherman Engineering Inc. introduced a new production line. 
The expenditures incurred for this new line include:
1 $50 000 for the costs of employee in fixing the interior of the factory to suit

Example

1. $50,000 for the costs of employee in fixing the interior of the factory to suit 
for the production line,

2. $100,000 in preparing the factory site,
3. $5,000,000 in purchasing the machines for the line,
4. $60,000 in arranging the initial delivery, 
5. The installation and assembly costs of the machines of $55,000,
6. Costs of initial testing of $40,000,
7 Professional fees in assessing the function and installation of $20 000

© 2005-09 Nelson Consulting Limited 23

7. Professional fees in assessing the function and installation of $20,000,
8. Costs of grand opening the new line of $30,000,
9. Costs of introducing a new product manufactured by this new production 

line of $950,000, and
10.Administration and other general overhead costs in studying and following 

up the installation of $25,000.
Discuss and determine the cost of the new production line.

Sourced from Intermediate Financial Reporting (2008) by Nelson Lam and Peter Lau

4. Measurement at Recognition

• The cost of the new production line recognised as property, plant and 
equipment should be $5 325 000

AnswersAnswers

equipment should be $5,325,000.  
• The costs incurred not directly attribute to the acquisition and installation 

of the line to its intended use cannot be recognised.  
• Therefore, the following costs are not included:

– Costs of grand opening the new line of $30,000,
– Costs of introducing a new product manufactured by this new production 

line of $950,000, and
Administration and other general overhead costs in studying and following

© 2005-09 Nelson Consulting Limited 24

– Administration and other general overhead costs in studying and following 
up the installation of $25,000.

Sourced from Intermediate Financial Reporting (2008) by Nelson Lam and Peter Lau
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4. Measurement at Recognition
Case

A-Max Holding Limited (奧瑪仕控股有限公司)
(One of the shareholders of “Greek Mythology” in Macau)
– Notes to the financial statements for year ended 31.3.2006

• The cost of self-constructed items of property, plant and equipment 
includes 
– the cost of materials,

© 2005-09 Nelson Consulting Limited 25

– direct labour, 
– the initial estimate, where relevant, of the costs of dismantling and 

removing the items and restoring the site on which they are located, and 
– an appropriate proportion of production overheads and borrowing costs

4. Measurement at Recognition

• One of the largest listed co. in China
− Its consolidated total assets are RMB 612 billion in 2006 but near

Case

Its consolidated total assets are RMB 612 billion in 2006 but near 
60% of its assets (RMB 364 billion) are property, plant and 
equipment.

• In 2005, Sinopec Corp. stated in its annual report as follows:
− With effect from 1 January 2005, IAS 16 requires an entity to

− determine cost, useful life and depreciation charge 
separately for each significant part of an item of 
property, plant and equipment, and 

g
Component 
Accounting

© 2005-09 Nelson Consulting Limited 26

− derecognise the carrying amount of a part of an item of 
property, plant and equipment if that part has been replaced.

− IAS 16 also requires an entity to include the costs of 
dismantlement, removal or restoration, the obligation for 
which an entity incurs as a consequence of installing the 
item in the cost of that item of property, plant and equipment.

Elements of 
costs

Sourced from Intermediate Financial Reporting (2008) by Nelson Lam and Peter Lau
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4. Measurement at Recognition

• Entity A leased an office for a 
lease term of 5 years in 2005 and 
i d $500 000 illi i

The cost of the decoration:

Example

Cost of decoration: incurred $500,000 million in 
decorating the office.

• The lease requires Entity A to 
restore the office to its original 
status when the lease expires.

• Entity A estimates that the cost of 
restoration will be around $60,000 
at that time

$500,000

Initial estimate of restoring the 
site: 

Present value of $60 000

© 2005-09 Nelson Consulting Limited 27Sourced from Intermediate Financial Reporting (2008) by Nelson Lam and Peter Lau

at that time.
• Determine the cost of the 

decoration.

Present value of $60,000 

Assuming discount rate is 6%,
• PV of $60,000 is $ 44,835
• Total initial cost is $ 544,835

IFRIC Interpretation 1 Changes in 
Existing Decommissioning, Restoration 
and Similar Liabilities set out how to 
account for the change of this estimate

4. Measurement at Recognition

• Entity A operates an offshore 
oilfield where its 20-year licensing 

t i it t

• The cost of the oil rig
• includes the best estimate of 85%

of the eventual costs

Example

agreement requires it to remove 
the oil rig at the end of production 
and restore the seabed.

