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IFRS 5 BC

Basis for Conclusions on
IFRS 5 Non-current Assets Held for Sale
and Discontinued Operations

This Basis for Conclusions accompanies, but is not part of, IFRS5.

Introduction

BC1

BC2

BC3

BC4

BC5

This Basis for Conclusions summarises the mattisnal Accounting Standards
Board’s considerations in reaching the conclusiond-RS 5Non-current Assets
Held for Sale and Discontinued Operations. Individual Board members gave
greater weight to some factors than to others.

In September 2002 the Board agreed to addr&tgnm convergence project to its
active agenda. The objective of the project ietluce differences between IFRSs
and US GAAP that are capable of resolution in a refitighort time and can be
addressed outside major projects. The project ipi@t project with the
US Financial Accounting Standards Board (FASB).

As part of the project, the two boards agreedbview each other’s deliberations
on each of the selected possible convergence tapidschoose the highest quality
solution as the basis for convergence. For topcently considered by either
board, there is an expectation that whichever bbasdmore recently deliberated
that topic will have the higher quality solution.

As part of the review of topics recently consideby the FASB, the Board
discussed the requirements of SFAS I14etounting for the Impairment or
Disposal of Long-Lived Assets, as they relate to assets held for sale and
discontinued operations. The Board did not conmsithe requirements of
SFAS 144 relating to the impairment of assets hetdue. Impairment of such
assets is an issue that is being addressed in AB8 Iresearch project on
measurement being led by the Canadian Accountingi8teds Board.

Until the issue of IFRS 5, the requirements BAS 144 on assets held for sale
and discontinued operations differed from IFRSth&following ways:

(a) if specified criteria are met, SFAS 144 requines-current assets that
are to be disposed of to be classified as hels#&e. Such assets are
remeasured at the lower of carrying amount andviaine less costs to
sell and are not depreciated or amortised. IFRi8sndt require
non-current assets that are to be disposed of thelssified separately or
measured differently from other non-current assets.

(b) the definition of discontinued operations inAS-144 was different from
the definition of discontinuing operations in IAS 3Biscontinuing
Operations and the presentation of such operations requiyethd two
standards was also different.
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As discussed in more detail below, the Board lealed that introducing a
classification of assets that are held for sale daubstantially improve the
information available to users of financial statemseabout assets to be sold.

The Board published its proposals in an ExpodDraft, ED 4 Disposal of

Non-current Assets and Presentation of Discontinued Operations, in July 2003
with a comment deadline of 24 October 2003. The @oaceived over
80 comment letters on the Exposure Dratft.

Scope of the IFRS

BC8

BC9

BC10

BC11

In ED 4, the Board proposed that the IFRS ghapbply to all non-current assets
except:

(@) goodwill,

(b) financial instruments within the scope of IASB@ancial Instruments:
Recognition and Measurement,

(c) financial assets under leases, and

(d) deferred tax assets and assets arising fronfogegbenefits.

In reconsidering the scope, the Board notetittieause of the term ‘non-current’
caused the following problems:

(a) assets that are acquired with the intentioreséle were clearly intended
to be within the scope of ED 4, but would also be withe definition of
current assets and so might be thought to be exdludrhe same was
true for assets that had been classified as naesubut were now
expected to be realised within twelve months.

(b) it was not clear how the scope would apply to tasgeesented in
accordance with a liquidity presentation.

The Board noted that it had not intended #ssets classified as non-current in
accordance with IAS Presentation of Financial Statements would be reclassified
as current assets simply because of managemetdigion to sell or because they
reached their final twelve months of expected usethgy entity. The Board
decided to clarify in IFRS5 that assets classifigsl non-current are not
reclassified as current assets until they meettiteria to be classified as held for
sale in accordance with the IFRS. Further, asde#satass that an entity would
normally regard as non-current and are acquiretusixely with a view to resale
are not classified as current unless they meatriteria to be classified as held for
sale in accordance with the IFRS.

In relation to assets presented in accordavitte a liquidity presentation, the
Board decided that non-current should be taken &mmmassets that include
amounts expected to be recovered more than twelvehmafter the balance sheet
date.

© IASCF 5
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BC12

BC13

BC14

These clarifications ensure that all assettheftype normally regarded by the
entity as non-current will be within the scope of IRRS.

The Board also reconsidered the exclusions filoe scope proposed in ED 4.
The Board noted that the classification and predgem requirements of the IFRS
are applicable to all non-current assets and cdeduhat any exclusions should
relate only to the measurement requirements. latioe to the measurement
requirements, the Board decided that non-curresgtashould be excluded only if
(i) they are already carried at fair value with ofpas in fair value recognised in
profit or loss or (ii) there would be difficulties determining their fair value less
costs to sell. The Board therefore concluded émdy the following non-current
assets should be excluded from the measuremeriteswants of the IFRS

Assets already carried at fair value with changes in fair value recognised in profit
or loss:

(@) financial assets within the scope of IAS Bbhancial Instruments:
Recognition and Measurement.”

(b) non-current assets that have been accountedisiog the fair value
model in IAS 40 nvestment Property.

(c) non-current assets that have been measuredratalue less estimated
point-of-sale costs in accordance with IASAtficulture.

Assets for which there might be difficulties in determining their fair value:
(a) deferred tax assets.

(b) assets arising from employee benefits.

(c) assets arising from insurance contracts.

The Board acknowledged that the scope of tRSIwould differ from that of
SFAS 144 but noted that SFAS 144 covers the impairraEnon-current assets
held for use as well as those held for sale. Furtbee, other requirements in
US GAAP affect the scope of SFAS 144. The Board thezefoncluded that
convergence with the scope of SFAS 144 would not ksible.

Classification of non-current assets to be disposed of as
held for sale

BC15

Under SFAS 144, long-lived assets are class#fgedither (i) held and used or (ii)
held for sale. Before the issue of this IFRS, msimttion was made in IFRSs
between non-current assets held and used and nmentwassets held for sale,
except in relation to financial instruments.

" The Board acknowledges that not all financial tsss&thin the scope of IAS 39 are recognised atviaiue
with changes in fair value recognised in profitass but it did not want to make any further changethe
accounting for financial assets at this time.
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BC19

BC20

BC21
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The Board considered whether a separate d¢tadigih for non-current assets held
for sale would create unnecessary complexity in B-BSd introduce an element
of management intent into the accounting. Somencentators suggested that the
categorisation ‘assets held for sale’ is unnecgssard that if the focus were
changed to ‘assetsttired from active use’ much of the complexity could be
eliminated, because the latter classification wdaddased on actuality rather than
what they perceive as management intent. Theytahsgiit is the potential abuse
of the classification that necessitates many of detailed requirements in
SFAS 144. Others suggested that, if existing IFRSe wmended to specify that
assets retired from active use are measured avdhie less costs to sell and to
require additional disclosure, some convergence 8RAS 144 could be achieved
without creating a new IFRS.

However, the Board concluded that providingrimfation about assets and groups
of assets and liabilities to be disposed of is ehdjit to users of financial
statements. Such information should assist useassessing the timing, amount
and uncertainty of future cash flows. The Boardeusthnds that this was also the
assessment underpinning SFAS 144. Therefore thedBoancluded that
introducing the notion of assets and disposal gsdugld for sale makes IFRSs
more complete.

Furthermore, although the held for sale digssion begins from an intention to
sell the asset, the other criteria for this clasaifon are tightly drawn and are
significantly more objective than simply specifyiag intention or commitment to
sell. Some might argue that the criteria are tpect#ic. However, the Board
believes that the criteria should be specific tchiegee comparability of
classification between entities. The Board doeshmtieve that a classification
‘retired from active use’ would necessarily requiesver criteria to support it.
For example, it would be necessary to establislstindtion between assets retired
from active use and those that are held as badpages or are temporarily idle.

Lastly, if the classification and measuremanassets held for sale in IFRSs are
the same as in US GAAP, convergence will have been\athim an area of
importance to users of financial statements.

