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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 adtqf, IFRS 5.

Introduction

BC1

BC2

BC3

BC4

BC5

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

In September 2002 the Board agreed to add @-t&mm convergence project to
its active agenda. The objective of the projedbiseduce differences between
IFRSs and US GAAP that are capable of resolution elatively short time and
can be addressed outside major projects. Thegbrigiea joint project with the
US Financial Accounting Standards Board (FASB).

As part of the project, the two boards agreev@w each other’s deliberations
on each of the selected possible convergence topiud choose the highest
quality solution as the basis for convergence. tBpics recently considered by
either board, there is an expectation that whichdaard has more recently
deliberated that topic will have the higher quadidjution.

As part of the review of topics recently consideby the FASB, the Board
discussed the requirements of SFAS 1decounting for the Impairment or
Disposal of Long-Lived Assetas they relate to assets held for sale and
discontinued operations. The Board did not comsitiee requirements of
SFAS 144 relating to the impairment of assets hetduge. 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 requitea-current assets that are
to be disposed of to be classified as held for.safuch assets are
remeasured at the lower of carrying amount andviaiue less costs to
sell and are not depreciated or amortised. IFR8sndt require non-
current assets that are to be disposed of to lesifital 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
Operationsand the presentation of such operations requisethé two
standards was also different.
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As discussed in more detail below, the Board lomieel 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 Expo®naft, ED 4Disposal of Non-
current Assets and Presentation of Discontinued Qijmerg in July 2003 with a
comment deadline of 24 October 2003. The Board ivede over
80 comment letters on the Exposure Dratft.

Scope of the IFRS

BC8

BC9

BC10

BC11

BC12

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

(a) goodwill,

(b) financial instruments within the scope of IAS B®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 notetttigause 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 ivithe definition of
current assets and so might be thought to be eadlu@he same was true
for assets that had been classified as non-custgntere now expected to
be realised within twelve months.

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

The Board noted that it had not intended #saets classified as non-current in
accordance with IAS 1Presentation of Financial Statementwould be
reclassified as current assets simply because pégeanent's intention to sell or
because they reached their final twelve months péeted use by the entity. The
Board decided to clarify in IFRS 5 that assetssifeesl as non-current are not
reclassified as current assets until they meettiteria to be classified as held for
sale in accordance with the IFRS. Further, asdetsotass that an entity would
normally regard as non-current and are acquiretisixely with a view to resale
are not classified as current unless they meettiteria to be classified as held
for sale in accordance with the IFRS.

In relation to assets presented in accordaitbea liquidity presentation, the Board
decided that non-current should be taken to meaptsaghat include amounts
expected to be recovered more than twelve montésthe balance sheet date.

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

© IFRS Foundation 5
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BC13

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

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

(a) financial assets within the scope of IAS 39

(b) non-current assets that have been accountagsiiog the fair value model
in IAS 40Investment Property

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

Assets for which there might be difficulties in deieing their fair value:

BC14

BC14A

BC14B

(@) 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 impairmienon-current assets
held for use as well as those held for sale. Fumbee, other requirements in
US GAAP affect the scope of SFAS 144. The Board therefoncluded that
convergence with the scope of SFAS 144 would not Bsible.

The Board identified a need to clarify thedidsure requirements for non-current
assets (or disposal groups) classified as helddter or discontinued operations in
accordance with IFRS 5. Some believed that IFRS & ather IFRSs that
specifically refer to non-current assets (or digph@goups) classified as held for
sale or discontinued operations set out all thelassires required in respect of
those assets or operations. Others believed thdisalbsures required by IFRSs
whose scope does not specifically exclude non-cuegsets (or disposal groups)
classified as held for sale or discontinued openatiapply to such assets (or
disposal group$)

The Board noted that paragraph 30 of IFR8duires an entity to ‘present and
disclose information that enables users of thenfire statements to evaluate the

The Board acknowledges that not all financiaktssvithin the scope of IAS 39 are recognised iat fa
value with changes in fair value recognised in iprof loss but it did not want to make any further
changes to the accounting for financial assetsistime.

" InImprovements to IFRSssued in May 2008, the Board amended IAS 41:ahm testimated point-of-
sale costs’ was replaced by ‘costs to sell'.

¥ Paragraphs BC14A—BC14E were addedrbgrovements to IFRSssued in April 2009.
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financial effects of discontinued operations argpdsals of non-current assets (or
disposal groups).” Paragraph BC17 below states‘thatBoard concluded that
providing information about assets and groups afetsand liabilities to be
disposed of is of benefit to users of financiatestzents. Such information should
assist users in assessing the timing, amount acettainty of future cash flows.’