• Costs of removal of the oil rig and 
restoration of the seabed include:

• 75% relates to damage 
caused by building the oil rig
10% relates to damage

of the eventual costs
• a provision in the amount of that 

cost will be recognised when the 
oil rig has been constructed.

removal of the oil rig and restoration of 
damage caused by building it

85%

© 2005-09 Nelson Consulting Limited 28

• 10% relates to damage 
caused by regular 
maintenance of the oil rig

• 15% arises through the 
extraction of oil

for purposes, other than to produce 
inventories during that period

recognised as a liability when the oil is 
extracted

85%
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4. Measurement at Recognition
Case

• The largest producer of offshore crude oil and natural gas in China, 
• Clarified its dismantling obligation and expenses in its annual report of 

2006 as follows:
− The Group estimates future dismantlement costs for oil and gas properties

with reference to the estimates provided from either internal or external 
engineers after taking into consideration the anticipated method of 

© 2005-09 Nelson Consulting Limited 29

dismantlement required in accordance with the current legislation and 
industry practices.

− The associated cost is capitalised and the liability is discounted and an 
accretion expense is recognised using the credit-adjusted risk-free interest 
rate in effect when the liability is initially recognised.

Sourced from Intermediate Financial Reporting (2008) by Nelson Lam and Peter Lau

4. Measurement at Recognition

Rule on Exchange of Assets Revised

Same amendment in Same amendment in 
IAS 38 and

IAS 40
Element of cost extended

Commercial 
Substance

Fair Value of 

Rule on Exchange of Assets Revised

Cost of PPE acquired in exchange is measured at fair value

In IAS 16 
– the exchange transaction lack of

Commercial Substance, or 

– the Fair Value is not reliably measurable

© 2005-09 Nelson Consulting Limited 30

If the acquired item is not measured at fair value, its cost is 
measured at the carrying amount of the asset given up.

Exchanged Asset (both asset received and given up)
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Today’s Agenda

Definition 1 Objecti e and ScopeDefinition

Recognition

Meas rementMeas rement

1. Objective and Scope

2. Definitions

3. Recognition

4. Measurement At Recognition

55 MeasurementMeasurement
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MeasurementMeasurement 5.5. MeasurementMeasurement
AfterAfter RecognitionRecognition

5. Measurement after Recognition

• An entity shall choose either:

Cost ModelCost Model

Revaluation Model

• as its accounting policy and
• the entity shall apply that policy to 

an entire class of PPE.

© 2005-09 Nelson Consulting Limited 32
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5. Measurement after Recognition

Cost Model

After recognition as an asset, an item of PPE 
shall be carried at

Its costCost Model

Revaluation Model

– Its cost
– less

• any accumulated depreciation and 
• any accumulated impairment losses

After recognition as an asset, an item of PPE 
shall be carried at
– a revalued amount, being its fair value at 

th d t f th l ti

© 2005-09 Nelson Consulting Limited 33

the date of the revaluation, 
– Less

• any subsequent accumulated 
depreciation and

• subsequent accumulated impairment 
losses.

5. Measurement after Recognition

Revaluation Model

F i l i th t f hi h t ld b h d

What is fair value?What is fair value?

All IFRS/IAS have same definition on fair value now.

• Fair value is the amount for which an asset could be exchanged 
between knowledgeable, willing parties in an arm’s length transaction.

• The fair value of
– land and buildings ⇒ is usually determined from market-based

evidence by appraisal that is normally 
undertaken by professionally qualified valuers.

– items of PPE ⇒ is usually their market value determined by

© 2005-09 Nelson Consulting Limited 34

y y
appraisal.

• If there is no market-based evidence of fair value because of the 
specialised nature of the item of PPE and the item is rarely sold, 
⇒ an entity may need to estimate fair value using

• an income or
• a depreciated replacement cost approach.
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5. Measurement after Recognition
Case

• In Mainland China and Hong Kong, listed companies often 
use depreciated replacement cost approach in valuing the 
separable building portion of a property. 

• Hong Kong Exchanges and Clearing Limited is one of them 
and its annual report of 2006 stated that:
− The building component of owner-occupied leasehold properties 

is stated at valuation less accumulated depreciation. 

© 2005-09 Nelson Consulting Limited 35

− Fair value is determined by the Directors based on independent 
valuations which are performed periodically. 

− The valuations are on the basis of depreciated replacement 
cost.

− Depreciated replacement cost is used as open market value 
cannot be reliably allocated to the building component.