Most respondents to ED 4 agreed that a sepatassification for non-current
assets that are no longer held to be used is besirdlowever, the proposals in
ED 4 were criticised for the following reasons:

(a) the criteria were too restrictive and rules-base

(b) a commitment to sell needs to be demonstratedsistently with the
requirements of IAS 3Provisions, Contingent Liabilities and Contingent
Assets relating to restructuring provisions.

(c) the classification should be for assets retireth active use.
(d) assets to be abandoned should be treated sathe way as assets to be
sold.

The Board noted that a more flexible defimtiwould be open to abuse. Further,
changing the criteria for classification could causivergence from US GAAP.
The Board has, however, reordered the criteriagbligiht the principles.

© IASCF 7
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BC22

BC23

BC24

The Board also noted that the requirementd®f37 establish when a liability is
incurred, whereas the requirements of the IFRS ediatthe measurement and
presentation of assets that are already recognised.

Finally, the Board reconfirmed the principlehind the classification proposals in
ED 4, which is that the carrying amount of the asséll be recovered principally
through sale. Applying this principle to assetsreetfrom active use, the Board
decided that assets retired from active use thathaoko meet the criteria for
classification as assets held for sale should egirbsented separately because the
carrying amount of the asset may not be recovemattipally through sale.
Conversely, the Board decided that assets that theatriteria to be classified as
held for sale and are being used should not bdyglted from being separately
classified. This is because, if a non-current taissavailable for immediate sale,
the remaining use of the asset is incidental tadtovery through sale and the
carrying amount of the asset will be recovered [ty through sale.

Applying the same principle to assets to bendbaed, the Board noted that their
carrying value will never be recovered principallyadugh sale.

Assets to be exchanged for other non-current assets

BC25

BC26

BC27

Under SFAS 144, long-lived assets that are ®xbbhanged for similar productive
assets cannot be classified as held for sale. @&leyegarded as disposed of only
when exchanged. The Basis for Conclusions on SFASekplains that this is
because the exchange of such assets is accounmted &mnounts based on the
carrying amount of the assets, not at fair valuaé, that using the carrying amount
is more consistent with the accounting for a logdi asset to be held and used
than for a long-lived asset to be sold.

Under IAS 16°roperty, Plant and Equipment, as revised in 2003, an exchange of
assets is normally measured at fair value. The SEA& reasoning for the
classification of such assets as held for sale doet therefore, apply.
Consistently with IAS 16, the IFRS treats an exchaofggssets as a disposal and
acquisition of assets unless the exchange hasmmeccial substance.

The FASB has published an exposure draft piogo® converge with the
requirements in 1AS 16 for an exchange of assetsetaneasured at fair value.
The exposure draft also proposes a consequentiahdment to SFAS 144 that
would make exchanges of assets that have commeyeimtance eligible for
classification as held for sale.

Measurement of non-current assets held for sale

BC28

SFAS 144 requires a long-lived asset or a dpgroup classified as held for sale
to be measured at the lower of its carrying amondtfair value less costs to sell.
A long-lived asset classified as held for sale (afided within a disposal group)
is not depreciated, but interest and other expestseisutable to the liabilities of a

disposal group are recognised.

© IASCF
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As explained in the Basis for Conclusions o\SH44, the remaining use in
operations of an asset that is to be sold is imtale¢o the recovery of the carrying
amount through sale. The accounting for such @etashould therefore be a
process of valuation rather than allocation.

The FASB further observed that once the assetmeasured, to depreciate the
asset would reduce its carrying amount below itsalue less costs to sell. It

also noted that should there be a decline in tHeevaf the asset after initial

classification as held for sale and before evensale, the loss would be

recognised in the period of decline because thevi@ue less costs to sell is

evaluated each period.

The counter-argument is that, although cleskifs held for sale, the asset is still
being used in operations, and hence cessationpoédation is inconsistent with
the basic principle that the cost of an asset shbel allocated over the period
during which benefits are obtained from its use. rttermore, although the
decline in the value of the asset through its useildvde reflected in the
recognised change in fair value, it might also kesked by an increase arising
from changes in the market prices of the asset.

However, the Board noted that IAS 16 requirexmtity to keep the expected
useful life and residual values of property, plantd equipment up to date, and
IAS 36 Impairment of Assets requires an immediate write-down to the higher of
value in use and fair value less costs to sell. eatity should, therefore, often
achieve a measurement effect for individual asbetisare about to be sold under
other IFRSs similar to that required by this IFRSfalows. Under other IFRSSs,
if the fair value less costs to sell is higher tlanrying amount there will be no
impairment and no depreciation (because the residalme will have been
updated). If fair value less costs to sell is lotv&n carrying amount, there will
be an impairment loss that reduces the carryinguamio fair value less costs to
sell and then no depreciation (because the resicgliaé will have been updated),
unless value in use is higher than fair value tEsss to sell. If value in use is
higher than fair value less costs to sell, thereld/be small differences between
the treatment that would arise under other IFRSstl@dreatment under IFRS 5.
Under other IFRSs there would be an impairment losshé extent that the
carrying amount exceeds value in use rather thahdcextent that the carrying
amount exceeds fair value less costs to sell. Uathar IFRSs, there would also
then be depreciation of the excess of value in(tl@enew carrying amount of the
asset) over fair value less costs to sell (itdresdi value). However, for assets
classified as held for sale, value in use will difiem fair value less costs to sell
only to the extent of the net cash flows expectedrise before the sale. If the
period to sale is short, this amount will usuallyrblatively small. The difference
in impairment loss recognised and subsequent diegiet under other IFRSs
compared with the impairment loss and no subsegigpreciation under IFRS 5
would, therefore, also be small.

The Board concluded that the measurementrergants of IFRS 5 for individual
assets would often not involve a significant chafige the requirements of other
IFRSs. Furthermore, the Board agreed with the FA®B the cash flows arising
from the asset’s remaining use were incidental éoréitovery of the asset through

© IASCF 9
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BC34

BC35

BC36

BC37

sale and, hence, concluded that individual assassitied as held for sale should
be measured at the lower of carrying amount andvidire less costs to sell and
should not be depreciated.

For disposal groups, there could be greafésrdnces between the requirements
in other IFRSs and the requirements of IFRS 5. éx@mple, the fair value less
costs to sell of a disposal group may reflect matly generated goodwill to the
extent that it is higher than the carrying valuetlodé net assets in the disposal
group. The residual value of the non-current assethe disposal group may,
nonetheless, be such that, if they were accounteth faccordance with IAS 16,
those assets would be depreciated.

In such a situation, some might view the remments in IFRS5 as allowing
internally generated goodwill to stop the deprémmtof non-current assets.
However, the Board does not agree with that viewth&, the Board believes that
the internally generated goodwill provides a bufigainst the recognition of an
impairment loss on the disposal group. The sanfectefarises from the
impairment requirements in IAS 36. The non-deptamiaof the non-current
assets in the disposal group is, as with indivicasdets, a consequence of the
basic principle underlying the separate classificgtthat the carrying amount of
the asset will be recovered principally through sal& continuing use, and that
amounts recovered through continuing use will beertal.

In addition, it is important to emphasise thBRS 5 permits only an asset
(or disposal group) that is to keld to be classified as held for sale. Assets to be
abandoned are classified as held and used untdosksl of, and thus are
depreciated. The Board agrees with the FASB’s olsiervthat a distinction can
be drawn between an asset that is to be sold andsai that is to be abandoned,
because the former will be recovered principallyotiyh sale and the latter
through its continuing use. Therefore, it is l@yithat depreciation should cease
in the former but not the latter case.