The Board noted that some IFRSs other thR$ I& require specific disclosures
for non-current assets (or disposal groups) clessilas held for sale or
discontinued operations. For instance, paragraplof68AS 33 Earnings per
Share requires an entity to disclose the amount per estfar discontinued
operations. The Board also noted that the requimésnef IAS 1 on fair
presentation and materiality also apply to sucktag®r disposal groups).

The Board also noted that when a disposalpgincdudes assets and liabilities
that are not within the scope of the measurementinements of IFRS 5,
disclosures about measurement of those assets iabilitiés are normally
provided in the other notes to the financial staets and do not need to be
repeated, unless they better enable users of thadial statements to evaluate
the financial effects of discontinued operationsl afisposals of non-current
assets (or disposal groups).

Consequently, improvements to IFRSssued in April 2009, the Board clarified
that IFRS 5 and other IFRSs that specifically refernon-current assets (or
disposal groups) classified as held for sale oratiinued operations set out all
the disclosures required in respect of those assetsperations. Additional

disclosures about non-current assets (or dispasaipg) classified as held for
sale may be necessary to comply with the generaliregents of IAS 1, in

particular paragraphs 15 and 125 of that standard.

Classification of non-current assets to be disposed of as
held for sale
BC15 Under SFAS 144, long-lived assets are classifeeither (i) held and used or (ii)

BC16

held for sale. Before the issue of this IFRS, miinttion was made in IFRSs
between non-current assets held and used and nmnt@wssets held for sale,
except in relation to financial instruments.

The Board considered whether a separate dtatigih for non-current assets
held for sale would create unnecessary complexityFRSs and introduce an

element of management intent into the accountin§ome commentators

suggested that the categorisation ‘assets helddlet is unnecessary, and that if
the focus were changed to ‘asgetired from active use’ much of the complexity
could be eliminated, because the latter classifinawould be based on actuality
rather than what they perceive as management inf€hey assert that it is the
potential abuse of the classification that necatsst many of the detailed
requirements in SFAS 144. Others suggested thagxigting IFRSs were

amended to specify that assets retired from actbeeare measured at fair value

© IFRS Foundation 7
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BC17

BC18

BC19

BC20

BC21

BC22

BC23

less costs to sell and to require additional dmale, some convergence with
SFAS 144 could be achieved without creating a new IFRS

However, the Board concluded that providing nmf@tion about assets and
groups of assets and liabilities to be disposeid of benefit to users of financial

statements. Such information should assist useassessing the timing, amount
and uncertainty of future cash flows. The Boardarstinds that this was also
the assessment underpinning SFAS 144. Therefordtlaed concluded that

introducing the notion of assets and disposal gsdugld for sale makes IFRSs
more complete.

Furthermore, although the held for sale diasdion 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 aegpecific. However, the Board
believes that the criteria should be specific tchieme comparability of

classification between entities. The Board doeshatieve that a classification
‘retired from active use’ would necessarily requiesver criteria to support it.

For example, it would be necessary to establishséindtion between assets
retired from active use and those that are heldbask-up spares or are
temporarily idle.

Lastly, if the classification and measuren@nassets held for sale in IFRSs are
the same as in US GAAP, convergence will have been\aghim 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 b&sirddowever, 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
Assetgelating to restructuring provisions.

(c) the classification should be for assets retireth active use.

(d) assets to be abandoned should be treated isathe way as assets to be
sold.

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

The Board also noted that the requirementd9f37 establish when a liability is
incurred, whereas the requirements of the IFRSadfatthe 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 tssgéll be recovered principally
through sale. Applying this principle to assetired from active use, the Board
decided that assets retired from active use thatnalo meet the criteria for

© IFRS Foundation
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classification as assets held for sale should agirbsented separately because the
carrying amount of the asset may not be recoveratcipally through sale.
Conversely, the Board decided that assets that theatriteria to be classified as
held for sale and are being used should not bdudet from being separately
classified. This is because, if a non-currenttassavailable for immediate sale, the
remaining use of the asset is incidental to itevery through sale and the carrying
amount of the asset will be recovered principditptigh sale.

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

Plan to sell the controlling interest in a subsidia ry”

BC24A

BC24B

BC24C

BC24D

In 2007 the Board considered situations inciwtdn entity is committed to a plan
to sell the controlling interest in a subsidiarydaafter the sale, retains a non-
controlling interest in its former subsidiary, tagithe form of an investment in
an associate, an investment in a joint venture €inancial asset. The Board
considered how the classification as held for spfgies to the subsidiary in the
consolidated financial statements of the entity.