Sourced from Intermediate Financial Reporting (2008) by Nelson Lam and Peter Lau

5. Measurement after Recognition

Revaluation Model Revaluations shall be made with sufficient 
regularity
– to ensure that the carrying amount does not

• The frequency of revaluations depends upon the changes in fair 
values of the items of PPE being revalued.
a) When the fair value of a revalued asset differs materially from its 

to ensure that the carrying amount does not 
differ materially from the fair value at the 
balance sheet date. 

© 2005-09 Nelson Consulting Limited 36

carrying amount, a further revaluation is required.
b) Some items of PPE experience significant and volatile changes in 

fair value, thus necessitating annual revaluation.
c) Such frequent revaluations are unnecessary for items of PPE with 

only insignificant changes in fair value.  Instead, it may be 
necessary to revalue the item only every 3 or 5 years.
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5. Measurement after Recognition

Revaluation Model

• When an item of PPE is revalued, any accumulated depreciation at the , y p
date of the revaluation is treated in one of the following ways:
a) restated proportionately with the change in the gross carrying 

amount of the asset so that the carrying amount of the asset after 
revaluation equals its revalued amount.
This method is often used when an asset is revalued by means of 
applying an index to its depreciated replacement cost.

b) eliminated against the gross carrying amount of the asset and the 

© 2005-09 Nelson Consulting Limited 37

) g g y g
net amount restated to the revalued amount of the asset.
This method is often used for buildings.

5. Measurement after Recognition

• At year end, a class of motor vehicles has:
– Cost of $100,000 and accumulated depreciation of $40,000

$

Example

– Revalued amount of that class of motor vehicles is $90,000
• Show the revaluation effect

• Accumulated depreciation restated proportionately with the change in 
the gross carrying amount of the asset so that the carrying amount of 
the asset after revaluation equals its revalued amount.
– Cost restated ($100,000 x 90,000 / 60,000) $ 150,000

Accumulated depreciation restated ($40 000 90 000 / 60 000) ($ 60 000 )

© 2005-09 Nelson Consulting Limited 38

– Accumulated depreciation restated ($40,000 x 90,000 / 60,000) ($ 60,000 )
• Accumulated depreciation eliminated against the gross carrying amount 

of the asset and the net amount restated to the revalued amount
– Cost $ 100,000
– Accumulated depreciation eliminated ($40,000  - $30,000) ($ 10,000 )

Sourced from Intermediate Financial Reporting (2008) by Nelson Lam and Peter Lau
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5. Measurement after Recognition

Revaluation Model

• If an item of property, plant and equipment is revalued, Entirep p y p q p
– the entire class of PPE to which that asset belongs shall 

be revalued
• If an asset’s carrying amount is increased as a result of 

a revaluation, the increase shall be credited directly to 
equity under the heading of revaluation surplus.
– However, the increase shall be recognised in profit or 

loss to the extent that it reverses a revaluation decrease 
of the same asset previously recognised in profit or loss.

Class
Entire 
class

To Equity 
directly

© 2005-09 Nelson Consulting Limited 39

• If an asset’s carrying amount is decreased as a result 
of a revaluation, the decrease shall be recognised in 
profit or loss.
– However, the decrease shall be debited directly to equity 

under the heading of revaluation surplus to the extent of 
any credit balance existing in the revaluation surplus in 
respect of that asset.

Negative 
to P/L

5. Measurement after Recognition

Revaluation Model

• A class of PPE is a grouping of assets of a similar nature and useA class of PPE is a grouping of assets of a similar nature and use 
in an entity’s operations and examples of classes include:
– Land;
– Land and buildings;
– Machinery;
– Ships;
– Aircraft;
– Motor vehicles;

F it d fi t d

Class

© 2005-09 Nelson Consulting Limited 40

– Furniture and fixtures; and 
– Office equipment

• The items within a class of PPE are revalued simultaneously to 
avoid selective revaluation of assets and the reporting of amounts 
in the financial statements that are a mixture of costs and values 
as at different dates.  
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5. Measurement after Recognition

• In 2007 an entity buys a PPE at

Example

Revaluation Model

• In 2007, an entity buys a PPE at 
$1,000 and adopts revaluation 
model.

• At year end of 2007,
– PPE’s fair value rises to 

$1,500.

Dr PPE 1,000
Cr Cash 1,000

Dr PPE (1,500 – 1,000) 500
Cr Revaluation reserves 500

© 2005-09 Nelson Consulting Limited 41

• At year end of 2008,
– PPE’s fair value falls to $800.

• Ignore the depreciation, prepare 
journal for each situation above.