When an asset or a disposal group held ferisglart of a foreign operation with
a functional currency that is different from thegentation currency of the group,
an exchange difference will have been recognisedqjnity arising from the
translation of the asset or disposal group into ghesentation currency of the
group. IAS 21The Effects of Changes in Foreign Exchange Rates requires the
exchange difference to be ‘recycled’ from equityptofit or loss on disposal of
the operation. The question arises whether claasin as held for sale should
trigger the recycling of any exchange differencéinder US GAAP (EITF 01-5
Application of FASB Statement No. 52 to an Investment Being Evaluated for
Impairment That Will Be Disposed Of) the accumulated foreign currency
translation adjustments previously recognised ireotomprehensive income that
are expected to be recycled in income at the tifneate are included in the
carrying amount of the asset (or disposal group)gotested for impairment.

" As a consequence of the revision of IABresentation of Financial Statements (as revised in 2007) such a
difference is recognised in other comprehensiverime

10
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In its project on reporting comprehensive mep the Board may reconsider the
issue of recycling. Therefore, it did not wish taka any interim changes to the
requirements in IAS 21. Hence, the IFRS does nampeany exchange
differences to be recycled on the classificatioraofasset or a disposal group as
held for sale. The recycling will take place whée &sset or disposal group is
sold.

The allocation of an impairment loss to a disposal group

BC39

BC40

BC41

Under SFAS 144 and the proposals in ED 4, ags#is the disposal group that
are not within the scope of the IFRS are adjustechdnordance with other
standards before measuring the fair value less ¢ossell of the disposal group.
Any loss or gain recognised on adjusting the cagyamount of the disposal
group is allocated to the carrying amount of theglived assets of the group.

This is different from the requirements of 18&for the allocation of an impairment
loss arising on a cash-generating unit. 1AS 36 irequan impairment loss on a
cash-generating unit to be allocated first to redihe carrying amount of goodwill
and then to reduce pro rata the carrying amourttseofther assets in the unit.

The Board considered whether the allocatioanoimpairment loss for a disposal
group should be consistent with the requirementsIAS 36 or with the
requirements of SFAS 144. The Board concluded ithabuld be simplest to
require the same allocation as is required by IAS@6cash-generating units.
Although this is different from SFAS 144, the disgog@up as a whole will be
measured at the same amount.

Newly acquired assets

BC42

BC43

SFAS 144 requires, and ED 4 proposed, nevgyieed assets that meet the criteria
to be classified as held for sale to be measurtairatalue less costs to sell on initial

recognition. So, in those instances, other thaa liusiness combination, in which

an entity acquires a non-current asset that meetsriteria to be classified as held

for sale, a loss is recognised in profit or losthé cost of the asset exceeds its fair
value less costs to sell. In the more common casesich an entity acquires, as

part of a business combination, a non-current gsselisposal group) that meets the
criteria to be classified as held for sale, thded#nce between fair value and fair

value less costs to sell is recognised in goodwiill.

Some respondents to ED 4 noted that measnemly acquired assets not part of
a business combination at fair value less costsetbwas inconsistent with the
general proposal that assets classified as helddler should be measuredtlag
lower of carrying amount and fair value less costs to sell. The Board exjiend
amended the requirement so that it is clear that nbwly acquired assets
(or disposal groups) are measured on initial reitimgnat the lower of what their
carrying amount would be were they not classifiechelsl for sale (ie cost) and
fair value less costs to sell.

© IASCF 11
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BC44 In relation to business combinations, the Baarted that conceptually the assets
should be recognised initially at fair value andrthimmediately classified as held
for sale, with the result that the costs to sell r@gnised in profit or loss, not
goodwill. In theory, if the entity had factored thests to sell into the purchase
price, the reduced price would lead to the creatibmegative goodwill, the
immediate recognition of which in profit or loss dwffset the loss arising from
the costs to sell. Of course, in practice, the ceduprice will usually result in
lower net positive goodwill rather than negative geilidto be recognised in
profit or loss. For that reason, and for the sakeconvergence, the Board
concluded that in a business combination non-ctiaesets that meet the criteria
to be classified as held for sale on acquisitioouthbe measured at fair value less
costs to sell on initial recognition.

BC45 The Board and the FASB are considering whicimstshould form part of the
business combination transaction more generallyh&ir joint project on the
application of the purchase method. This constderaincludes whether the
assets and liabilities recognised in the transacsbould be based on the
acquirer’s or the acquiree’s perspective. Theaut of those deliberations may
affect the decision discussed in paragraph BC44.

Recognition of subsequent increases in fair value | ess
costs to sell

BC46 The Board considered whether a subsequengseia fair value less costs to sell
should be recognised to the extent that it reverpegvious impairments.
SFAS 144 requires the recognition of a subsequenease in fair value less costs
to sell, but not in excess of the cumulative lossvipusly recognised for a
write-down to fair value less costs to sell. The Blodecided that, under IFRSSs, a
gain should be recognised to the extent that iensas any impairment of the
asset, either in accordance with the IFRS or prelyon accordance with IAS 36.
Recognising a gain for the reversal of an impairméat occurred before the
classification of the asset as held for sale issist@nt with the requirement in
IAS 36 to recognise reversals of impairment.

Recognition of impairment losses and subsequent gai ns
for assets that, before classification as held for sale,
were measured at revalued amounts in accordance wit h
another IFRS

BC47 ED 4 proposed that impairment losses and gulese gains for assets that, before
classification as held for sale, were measured\atiued amounts in accordance
with another IFRS should be treated as revaluatiearehses and increases
according to the standard under which the assetspt@dously been revalued,
consistently with the requirements of IAS 36, exdepthe extent that the losses

12 © IASCF
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and gains are caused by the initial recognitionoofchanges in, costs to sell.
ED 4 also proposed that costs to sell should allway®cognised in profit or loss.

Many respondents disagreed with these propdsatause of their complexity and
because of the resulting inconsistent treatmeiiseéts classified as held for sale.
The Board considered the issues raised and detdedssets that were already
carried at fair value with changes in fair valueogrused in profit or loss should

not be subject to the measurement requirementseoffRS. The Board believes
that, for such assets, continued measurementratdfie gives better information

than measurement at the lower of carrying amountfaindalue less costs to sell.

The Board did not, however, believe that such treatrwas appropriate for assets
that had been revalued in accordance with IAS 16 I&%I38, because those

standards require depreciation to continue anddaluation change would not

necessarily be recognised in profit or loss. Thar@ concluded that assets that
had been revalued in accordance with IAS 16 and IASh8@ild be treated in the

same way as any assets that, before classificatidrela for sale, had not been
revalued. Such an approach results in a consisteatment for assets that are
within the scope of the measurement requirementth@fIFRS and, hence, a

simpler standard.

Measurement of assets reclassified as held for use

BC49

BC50

BC51

Under SFAS 144, when an entity changes its plaelt the asset and reclassifies
a long-lived asset from held for sale to held asdd, the asset is measured at the
lower of (a) the carrying amount before the assetli@posal group) was classified
as held for sale, adjusted for any depreciatiorafoortisation) that would have
been recognised had the asset (or disposal gragy) tontinuously classified as
held and used and (b) its fair value at the date@fecision not to sell.

The underlying principle is to restore thergiag value of the asset to what it
would have been had it never been classified asfbelslale, taking into account
any impairments that may have occurred. In fagEAS 144 requires that, for held
and used assets, an impairment is recognised biihe icarrying amount of the
asset exceeds the sum of the undiscounted cash éxpested to result from its
use and eventual disposal. Thus, the carrying amofuthe asset if it had never
been classified as held for sale might exceedhitsvhlue. As a result, SFAS 144
does not necessarily lead to the asset revertings toriginal carrying amount.
However, the Basis for Conclusions on SFAS 144 néiasthe FASB concluded
it would be inappropriate to write up the carryingoamt of the asset to an amount
greater than its fair value solely on the basiamfundiscounted cash flow test.
Hence, it arrived at the requirement for measurerattite lower of (a) the asset’s
carrying amount had it not been classified as faldale and (b) fair value at the
date of the decision not to sell the asset.

IAS 36 has a different measurement basis fquaired assets, ie recoverable
amount. The Board concluded that to be consistéttt the principle of

SFAS 144 and also to be consistent with the requinésref IAS 36, an asset that
ceases to be classified as held for sale shoulddssured at the lower of (a) the
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carrying amount that would have been recognisedtadsset not been classified
as held for sale and (b) its recoverable amourthatdate of reclassification.

Whilst this is not full convergence, the differenagses from differences in the
US GAAP and IFRS impairment models.

Removal of exemption from consolidation for
subsidiaries acquired and held exclusively with a v iew
to resale

BC52

BC53

BC54

SFAS 144 removed the exemption from consobidatin US GAAP for
subsidiaries held on a temporary basis on the gi®timat all assets held for sale
should be treated in the same way, ie as require8HAS 144 rather than having
some assets consolidated and some not.

The Board agreed that all subsidiaries shbeldonsolidated and that all assets
(and disposal groups) that meet the criteria talassified as held for sale should
be treated in the same way. The exemption from atilagion in IAS 27
Consolidated and Separate Financial Statements for subsidiaries acquired and
held exclusively with a view to resale prevents thassets and disposal groups
within such subsidiaries that meet the criteriagalassified as held for sale from
being treated consistently with other assets angoda groups. ED 4 therefore
proposed that the exemption in IAS 27 should be vetio

Some respondents disagreed with this propasal,the grounds that the
information provided by consolidation of such sdimiies would be less useful
than that provided by the current requirement t@suoee the investment in such
subsidiaries at fair value. The Board noted that impact of the proposals in
ED 4 would be limited to the following:

(@) the measurement of a subsidiary that currasitlyithin the scope of the
exemptions would change from fair value as requingdAS 39 to the
lower of cost and fair value less costs to sell.

(b) any change in fair value of the investmenthe subsidiary would, in
accordance with the current requirements in IAS Z7ptesented as a
single amount in profit or loss as a held-for-tragifinancial asset in
accordance with IAS 39. As discussed in paragraph 2BQfie
subsidiary would be a discontinued operation andcoordance with the
IFRS’s requirements (see paragraphs BC73-BC76), m@upgnised
change in the value of the disposal group that cm®p the subsidiary
would be presented as a single amount in profibss.|

(c) the presentation in the balance sheet wouldggh&om a single amount
for the investment in the subsidiary to two amountsie-for the assets
and one for the liabilities of the disposal grohattis the subsidiary.

" Greater disaggregation of the disposal groupérstatement of financial position is permitted toit

required.

14
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The Board reaffirmed its conclusion set oupanagraph BC53. However, it noted
that the limited impact of the proposals apply otdythe amounts required to be
presented on the face of the balance sheet ariddbwme statement. Providing the
required analyses of those amounts in the notes patentially involve the entity
having to obtain significantly more informationh& Board therefore decided not to
require the disclosure of the analyses of the atsopresented on the face of the
balance sheet and income statement for newly amtjsirbsidiaries and to clarify in
an example the computational short cuts that cbaldsed to arrive at the amounts
to be presented on the face of the balance shdébt@mme statement.

Presentation of non-current assets held for sale

BC56

BC57

BC58

SFAS 144 requires an entity to present:

(a) a long-lived asset classified as held for sakparately in the
balance sheet;and

(b) the assets and liabilities of a disposal grolgssified as held for sale
separately in the asset and liability sectionshef balance sheet. The
major classes of those assets and liabilitieseparately disclosed either
on the face of the balance sheet or in the notes.

In the Basis for Conclusions on SFAS 144 the B-ASted that information about
the nature of both assets and liabilities of a @isp group is useful to users.
Separately presenting those items in the balaneet gliovides information that is
relevant. Separate presentation also distinguitiese assets that are not being
depreciated from those that are being depreciatEde Board agreed with the
FASB's views.

Respondents to ED 4 noted that the separasemiation within equity of amounts
relating to assets and disposal groups classifiedthedd for sale (such as, for
example, unrealised gains and losses on availablsale assets and foreign
currency translation adjustments) would also provideeful information.
The Board agreed and has added such a requireonéa FRS.

Timing of classification as, and definition of,
discontinued operations

BC59

BC60

With the introduction of SFAS 144, the FASB Mltemed the scope of a
discontinued operation from a ‘segment of a busihés a ‘component of an

entity’. A component is widely drawn, the criteridoeing that it comprises

‘operations and cash flows that can be clearlymiystished, operationally and for
financial reporting purposes, from the rest of émtity’. SFAS 144 states that a
component may be a segment, a reporting unit, siciaby or an asset group.

However, at the same time, the FASB specifiedemestrictive criteria for
determiningwhen the component is classified as discontinued amtéevhen its
results are presented as discontinued. SFAS l44iresga component to be
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BC61

BC62

BC63

BC64

BC65

BC66

BC67

16

classified as discontinued only if it has been dsgal of or if it meets the criteria
for classification as an asset ‘held for sale’.

The definition of a discontinuing operationlAS 35 as a ‘major line of business’
or ‘geographical area of operations’ is closer ke tformer, and narrower,
US GAAP definition. The trigger in IAS 35 for classifg the operation as
discontinuing is the earlier of (a) the entity eimg into a binding sale agreement
and (b) the board of directors approving and anomgna formal disposal plan.
Although IAS 35 refers to IAS 37Provisions, Contingent Liabilities and
Contingent Assets for further guidance on what constitutes a plas, dfiteria are
less restrictive than those in SFAS 144.

Paragraph 12 of teamework states that the objective of financial stateménts
to provide information about the financial positigrerformance and changes in
financial position of an entity that is useful tonéde range of users in making
economic decisions. Paragraph 15 of Bramework goes on to state that the
economic decisions that are taken by users of fiearstatements require an
evaluation of the ability of an entity to generatash and cash equivalents.
Separately highlighting the results of discontinogeérations provides users with
information that is relevant in assessing the omgoability of the entity to
generate cash flows.

In terms of the timing of classifying an ofem as discontinued, the Board
considered whether more useful information is predidby making the
classification conditional upon a firm decision thscontinue an operation
(the current IAS 35 approach) or conditional upor ttlassification of an
operation as held for sale.

The Board decided that, to be consistent withpresentation of assets held for
disposal and in the interests of convergence, amatipn should be classified as
discontinued when it is disposed of or classifietield for sale.

IAS 35 also adopts a different approach from GSAP when criteria for

classification as discontinued are met after thiogeend but before the financial
statements are issued. SFAS 144 requires somdodglisg; however, the
component isnot presented as a discontinued operation. |AS 35inexjuhe

component to be classified as discontinuing.

The Board believes that, consistently with |1ASEVents after the Balance Sheet
Date, a component should not be classified as discoatinin the financial
statements unless it meets the criteria to beassitied at the balance sheet date.

In terms of the definition of a discontinugeemtion, ED 4 proposed adopting the
SFAS 144 definition of a discontinued operation. e Board argued that under
existing IAS 35 there may be disposal transactibag &lthough likely to have an
impact on the ongoing operations of the entity, rdd meet the criteria for
classification as a discontinuing activity. Foample, an entity might dispose of
a significant portion, but not all, of its cash-gesting units operating in a
particular geographical area. Under IAS 35, thaghihnot meet the definition of
a discontinuing operation. Under SFAS 144, if tHeuant criteria were met, it
would.
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BC68 However, a substantial majority of respondewotsED 4 disagreed with this
proposal. They preferred instead to retain the 3&Sriterion that a discontinued
operation should be a major line of business oggguhical area of operations.

BC69 The Board reconsidered the issue in the lghthe comments received and
concluded that the size of unit that could be diagss as discontinued in
accordance with SFAS 144 was too small, with the tebalt the information
provided by separately presenting discontinuedaijmers may not be as useful as
it could be.

BC70 The Board also noted that the FASB EmergingelssTask Force (EITF) is
considering practical problems that have ariseimplementing the criteria for
discontinued operations in SFAS 144. Specificaliy EITF is considering (a)
the cash flows of the component that should be densil in the determination of
whether cash flows have been or will be eliminatedhftbe ongoing operations
of the entity and (b) the types of continuing inkehent that constitute significant
continuing involvement in the operations of thepdisal component. As a result
of these practical problems, the Board further tafed that it was not
appropriate to change the definition of a discargih operation in a way that was
likely to cause the same problems in practice a&s hasen under SFAS 144.