Dr Revaluation reserves 500
Profit and loss 200

Cr PPE (1,500 – 800) 700

Sourced from Intermediate Financial Reporting (2008) by Nelson Lam and Peter Lau

5. Measurement after Recognition

Revaluation Model

• The revaluation surplus included in equity in respect of an item of PPE 
may be transferred directly to retained earnings when the asset is 
derecognised. 

• However, some of the surplus may be transferred as the asset is used 
by an entity.
– In such a case, the amount of the surplus transferred would be the 

difference between depreciation based on the revalued carrying
amount of the asset and depreciation based on the asset’s original cost.

© 2005-09 Nelson Consulting Limited 42

• Transfers from revaluation surplus to retained earnings are not made 
through profit or loss.

Dr Revaluation surplus
(depreciation based on the revalued carrying amount
less depreciation based on the asset’s historical cost)  
Cr Retained earnings
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5. Measurement after Recognition

• CJS Limited bought a car 

Example

Dr PPE 50 000

Revaluation Model
Year ended 31.12.2007Year ended 31.12.2007

g
with a cost of $50,000 on 
1 Jan. 2007 and adopted 
the revaluation model.  

• The estimated useful life 
of the car is 5 years. 

• On 1 Jan. 2008, the car 
was revalued with a fair 

Dr PPE 50,000
Cr Cash 50,000

Dr P/L ($50K ÷ 5 years) 10,000
Cr Accumulated depreciation 10,000

Dr Accumulated depreciation
(48K – (50K – 10K)) 8,000
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value of $48,000 at that 
date.

• Prepare the journal 
entries for the year ended 
31 December 2007 and 
31 December 2008.

Cr Revaluation reserves 8,000

Dr P/L (same as 2005) 10,000
Revaluation reserves (diff.) 2,000

Cr Accumulated depreciation
($48K ÷ 4 years) 12,000

Year ended 31.12.2008Year ended 31.12.2008

5. Measurement after Recognition
DepreciationCost Model

Revaluation Model

• Depreciation is the systematic allocation of the depreciable amount of an asset 
over its useful life. 

• Depreciable amount is the cost of an asset, or other amount substituted for 
cost, less its residual value.

• Useful life is:
a) the period over which an asset is expected to be available for use by an 

Revaluation Model

© 2005-09 Nelson Consulting Limited 44

) p p y
entity; or

b) the number of production or similar units expected to be obtained from the 
asset by an entity.

• The residual value of an asset is 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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5. Measurement after Recognition

• Each part of an item of PPE with a

Depreciation

Each significant component• Each part of an item of PPE with a 
cost that is significant in relation to the 
total cost of the item shall be 
depreciated separately.
– e.g. it may be appropriate to 

depreciate separately the airframe 
and engines of an aircraft

• The depreciation charge for each 

Each significant component 
shall be depreciated separately 
(not clearly required in the past)
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p g
period shall be recognised in profit or 
loss unless it is included in the 
carrying amount of another asset. 

Clearer approach on so-called
Component Accounting

• Cost of each part is significant in 
l i h l f h

5. Measurement after Recognition

At 1 Jan. 2007, Celia Inc. bought a 

Example

Depreciation

relation to the total cost of the parts
• Each part should be depreciated 

separately

laser printing machine of $50 million
• The machine will be used for

5 years (maximum useful life) 
and then dispose of at zero
value

• The machine’s laser head can 
operate 500 hours, after that  

Laser machine other than laser 
head is depreciated over 5 years

Laser head is depreciated over 500 
hours
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replacement of a new laser head 
is needed

• The cost of a new laser head 
was $10 million at that time and 
its residual value is zero.

Under usage methods of 
depreciation, the depreciation 
charges can be zero while there is 
no production

Sourced from Intermediate Financial Reporting (2008) by Nelson Lam and Peter Lau
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5. Measurement after Recognition

At 1 Jan. 2007, Celia Inc. bought a 

Example

• Assume the laser head can operate 
500 hours or 5 years which is

Depreciation

Depreciation
for 2nd year

laser printing machine of $50 million
• The machine will be used for

5 years (maximum useful life) 
and then dispose of at zero
value

• The machine’s laser head can 
operate 500 hours, after that  

500 hours or 5 years, which is 
shorter.