BC71 The Board therefore decided that it would rethe requirement in IAS 35 that a
discontinued operation should be a major line cfitess or geographical area of
operations, noting that this will include operatidhat would have been excluded
from the US definition before SFAS 144, which was baseda reporting
segment. However, the Board regards this as aninmtaeeasure and intends to
work with the FASB to arrive at a converged definitioithin a relatively short
time.

BC72 Lastly, the Board considered whether newly aegusubsidiaries that meet the
criteria to be classified as held for sale shouldiags be classified as
discontinued. The Board concluded that they shbeldo classified because they
are being disposed of for one of the following re&so

(@) the subsidiary is in a different line of busisefrom the entity, so
disposing of it is similar to disposing of a malioe of business.

(b) the subsidiary is required to be disposed ofrdyulators because the
entity would otherwise have too much of a partictyge of operation in
a particular geographical area. In such a caseubsidiary must be a
significant operation.

Presentation of discontinued operations

BC73 SFAS 144 requires the results of a discontinpgeration to be presented as a
separate component in the income statement (netcome tax) for all periods
presented.
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BC74 1AS 35 did not require the results of a distarnhg operation to be presented as a
net amount on the face of the income statemensteda, specified items are
disclosed either in the notes or on the face ofrtheme statement.

BC75 In ED 4, the Board noted that it was considgtite presentation of discontinued
operations in the income statement in its projettreporting comprehensive
income and that it did not wish to prejudge theconte of that project by
changing the requirements of IAS 35 in respect efdbmponents to be disclosed.
Given that the project on reporting comprehensivenme will not be completed
as soon as previously expected, the Board decidptbteed with its decisions on
the presentation of discontinued operations inlfiRS.

BC76 The Board believes that discontinued operatgirould be shown in a section of
the income statement separately from continuingraijmms because of the
different cash flows expected to arise from the typ®$ of operations. The Board
concluded that it is sufficient to show a single fiigure for discontinued
operations on the face of the income statementusecaf the limited future cash
flows expected to arise from the operations. ThRSRherefore permits an
analysis of the single net amount to be preseniterein the notes or in the
income statement.

BC77 A substantial majority of the respondents to&&upported such a presentation.

Transitional arrangements

BC78 Some respondents to ED 4 noted that thered doildifficulties in obtaining the
information necessary to apply the IFRS retrospebti The Board agreed that
hindsight might be involved in determining at whatedassets or disposal groups
met the criteria to be classified as held for sald their fair value at that date.
Problems might also arise in separating the resdiltsperations that would have
been classified as discontinued operations in pperods and that had been
derecognised in full before the effective datehef IFRS.

BC79 The Board therefore decided to require apjitineof the IFRS prospectively and
allow retrospective application only when the necgs$@formation had been
obtained in the prior periods in question.

Terminology

BC80 Two issues of terminology arose in develophglERS:
(a) the use of the term ‘probable’ and
(b) the use of the term ‘fair value less costseid.s

" IAS 1 Presentation of Financial Satements (as revised in 2007) requires an entity to prea#imcome and
expense items in one statement of comprehensiveni@or in two statements (a separate income stateme
and a statement of comprehensive income.
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In SFAS 144, the terprobable is described as referring to a future sale that is
‘likely to occur’. For the purposes of IFRSs, pable is defined as ‘more likely
than not'. To converge on the same meaning as 9B4Sand to avoid using the
term ‘probable’ with different meanings in IFRSsjstiFRS uses the phrase
‘highly probable’.  The Board regards ‘highly prdiei as implying a
significantly higher probability than ‘more likelthan not' and as implying the
same probability as the FASB'’s phrase ‘likely towtc This is consistent with
the Board'’s use of ‘highly probable’ in IAS 39.

The measurement basis ‘fair value less costelt’ used in SFAS 144 is the same
as the measurement ‘net selling price’ used in 18S(&s issued in 1998).

SFAS 144 defines fair value of an asset as ‘the amauwhich that asset could
be bought or sold in a current transaction betwedlingiparties, that is, other

than in a forced or liquidation sale’, and costsséll as ‘the incremental direct
costs to transact a sale, that is, the costs ésaitrdirectly from and are essential
to a sale transaction and that would not have le&nred by the entity had the

decision to sell not been made.” IAS 36 definesgsdling price as the amount
obtainable from the sale of an asset in an arnrgtle transaction between
knowledgeable, willing parties, less the costs opalisl. Costs of disposal are
incremental costs directly attributable to the disd of an asset, excluding
finance costs and income tax expenses.

The Board considered using the phrase ‘néinggbrice’ to be consistent with
IAS 36. However, it noted that ‘fair value’ is usedrmany IFRSs. The Board
concluded that it would be preferable to use theesphmase as SFAS 144 so that
it is clear that convergence on this point had begrieved and to amend IAS 36
so that the terminology in IAS 36 is consistent wather IFRSs. Therefore, a
consequential amendment made by IFRS 5 replacésétieng price’ with ‘fair
value less costs to sell’ throughout IAS 36.

Summary of changes from ED 4

BC84

The major changes from the proposals in EBe4 a

(@) clarification that assets classified as nomenirare not reclassified as
current until they meet the criteria to be classifias held for sale
(paragraph BC10).

(b) goodwill and financial assets under leases meckided in the scope of
the measurement provisions of the IFRS (paragrB@&-BC14).

(c) non-current assets carried at fair value witangfes recognised in profit
or loss are excluded from the measurement prowssiohthe IFRS
(paragraphs BC8-BC14).

(d) assets that are revalued in accordance with BASr1IAS 38 are, when
classified as held for sale, treated consistently \assets that had not
previously been revalued (paragraphs BC47 and BC48)
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(e)

BC39-BC41).
®

(paragraphs BC67—-BC71).
)

the allocation of an impairment loss on a déssph@roup is consistent
with the order of allocation of impairment lossedA% 36 (paragraphs

the criterion in IAS 35 that a discontinued cgt@n should be a major
line of business or area of geographical operatibas been added

discontinued operations can be presented onfabe of the income

statement as a single amount (paragraphs BC73-BC77)

Comparison with relevant aspects of SFAS 144

BC85

The following table sets out the extent of @gence with SFAS 144:

Requirement

Extent of convergence with
SFAS 144

Scope

Some differences in scope arising
from other differences between IFRSs
and US GAAP.

Criteria for classification as held for
sale

Fully converged.

Treatment of assets to be exchanged

Fully converged if FASB proposals on
exchanges of non-monetary assets
are finalised.

Treatment of assets to be abandoned

Fully converged.

Measurement on initial classification

Converged, other than cumulative
exchange differences recognised
directly in equity* that are included in
the carrying amount of the asset

(or disposal group) under US GAAP
but are not under IFRS 5.

Subsequent measurement

Converged on the principles, but
some differences arising from different
requirements on reversals of previous
impairments.

Changes to a plan to sell

Converged on reclassification and on
measurement, except for differences
arising from different requirements on
reversals of previous impairments.

" As a consequence of the revision of IA8rksentation of Financial Statements (as revised in 2007) such

differences are recognised in other comprehensname.

20
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Requirement

Extent of convergence with
SFAS 144

Presentation of assets classified as
held for sale

Fully converged.

Definition of a discontinued operation

Not converged but the Board intends
to work with the FASB to arrive at a
converged definition within a relatively
short time.

Timing of classification of an operation
as discontinued

Fully converged.

Presentation of a discontinued
operation

Converged except that SFAS 144
requires the presentation of pre- and
post-tax profits on the face of the
income statement and IFRS 5
requires the presentation of post-tax
profit only (although disaggregation is
permitted).

© IASCF
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Dissenting opinions on IFRS 5

Dissent of Anthony T Cope and Harry K Schmid

DO1

Messrs Cope and Schmid dissent from the isslFERS 5.