• If the machine has not been used in 
the 2nd year, calculate depreciation 
on the laser head under different 
depreciation methods
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for 2nd year
If the laser head is
depreciated
• over 500 hours

(unit of production)
• 5 years on

a straight-line basis

replacement of a new laser head 
is needed

• The cost of a new laser head 
was $10 million at that time and 
its residual value is zero.

zero

$2 million
Sourced from Intermediate Financial Reporting (2008) by Nelson Lam and Peter Lau

5. Measurement after Recognition
Case

Annual Report 2005Annual Report 2005
• Where an item of property and equipment comprises 

major components having different useful lives,
– they are accounted for as separate items of property 

and equipment.
• Depreciation

is calculated to write off the cost or deemed cost less
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– is calculated to write off the cost or deemed cost, less 
residual value if applicable, of property and equipment 
and

– is charged to the income statement on a straight-line 
basis over the estimated useful lives of each part of an 
item of property and equipment.
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5. Measurement after Recognition
Depreciation

Depreciable amount

• The depreciable amount of an asset shall be 
allocated on a systematic basis over its useful 
life.

• The residual value and the useful life of an 
asset shall be reviewed at least at each financial 
year-end
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– if expectations differ from previous estimates, the 
change shall be accounted for as a change in an 
accounting estimate in accordance with IAS 8

5. Measurement after Recognition
Depreciation

Depreciable amount

Case

A-Max Holding Limited (奧瑪仕控股有限公司)
(One of the shareholders of “Greek Mythology” in Macau)
– Accounting policies for year ended 31.3.2006

• Where parts of an item of property, plant equipment 
have different useful lives, the cost of the item is 
allocated on a reasonable basis between the parts and 
each part is depreciated separately
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each part is depreciated separately.
• Both the useful life of an asset and its residual value, if 

any, are reviewed annually.
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5. Measurement after Recognition
Depreciation

Depreciable amountResidual Value 

• Residual Value is 
updated 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
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in the condition expected at the end 
of its useful life

Inflation may be incorporated in 
residual value

5. Measurement after Recognition

• PPE’s residual value may increase to Implication:
Ifan amount equal to or greater than the 

asset’s carrying amount
– If it does, the depreciation charge is zero 
– unless and until its residual value 

subsequently decreases to an amount 
below the asset’s carrying amount

Be carefulBe careful
• By referring to the definition of residual

• If 
estimated residual

value > carrying amount
⇒ no depreciation is 

required
• But feasible only if 

– the management clearly 
intends to dispose of the
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• By referring to the definition of residual 
value

• It is still limited to the estimates that it 
would receive currently for the asset if
– the asset were already of the age and
– in the condition expected at the end of 

its useful life

intends to dispose of the 
PPE before the end of its 
physical usage life

– otherwise, the estimated 
residual value is
• minimal or even zero
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5. Measurement after Recognition

At 1 Jan. 2007, Celia Inc. bought a 

Example

Same laser machine example as before

• At 31 Dec. 2007, the price of a 
laser printing machine of $50 
million
• The machine will be used for

5 years (maximum useful life) 
and then dispose of at zero 
value

• The machine’s laser head can 

new laser machine increases to 
$75 million

• No change in cost of a new laser 
head and estimated maximum 
useful life

• Shall Celia Inc. revise the 
residual value at 31 Dec. 2007?
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operate 500 hours, after that  
replacement of a new laser 
head is needed

• The cost of a new laser head 
was $10 million at that time and 
its residual value is zero.

No! 
• Celia Inc. has not changed its 

usage plan and the residual 
value after the estimated useful 
live would still be zero 

Sourced from Intermediate Financial Reporting (2008) by Nelson Lam and Peter Lau

5. Measurement after Recognition

Another one
• At 1 Jan. 1985, Entity A bought a flat in Tai Koo Shing at $ 500,000.

• Entity A aimed to use it for 50 years until the end of its estimated useful life

Example

Entity A aimed to use it for 50 years until the end of its estimated useful life
• The original estimated residual value is zero
• Depreciation is calculated on a straight-line basis
• At 31 Dec. 2004, the depreciated historical cost (and carrying amount) of 

the property was $0.3 million 

• Now, the price of a similar flat in 
Tai Koo is about $ 3M

• Shall A revise the residual value?

No!
A has not changed its usage plan and the 
residual value after the estimated useful 
live would still be around zero
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Shall A revise the residual value?

• If A changes its intention and aims 
to dispose of the flat in 10 years 
(i.e. 2015)

• Shall A revise the residual value?

live would still be around zero 

Yes!
If A can demonstrate that it has an 
intention to dispose of it before the end 
of its economic life
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5. Measurement after Recognition
Depreciation

Depreciable amountUseful Life 

• The following factors are considered in determining the useful life of an 
asset, however, it often results in the diminution of the economic 
benefits that might have been obtained from the asset.
• Expected usage of the asset. Usage is assessed by reference to the 

asset’s expected capacity or physical output.
• Expected physical wear and tear, which depends on operational factors 

such as the number of shifts for which the asset is to be used and the repair 
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and maintenance programme, and the care and maintenance of the asset 
while idle.

• Technical or commercial obsolescence arising from changes or 
improvements in production, or from a change in the amrket demand for the 
product or service output of the asset.

• Legal or similar limits on the use of the asset, such as the expiry dates of 
related leases.

5. Measurement after Recognition

• Depreciation of an asset begins when it is

Depreciation

Depreciable amountDepreciation of an asset begins when it is 
available for use
– i.e. when it is in the location and condition 

necessary for it to be capable of operating 
in the manner intended by management.

• Depreciation of an asset ceases at the 
earlier of the date that
– the asset is classified as held for sale (or 

included in a disposal group that is 

Implied that depreciation still 
required even PPE
– becomes idle or

is retired from active use
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p g p
classified as held for sale) in accordance 
with IFRS 5 and

– the date that the asset is derecognised
• Land and buildings are separable assets 

and are accounted for separately, even 
when they are acquired together. 

– is retired from active use
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5. Measurement after Recognition

• The depreciation method used
– shall reflect the pattern in which the 

asset’s future economic benefits are

Depreciation

Depreciable amount
asset s future economic benefits are 
expected to be consumed by the entity

– shall be reviewed at least at each 
financial year-end and

– such a change shall be accounted for as 
a change in an accounting estimate in 
accordance with IAS 8

• Other than the above that method is

Depreciation method
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Other than the above, that method is 
applied consistently from period to 
period
• unless there is a change in the expected 

pattern of consumption of those future 
economic benefits.

5. Measurement after Recognition

IAS 16 states that:
• A variety of depreciation methods 

can be used to allocate the

Depreciation

Depreciable amount
can be used to allocate the 
depreciable amount of an asset on 
a systematic basis over its useful 
life.

• These methods include:

Straight Line
results in a constant charge over the useful 
life if the asset’s residual value does not 
change

Depreciation method
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Diminishing Balance

Units of Production

results in a decreasing charge over the useful 
life

results in a charge based on the expected use 
or output
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5. Measurement after Recognition

• 2 broad schools of thought on 
the meaning of “consumption 
of economic benefits” of an Supporters argue
infrastructure asset:

Supporters argue

Supporters argue
• for the component approach and primarily 

straight-line depreciation method
• as they consider the passage of time 

determines the consumption of economic 
benefits for most components of toll roads.

Time Based View
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• for the integral asset approach and units-of-
usage depreciation method

• as they consider the usage or traffic flow 
determines the consumption of economic 
benefits for entire toll roads. 

Usage Based View

5. Measurement after Recognition

• A machine costs $600,000 with an estimated 
useful life of 3 years?

Example

Depreciation

Depreciable amount

Year 1 Year 2 Year 3 Total

St i ht li b i 200 200 200 600

• Calculate deprecation for the years under 
difference depreciation methods.

Depreciation method
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Straight-line basis
Reducing balance (at 70%)
Sum-of-year-digit

200 200 200 600
420 126 38 584
300 200 100 600
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5. Measurement after Recognition
Example

Depreciation

Depreciable amount

• A machine costs $600,000 with an estimated 
useful life of 3 years?

• Estimated residual value is $150 000

Year 1 Year 2 Year 3 Total

St i ht li b i 150 150 150 450

Depreciation method
• Calculate deprecation for the years under 

difference depreciation methods.

• Estimated residual value is $150,000.
• Depreciable amount = $450,000
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Straight-line basis
Reducing balance (at 70%)
Sum-of-year-digit

150 150 150 450
315 95 28 438
225 150 75 450

5. Measurement after Recognition

• To determine whether an item of PPE is 
impaired, an entity applies IAS 36

• Compensation from third parties for items of

Depreciation

Depreciable amount
• Compensation from third parties for items of 

property, plant and equipment that were 
impaired, lost or given up shall be included 
in profit or loss when the compensation 
becomes receivable

Depreciation method

Impairment
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5. Measurement – Impairment

Triggering At each reporting date, an entity shall assess 
whether there is any indication that an asset may

It is the higher of an asset’s

events

Recoverable 
Amount

whether there is any indication that an asset may 
be impaired.
If any such indication exists, the entity shall 
estimate the recoverable amount of the asset.

andFair value less 
costs to sell Value in Use
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Impairment 
Loss

If, and only if, the recoverable amount of an 
asset is less than its carrying amount
• The carrying amount of the asset shall be 

reduced to its recoverable amount.
• That reduction is an impairment loss.