Dissent of Anthony T Cope

DO2

DO3

DO4

DO5

DO6

DO7

22

Mr Cope dissents because, in his view, the IFRS tfa meet fully the needs of
users in this important area.

In deciding to undertake this project, the Bolaad two objectives—to improve

users’ ability to assess the amount, timing andettanty of future cash flows,

and to converge with US GAAP. The ability to identfysets (or asset groups)
whose value will be recovered principally throughesahther than through

operations has significant implications for futwash flows. Similarly, separate
presentation of discontinued operations enabless usedistinguish those parts of
a business that will not contribute to future cdelws$.

The importance of identifying and disaggregatitigese components was
emphasised in the 1994 report of the Special Corendn Financial Reporting of
the American Institute of Certified Public Accountnthe AICPA Jenkins
Committee). The Jenkins Committee report, arguabé/ most extensive and
authoritative survey of user needs ever undertaleeommended that:
[The definition of discontinued operations] shout@ broadened to include all
significant discontinued operations whose assetd essults of operations and

activities can be distinguished physically and afienally and for business reporting
purposes.

The sections of SFAS 144 dealing with discontinuedrations were the direct
response of the FASB to this recommendation.

Indeed, the Board appeared to agree in itslidiééberations. In ED 4, the Board
stated:
[The Board] further concluded that the definitioh discontinued operations in
SFAS 144 leads to more useful information being@néed and disclosed for a wider
range of operations than did the existing definitio IAS 35. That information is
important to users in their assessment of the amauoring and uncertainty of future
cash flows.

Mr Cope continues to agree with that statement.

However, the Board ultimately has decided to retteéndefinition in IAS 35, thus
failing to gain convergence on an important painaiproject designed to achieve
such convergence, and failing to respond to thedtaeeds of users.

The reason given for the Board’s action is tingplémentation problems with
SFAS 144 have emerged in the US. (Most of theselgmmsbseem to be with the
guidance concerning the definition in SFAS 144, eathan the definition itself.)
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In paragraph BC71, the Board describes its act®rara interim measure, and
plans to work with the FASB to arrive promptly at aneerged solution.

In Mr Cope’s view, it would have been much preferaboldave converged first,
and then dealt with any implementation problemstipiwith the FASB.

Dissent of Harry K Schmid

DO8

DO9

DO10

DO11

The main reasons for Mr Schmid’s dissent are:

(a) depreciation/amortisation of non-current astes are still in active use
should not cease only because of a managementiatedds sell the
assets that has not yet been fully carried out;and

(b) measurement of assets should not be basednosanagement decision
that has not yet been fully carried out, requiriagvery rule-based
Standard.

Mr Schmid believes that not depreciating/amargjsassets classified as held for
sale but still in active use is conceptually wra@mgl is especially problematic for
discontinued operations because such operationssent a separate major line of
business or geographical area of operations. Mm&t does not accept that
measurement at the lower of carrying amount andvidire less costs to sell acts
as a proxy for depreciation because, in most sashg; the fair value less costs to
sell will be higher than the carrying amount as fihie value of such disposal
groups will often reflect internally generated goollwiTherefore, non-current
assets in such disposal groups will simply remaitheir carrying amounts even
though they are still actively used, up to one y@agven longer. In addition, the
net profit shown separately in the income statenfi@ntiscontinued operations
will not be meaningful because depreciation/amditisecharges are not deducted
for the continued use of the assets and this peafitnot be compared with the
information restated in comparative periods whepgrelgation had been charged.

The proposed classification ‘held for sale’ arabsulting measurement of
non-current assets (or disposal groups) so cladsif based on a management
decision that has not yet been fully carried ot damands detailed (anti-abuse)
rules to define the classification and to fix timed boundaries during which these
assets can remain within the classification. Tmalfresult is, in Mr Schmid’s
view, an excessively detailed and rule-based Stdndar

Mr Schmid believes that a more simple and ditiigvard solution would have
been possible by creating a special category ofaworent assets retired from
active use. The concept ‘retired from active wselld have been simple to apply
and management intentions would be removed from tB&ndard.
The classification would equally apply to any formf alisposal (sale,
abandonment, exchange, spin-off etc);no detailedti-&buse) rules and no
illustrations would be necessary and the Standarddameisimple and based on a
clear and unambiguous principle. Mr Schmid, ol int, does not agree with
the conclusions in paragraph BC18 that a classificdretired from active use’
would not require fewer criteria to support it théme tcategory ‘assets held for
sale’.
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DO12

DO13

24

Mr Schmid agrees with paragraph BC17 of the Basi€onclusions, but in order
to provide information of intended sales of nonrent assets, especially
discontinued operations, disclosure could have begunired to take effect as soon
as such assets are likely to be sold, even if @netill in active use.

Mr Schmid is fully in favour of seeking, wheneymrssible, convergence with
US GAAP, but only if the converged solution is of highality. He is of the
opinion that this is not the case for this Standardhe reasons given.
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Guidance on implementing
IFRS 5 Non-current Assets Held for Sale
and Discontinued Operations

This guidance accompanies, but is not part of, IFRS5.

Availability for immediate sale (paragraph 7)

To qualify for classification as held for sale,@rcurrent asset (or disposal group) must be
available for immediate sale in its present condisubject only to terms that are usual and
customary for sales of such assets (or disposailpg)o(paragraph 7). A non-current asset
(or disposal group) is available for immediate dalan entity currently has the intention
and ability to transfer the asset (or disposal gyoww a buyer in its present condition.
Examples 1-3 illustrate situations in which theesiiin in paragraph 7 would or would not
be met.

Example 1

An entity is committed to a plan to sell its headtgrs building and has initiated actions to
locate a buyer.

(@) The entity intends to transfer the buildingatbuyer after it vacates the building.
The time necessary to vacate the building is usndlcustomary for sales of such
assets. The criterion in paragraph 7 would be trbieaplan commitment date.

(b) The entity will continue to use the building linconstruction of a new
headquarters building is completed. The entitysdoet intend to transfer the
existing building to a buyer until after constrecti of the new building is
completed (and it vacates the existing buildinghe delay in the timing of the
transfer of the existing building imposed by thditgn(seller) demonstrates that
the building is not available for immediate sal&he criterion in paragraph 7
would not be met until construction of the new buifglis completed, even if a
firm purchase commitment for the future transfertiogé existing building is
obtained earlier.
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Example 2

An entity is committed to a plan to sell a manufdaiy facility and has initiated actions to
locate a buyer. At the plan commitment date, tlieie backlog of uncompleted customer

orders.

@)

(b)

The entity intends to sell the manufacturingilfiy with its operations. Any
uncompleted customer orders at the sale date wilirdoesferred to the buyer.
The transfer of uncompleted customer orders atste date will not affect the
timing of the transfer of the facility. The criten in paragraph 7 would be met at
the plan commitment date.

The entity intends to sell the manufacturingilfyy, but without its operations.

The entity does not intend to transfer the faciiitya buyer until after it ceases all
operations of the facility and eliminates the bagkbf uncompleted customer
orders. The delay in the timing of the transfethaf facility imposed by the entity
(seller) demonstrates that the facility is not kde for immediate sale. The
criterion in paragraph 7 would not be met until tiperations of the facility cease,
even if a firm purchase commitment for the futw@nsfer of the facility were

obtained earlier.

Example 3

An entity acquires through foreclosure a propertynpasing land and buildings that it
intends to sell.