5. Measurement – Impairment

• An entity shall assess at each reporting date
whether there is any indication that an asset

Triggering 
whether there is any indication that an asset 
may be impaired.

• If any such indication exists, the entity shall 
estimate the recoverable amount of the asset.

events
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More to be discussed in More to be discussed in 
IAS 36 Impairment of IAS 36 Impairment of 

AssetsAssets
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5. Measurement – Impairment

Compensation for impairment
• Impairments or losses of items of PPE, related claims for or payments 

of compensation from third parties and any subsequent purchase or 
construction of replacement assets are separate economic events and 
are accounted for separately as follows:
a) impairments of items of PPE are recognised in accordance with IAS 36;
b) derecognition of items of PPE retired or disposed of is determined in 

accordance with this Standard;
c) compensation from third parties for items of PPE were impaired, lost or 

given up is included in determining profit or loss when it becomes
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given up is included in determining profit or loss when it becomes 
receivable; and

d) the cost of items of PPE restored, purchased or constructed as 
replacements is determined in accordance with IAS 16.

Today’s Agenda

DefinitionDefinition 1 Objecti e and ScopeDefinitionDefinition

RecognitionRecognition

Meas rementMeas rement

1. Objective and Scope

2. Definitions

3. Recognition

4. Measurement At Recognition

5 Meas rement After Recognition
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MeasurementMeasurement 5. Measurement After Recognition

6.6. DerecognitionDerecognition
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6. Derecognition

• The carrying amount of an item of PPE shall be derecognised:
a) on disposal; or
b) h f t i b fit t d f itb) when no future economic benefits are expected from its use or 

disposal.
• The gain or loss arising from the derecognition of an item of PPE shall 

be included in profit or loss when the item is derecognised (unless IAS 
17 requires otherwise on a sale and leaseback).

• Gains shall not be classified as revenue.
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6. Derecognition

• Derecognition on disposal
– The disposal of an item of PPE may occur in a variety of 

ways (e.g. by sale, by entering into a finance lease or byways (e.g. by sale, by entering into a finance lease or by 
donation).  

– In determining the date of disposal of an item, an entity 
applies the criteria in IAS 18 Revenue for recognising 
revenue from the sale of goods. 

– IAS 17 Leases applies to disposal by a sale and 
leaseback.
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6. Derecognition

• Derecognition on replacement
– If, under the initial recognition principle, 

• an entity recognises in the carrying amount of an item of PPE the cost• an entity recognises in the carrying amount of an item of PPE the cost 
of a replacement for part of the item, 

• then it derecognises the carrying amount of the replaced part
regardless of whether the replaced part had been depreciated 
separately. 

• The gain or loss arising from the derecognition 
of an item of PPE shall be determined as the 
difference between
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– the net disposal proceeds, if any, and
– the carrying amount of the item.

6. Derecognition

• One of the largest listed co. in China
− Its consolidated total assets are RMB 612 billion in 2006 but near

Case

Its consolidated total assets are RMB 612 billion in 2006 but near 
60% of its assets (RMB 364 billion) are property, plant and 
equipment.

• In 2005, Sinopec Corp. stated in its annual report as follows:
− With effect from 1 January 2005, IAS 16 requires an entity to

− determine cost, useful life and depreciation charge 
separately for each significant part of an item of 
property, plant and equipment, and 

g
Component 
Accounting
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− derecognise the carrying amount of a part of an item of 
property, plant and equipment if that part has been replaced.

− IAS 16 also requires an entity to include the costs of 
dismantlement, removal or restoration, the obligation for 
which an entity incurs as a consequence of installing the 
item in the cost of that item of property, plant and equipment.

Derecognise

Sourced from Intermediate Financial Reporting (2008) by Nelson Lam and Peter Lau
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6. Derecognition

Melco Development Limited (新濠國際發展有限公司)

Case

Melco Development Limited (新濠國際發展有限公司)
Accounting policies for year ended 31.12.2005
– An item of property, plant and equipment is derecognised 

• upon disposal or 
• when no future economic benefits are expected to arise from the continued 

use of the asset.
– Any gain or loss arising on derecognition of the asset 

(calculated as the difference between

© 2005-09 Nelson Consulting Limited 71

(calculated as the difference between 
• the net disposal proceeds and 
• the carrying amount of the item) 

is included in the income statement in the year in which the item is 
derecognised.

Today’s Agenda

Definition 1 Objecti e and ScopeDefinition

Recognition

Meas rement

1. Objective and Scope

2. Definitions

3. Recognition

4. Measurement At Recognition

5 Meas rement After Recognition
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Measurement

Presentation and DisclosurePresentation and Disclosure

5. Measurement After Recognition

6. Derecognition

7.7. DisclosureDisclosure
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7. Disclosure

• The financial statements shall disclose, for each class 
of PPE:
a) the measurement bases used for determining the gross 

carrying amount;
b) the depreciation methods used;
c) the useful lives or the depreciation rates used;
d) the gross carrying amount and the accumulated 

depreciation (aggregated with accumulated impairment 
losses) at the beginning and end of the period; and ……
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7. Disclosure

• The financial statements shall disclose, for 
each class of PPE:
a) the measurement bases used fora) the measurement bases used for 

determining the gross carrying amount;
b) the depreciation methods used;
c) the useful lives or the depreciation rates 

used;
d) the gross carrying amount and the 

accumulated depreciation (aggregated with 
accumulated impairment losses) at the 
beginning and end of the period; and
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beginning and end of the period; and ……
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7. Disclosure

• Detailed information and reconciliation of 
the carrying amount of PPE are required 

• The reconciliation of the carrying amount ofThe reconciliation of the carrying amount of 
PPE for prior period,

i.e. comparative reconciliation is required 
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7. Disclosure

• Information include:
i) additions;
ii) disposals;ii) disposals;
iii) acquisitions through business combinations;
iv) increases or decreases resulting from revaluations and from impairment 

losses recognised or reversed directly in equity in accordance with IAS 
36;

v) impairment losses recognised in profit or loss in accordance with IAS 36;
vi) impairment losses reversed in profit or loss in accordance with IAS 36;
vii) depreciation;
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viii) the net exchange differences arising on the translation of the financial 
statements from the functional currency into a different presentation 
currency, including the translation of a foreign operation into the 
presentation currency of the reporting entity; and

ix) other changes.
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7. Disclosure

• The financial statements shall also disclose:
a) the existence and amounts of restrictions on title, and 

PPE pledged as security for liabilities;p g y ;
b) the amount of expenditures recognised in the carrying 

amount of an item of PPE in the course of its 
construction;

c) the amount of contractual commitments for the 
acquisition of PPE; and

d) if it is not disclosed separately on the face of the income 
statement, the amount of compensation from third parties 
for items of PPE that were impaired lost or given up that
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for items of PPE that were impaired, lost or given up that 
is included in profit or loss.

• Similar disclosures are required on the PPE measured 
by using Revaluation Model.

7. Disclosure
• Selection of the depreciation method and estimation of the useful life of 

assets are matters of judgment.
– Therefore, disclosure of the methods adopted and the estimated useful 

li d i ti t id f fi i l t t t ithlives or depreciation rates provides users of financial statements with 
information that allows them to review the policies selected by management 
and enables comparisons to be made with other entities. 

• For similar reasons, it is necessary to disclose:
a) depreciation, whether recognised in profit or loss or as a part of the cost of 

other assets, during a period; and
b) accumulated depreciation at the end of the period.

• In accordance with IAS 8 an entity discloses the nature and effect of a 
change in an accounting estimate that has an effect in the current
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change in an accounting estimate that has an effect in the current 
period or is expected to have an effect in subsequent periods. For PPE, 
such disclosure may arise from changes in estimates with respect to:
a) residual values;
b) the estimated costs of dismantling, removing or restoring items of property, 

plant and equipment;
c) useful lives; and
d) depreciation methods.



40

7. Disclosure

• If items of property, plant and equipment are stated at revalued amounts, 
the following shall be disclosed:
a) the effective date of the revaluation;a) the effective date of the revaluation;
b) whether an independent valuer was involved;
c) the methods and significant assumptions applied in estimating the items’ fair 

values;
d) the extent to which the items’ fair values were determined directly by 

reference to observable prices in an active market or recent market 
transactions on arm’s length terms or were estimated using other valuation 
techniques;

) f h l d l f t l t d i t th i
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e) for each revalued class of property, plant and equipment, the carrying 
amount that would have been recognised had the assets been carried under 
the cost model; and

f) the revaluation surplus, indicating the change for the period and any 
restrictions on the distribution of the balance to shareholders.

7. Disclosure

• Users of financial statements may also find the following information 
relevant to their needs:

a) the carrying amount of temporarily idle PPE;a) the carrying amount of temporarily idle PPE;
b) the gross carrying amount of any fully depreciated PPE that is still in use;
c) the carrying amount of PPE retired from active use and held for disposal; 

and
d) when the cost model is used, the fair value of property, plant and 

equipment when this is materially different from the carrying amount.
• Therefore, entities are encouraged to disclose these amounts.
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