@)

(b)

The entity does not intend to transfer the prgpto a buyer until after it
completes renovations to increase the propertyassaalue. The delay in the
timing of the transfer of the property imposed bg entity (seller) demonstrates
that the property is not available for immediatke sarhe criterion in paragraph 7
would not be met until the renovations are completed

After the renovations are completed and the gnggds classified as held for sale
but before a firm purchase commitment is obtairled,entity becomes aware of
environmental damage requiring remediation. Thiiyeatill intends to sell the

property. However, the entity does not have theatglid transfer the property to
a buyer until after the remediation is completekhe delay in the timing of the
transfer of the property imposed by others befofiena purchase commitment is
obtained demonstrates that the property is notablai for immediate sale. The
criterion in paragraph 7 would not continue to be.m&he property would be
reclassified as held and used in accordance witgpaph 26.
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Completion of sale expected within one year
(paragraph 8)

Example 4

To qualify for classification as held for sale, tbale of a non-current asset (or disposal
group) must be highly probable (paragraph 7), aadsfer of the asset (or disposal group)
must be expected to qualify for recognition as anpleted sale within one year
(paragraph 8). That criterion would not be mefof,example:

(@) an entity that is a commercial leasing andrfagacompany is holding for sale or
lease equipment that has recently ceased to bedleasl the ultimate form of a
future transaction (sale or lease) has not yet degrmined.

(b) an entity is committed to a plan to ‘sell’ aperty that is in use, and the transfer
of the property will be accounted for as a salefarahce leaseback.

Exceptions to the criterion in paragraph 8

An exception to the one-year requirement in pardg@m@pplies in limited situations in

which the period required to complete the sale aba-current asset (or disposal group)
will be (or has been) extended by events or circant®s beyond an entity's control and
specified conditions are met (paragraphs 9 and BExamples 5-7 illustrate those
situations.

Example 5

An entity in the power generating industry is comedtto a plan to sell a disposal group
that represents a significant portion of its retedeoperations. The sale requires regulatory
approval, which could extend the period requireccamplete the sale beyond one year.
Actions necessary to obtain that approval cannaniti@ted until after a buyer is known
and a firm purchase commitment is obtained. Howexditrm purchase commitment is
highly probable within one year. In that situatitime conditions in paragraph Bl(a) for an
exception to the one-year requirement in parag8piould be met.

Example 6

An entity is committed to a plan to sell a manufaaiy facility in its present condition and

classifies the facility as held for sale at thatedaAfter a firm purchase commitment is
obtained, the buyer's inspection of the propertgniilies environmental damage not
previously known to exist. The entity is requiregthe buyer to make good the damage,
which will extend the period required to complete saée beyond one year. However, the
entity has initiated actions to make good the damagd satisfactory rectification of the
damage is highly probable. In that situation, deaditions in paragraph B1(b) for an

exception to the one-year requirement in parag8apiould be met.
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Example 7

An entity is committed to a plan to sell a non-cotrasset and classifies the asset as held
for sale at that date.

(a) During the initial one-year period, the markenditions that existed at the date
the asset was classified initially as held for s#d¢eriorate and, as a result, the
asset is not sold by the end of that period. Dutiveg period, the entity actively
solicited but did not receive any reasonable offerpurchase the asset and, in
response, reduced the price. The asset contious actively marketed at a price
that is reasonable given the change in market Gondi and the criteria in
paragraphs 7 and 8 are therefore met. In thait®iu the conditions in paragraph
B1(c) for an exception to the one-year requireniemgaragraph 8 would be met.
At the end of the initial one-year period, the asgetld continue to be classified
as held for sale.

(b) During the following one-year period, market civioths deteriorate further, and
the asset is not sold by the end of that periode @ntity believes that the market
conditions will improve and has not further redudkd price of the asset. The
asset continues to be held for sale, but at a priegcess of its current fair value.
In that situation, the absence of a price reduafiemonstrates that the asset is not
available for immediate sale as required by pagg@ In addition, paragraph 8
also requires an asset to be marketed at a prtastiheasonable in relation to its
current fair value. Therefore, the conditions arggraph B1(c) for an exception
to the one-year requirement in paragraph 8 wouldranet. The asset would be
reclassified as held and used in accordance witigpaph 26.

Determining whether an asset has been abandoned

Paragraphs 13 and 14 of the IFRS specify requiresrfen when assets are to be treated as
abandoned. Example 8 illustrates when an assetdtdmeen abandoned.

Example 8

An entity ceases to use a manufacturing plant becdesand for its product has declined.
However, the plant is maintained in workable conditiord it is expected that it will be
brought back into use if demand picks up. Thetdk&not regarded as abandoned.

Presenting a discontinued operation that has been
abandoned

Paragraph 13 of the IFRS prohibits assets thathgilabandoned from being classified as
held for sale. However, if the assets to be abarti@me a major line of business or
geographical area of operations, they are repantetiscontinued operations at the date at
which they are abandoned. Example 9 illustrates thi
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Example 9

In October 2005 an entity decides to abandon altsototton mills, which constitute a
major line of business. All work stops at the cottoills during the year ended
31 December 2006. In the financial statements lier year ended 31 December 2005,
results and cash flows of the cotton mills are &@ahs continuing operations. In the
financial statements for the year ended 31 Dece2®@8, the results and cash flows of the
cotton mills are treated as discontinued operat@amd the entity makes the disclosures
required by paragraphs 33 and 34 of the IFRS.

Allocation of an impairment loss on a disposal grou p

Paragraph 23 of the IFRS requires an impairmest (osany subsequent gain) recognised
for a disposal group to reduce (or increase) theyicey amount of the non-current assets in
the group that are within the scope of the measuremsgjuirements of the IFRS, in the
order of allocation set out in paragraphs 104 ad@ &f IAS 36 (as revised in 2004).
Example 10 illustrates the allocation of an impa&mniloss on a disposal group.

Example 10

An entity plans to dispose of a group of its asgatsan asset sale). The assets form a
disposal group, and are measured as follows:

Carrying amount Carrying amount

at the reporting as remeasured

date before immediately

classification as before

held for sale classification as

held for sale

cu @ cu

Goodwill 1,500 1,500
Property, plant and equipment (carried at

revalued amounts) 4,600 4,000
Property, plant and equipment (carried at

cost) 5,700 5,700

Inventory 2,400 2,200

AFS financial assets 1,800 1,500

Total 16,000 14,900

(a) In this guidance, monetary amounts are derateihin ‘currency units’ (CU).
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The entity recognises the loss of CU1,100 (CU16,000U44,900) immediately before
classifying the disposal group as held for sale.

The entity estimates that fair value less costsdlh of the disposal group amounts to
CU13,000. Because an entity measures a disposap glassified as held for sale at the
lower of its carrying amount and fair value lesstsd® sell, the entity recognises an
impairment loss of CU1,900 (CU14,900 — CU13,000) whnengroup is initially classified
as held for sale.

The impairment loss is allocated to non-currentetsss¢o which the measurement
requirements of the IFRS are applicable. Therefoceimpairment loss is allocated to
inventory and AFS financial assets. The losslacated to the other assets in the order of
allocation set out in paragraphs 104 and 122 of3B8%as revised in 2004).

The allocation can be illustrated as follows:

Carrying amount Allocated Carrying amount
as remeasured impairment loss after allocation of
immediately impairment loss
before
classification as
held for sale
CuU Cu Cu
Goodwill 1,500 (1,500) 0
Property, plant and equipment
(carried at revalued amounts) 4,000 (165) 3,835
Property, plant and equipment
(carried at cost) 5,700 (235) 5,465
Inventory 2,200 - 2,200
AFS financial assets 1,500 - 1,500
Total 14,900 (2,900) 13,000

First, the impairment loss reduces any amount oflgdll. Then, the residual loss is
allocated to other assets pro rata based on thgrgaamounts of those assets.

Presenting discontinued operations in the statement of
comprehensive income

Paragraph 33 of the IFRS requires an entity tdakgca single amount in the statement of
comprehensive income for discontinued operations &t analysis in the notes or in a
section of the statement of comprehensive incorparaée from continuing operations.
Example 11 illustrates how these requirements niighet.
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Example 11

XYZ GROUP - STATEMENT OF COMPREHENSIVE INCOME FOR THE YEAR
ENDED 31 DECEMBER 20X2 (illustrating the classification o  f expenses by
function)

(in thousands of currency units) 20X2 20X1
Continuing operations

Revenue X X
Cost of sales ) X)
Gross profit X X
Other income X X
Distribution costs ) X)
Administrative expenses ) X)
Other expenses ) X)
Finance costs ) X)
Share of profit of associates X X
Profit before tax X X
Income tax expense X) (X)
Profit for the period from continuing operations X X

Discontinued operations

Profit for the period from discontinued operations(a) X X
Profit for the period X X

Attributable to:
Owners of the parent X X
Minority interest X X
X X

(a) The required analysis would be given in thesio
(b) The entity did not recognise any componenistioér comprehensive income in the periods predente

Presenting non-current assets or disposal groups
classified as held for sale

Paragraph 38 of the IFRS requires an entity togmtea non-current asset classified as held
for sale and the assets of a disposal group diedsaks held for sale separately from other
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assets in the statement of financial position. [fddalities of a disposal group classified as
held for sale are also presented separately friwer digbilities in the statement of financial
position. Those assets and liabilities are noseiffand presented as a single amount.
Example 12 illustrates these requirements.

Example 12

At the end of 20X5, an entity decides to disposeaof pf its assets (and directly associated
liabilities). The disposal, which meets the craein paragraphs 7 and 8 to be classified as
held for sale, takes the form of two disposal groagsollows:

Carrying amount after classification

as held for sale
Disposal group I: Disposal group II:
CuU Ccu
Property, plant and equipment 4,900 1,700
AFS financial asset 1,400 | @ -
Liabilities (2,400) (900)
Net carrying amount of disposal group 3,900 800

(a) An amount of CU400 relating to these assetsbean recognised in other comprehensive income and
accumulated in equity.
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The presentation in the entity’s statement of faianposition of the disposal groups
classified as held for sale can be shown as follows:

20X5 20X4
ASSETS
Non-current assets
AAA X X
BBB X X
CCcC X X
X X
Current assets
DDD X X
EEE X X
X X
Non-current assets classified as held for sale 8,000 -
X X
Total assets X X
EQUITY AND LIABILITIES
Equity attributable to owners of the parent
FFF X X
GGG X X
Amounts recognised in other comprehensive income and
accumulated in equity relating to non-current assets held for sale 400 -
X X
Minority interest X X
Total equity X X
Non-current liabilities
HHH X X
I} X X
JJJ X X
X X
Current liabilities
KKK X X
LLL X X
MMM X X
Liabilities directly associated with non-current assets classified as
held for sale 3,300 -
X X
Total liabilities X X
Total equity and liabilities X X
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The presentation requirements for assets (or didgosups) classified as held for sale at
the end of the reporting period do not apply rgiexsively. The comparative statements of
financial positon for any previous periods are ¢ifi@re not re-presented.

Measuring and presenting subsidiaries acquired with a
view to resale and classified as held for sale

A subsidiary acquired with a view to sale is not exefrpm consolidation in accordance
with 1AS 27 Consolidated and Separate Financial Statements. However, if it meets the
criteria in paragraph 11, it is presented as aadiabgroup classified as held for sale.
Example 13 illustrates these requirements.

Example 13

Entity A acquires an entity H, which is a holding quany with two subsidiaries, S1 and
S2. S2is acquired exclusively with a view to sald meets the criteria to be classified as
held for sale. In accordance with paragraph 3&2)is also a discontinued operation.

The estimated fair value less costs to sell ofsS2W135. A accounts for S2 as follows:

. initially, A measures the identifiable liabilitie$ S2 at fair value, say at CU40

. initially, A measures the acquired assets as direvalue less costs to sell of S2
(CU135) plus the fair value of the identifiable liliies (CU40), ie at CU175

. at the end of the reporting period, A remeasureddisposal group at the lower of

its cost and fair value less costs to sell, sayCht130. The liabilities are
remeasured in accordance with applicable IFRSsas&@U35. The total assets
are measured at CU130 + CU35, ie at CU165

. at the end of the reporting period, A presenesahsets and liabilities separately
from other assets and liabilities in its consokdhtfinancial statements as
illustrated in Example 12Presenting non-current assets or disposal groups
classified as held for sale, and

. in the statement of comprehensive income, A ptastre total of the post-tax
profit or loss of S2 and the post-tax gain or lossognised on the subsequent
remeasurement of S2, which equals the remeasurerhtre disposal group from
CU135 to CU130.

Further analysis of the assets and liabilitiesfahe change in value of the disposal group is
not required.
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Guidance on the effect of IFRS 5 on IAS 36 (as revi sed
in 2004), IAS 38 (as revised in 2004) and IFRS 3

IAS 36 (as revised in 2004), IAS 38 (as revised iA40and IFRS 3 include changes that
arise from IFRS 5 as follows.

IAS 36 Impairment of Assets was amended as described below.
All references to ‘net selling price’ were replacedfair value less costs to sell’.
Paragraph 2 was amended to read as follows:

2 This Standard shall be applied in accounting for tle impairment of all
assets, other than:

@)

() non-current assets (or disposal groups) classifiegls held for sale in
accordance with IFRS 5 Non-current Assets Held for Sale and
Discontinued Operations.

Paragraph 3 was amended to read as follows:

3. This Standard does not apply to inventories, asmg$tng from construction
contracts, deferred tax assets _or , assets ariging employee benefits, or
assets classified as held for sale (or included idisposal group that is
classified as held for sale) because existing Statsdapplicable to these assets
contain requirements for recognising and measuliage assets.

Paragraph 6 was amended to read as follows:

A cash-generating _unit is the smallest identifiable group of assets that

generates cash inflows—from-centinuing—use that arlargely independent of
the cash inflows from other assets or groups of ats.

A footnote was added to the last sentence of paradgraff), as follows:

* Once an asset meets the criteria to be classifiéldsfor sale (or is included
in_a disposal group that is classified as heldsfae), it is excluded from the
scope of IAS 36 and is accounted for in accordand¢le WWRS 5Non-current
Assets Held for Sale and Discontinued Operations

36 © IASCF



IFRS 5 1G

IAS 38Intangible Assets was amended as described below.
Paragraph 3 was amended to read as follows:
3. ...For example, this Standard does not apply to:
@)
(h) non-current intangible assets classified as haidsdle (or included in a

disposal group that is classified as held for s@l@ccordance with IFRS
5 Non-current Assets Held for Sale and Discontinued Operations.

Paragraph 97 was amended to read as follows:

97. ... Amortisation shall cease at the earlier of thelate that the asset is
classified as held for sale (or included in a disgal group that is
classified as held for sale) in accordance with IFRS and the date that
the asset is derecognised.

Paragraph 117 was amended to read as follows:

117. ... Amortisation of an intangible asset with a #nitseful life does not cease
when the intangible asset is no longer used, urtlessisset has been fully
depreciated or is classified as held for saler{oluded in a disposal group
that is classified as held for sale) in accordamitle IFRS 5.

Paragraph 118(e)(ii) was amended to read as follows:

(i) assets classified as held for sale or_included i disposal
group classified as held for sale in accordance witlIFRS 5
and other disposals;
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IFRS 3Business Combinations was amended as described below.

38

Paragraph 36 was amended to read as follows:

36 The acquirer shall, at the acquisition date, alloc the cost of a business
combination by recognising the acquiree’s identifinle assets, liabilities
and contingent liabilities that satisfy the recogrtion criteria in
paragraph 37 at their fair values at that date_, egept for non-current
assets (or disposal groups) that are classified dseld for sale in
accordance with IFRS 5 Non-current Assets Held for Sale and
Discontinued Operations, which shall be recognised at fair value less
costs to sell. Any difference...

Paragraph 75(b) and (d) was amended to read as/follo

(b) additional goodwill recognised during the periedcept goodwill
included in a disposal group that, on acquisitimeets the criteria to
be classified as held for sale in accordance wiRS5;

(d) goodwill included in a disposal group classified held for sale in
accordance with IFRS 5 and goodwill derecognisedndutfie period
without having previously been included in a dispagaup classified
as held for sale;
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