The Board noted that paragraph 6 statesAhagntity shall classify a non-current
asset (or disposal group) as held for sale if aisying amount will be recovered
principally through a sale transaction rather thlarough continuing use.” The
Board also noted that IAS ZZonsolidated and Separate Financial Stateméais
amended in January 2008) defines control and regj@rparent to consolidate a
subsidiary until control is lost. At the date caniis lost, all the subsidiary’s assets
and liabilities are derecognised and any investmeained in the former subsidiary
is recognised. Loss of control is a significant remnic event that changes the
nature of an investment. The parent-subsidiantiogiship ceases to exist and an
investor-investee relationship begins that diffeignificantly from the former
parent-subsidiary relationship. Therefore, the mewestor-investee relationship is
recognised and measured initially at the date vdoaitrol is lost.

The Board concluded that, under the sale géstribed above, the controlling
interest in the subsidiary is, in substance, exghdnfor a non-controlling
interest. Therefore, in the Board’s view, being catted to a plan involving loss
of control of a subsidiary should trigger classifion as held for sale. The Board
also noted that this conclusion is consistent wAk8 P7.

The Board noted that the subsidiary’s asmsdsliabilities meet the definition of a
disposal group in accordance with paragraph 4. Ttwexethe Board concluded
that all the subsidiary’s assets and liabilitiesw8t be classified as held for sale,
not only the portion of the interest to be disposé&dregardless of whether the
entity will retain a non-controlling interest.

This section and paragraphs BC77A and BC79A wdded as a consequence of amendments to IFRS 5

by Improvements to IFRSssued in May 2008.

© IFRS Foundation 9
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BC24E The Board considered the comments receivedhenproposal set out in its

BC25

BC26

BC27

exposure draft of October 2007. In response to camsrfeom some respondents,
the Board clarified in the amendment that the gétéor classification as held for
sale need to be met.

Assets to be exchanged for other non-current
assets

Under SFAS 144, long-lived assets that are toekehanged for similar

productive assets cannot be classified as heldsdt®. They are regarded as
disposed of only when exchanged. The Basis for lOsimns on SFAS 144

explains that this is because the exchange of sisskts is accounted for at
amounts based on the carrying amount of the assetst fair value, and that

using the carrying amount is more consistent withabcounting for a long-lived

asset to be held and used than for a long-liveet asde sold.

Under IAS 16°roperty, Plant and Equipmerds 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 does therefore, apply.
Consistently with IAS 16, the IFRS treats an excharfggssets as a disposal and
acquisition of assets unless the exchange hasmmeccial substance.

The FASB has published an exposure draft miogoto converge with the
requirements in IAS 16 for an exchange of assetsetoneasured at fair value.
The exposure draft also proposes a consequenteh@ment to SFAS 144 that
would make exchanges of assets that have commexdietance eligible for
classification as held for sale.

Measurement of non-current assets held for sale

BC28

BC29

BC30

10

SFAS 144 requires a long-lived asset or a dapgroup classified as held for
sale to be measured at the lower of its carryinguarhand fair value less costs to
sell. A long-lived asset classified as held fdegar included within a disposal
group) is not depreciated, but interest and othgreeses attributable to the
liabilities of a disposal group are recognised.

As explained in the Basis for Conclusions oM&HA44, the remaining use in

operations of an asset that is to be sold is imtaleto the recovery of the

carrying amount through sale. The accounting fmhsan asset should 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 itsvalue 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 evengaé, the loss would be
recognised in the period of decline because thevidue less costs to sell is
evaluated each period.

© IFRS Foundation
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The counter-argument is that, although clesbiis held for sale, the asset is still
being used in operations, and hence cessationppédation is inconsistent with
the basic principle that the cost of an asset shbal allocated over the period
during which benefits are obtained from its use. rtif@ermore, although the
decline in the value of the asset through its useldvde reflected in the
recognised change in fair value, it might also lesked by an increase arising
from changes in the market prices of the asset.

However, the Board noted that IAS 16 requiresmiity to keep the expected
useful life and residual values of property, pland equipment up to date, and
IAS 36 Impairment of Asseteequires 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 agbetisare about to be sold under
other IFRSs similar to that required by this IFRS@lows. Under other IFRSs,
if the fair value less costs to sell is higher tltanrying amount there will be no
impairment and no depreciation (because the residalae will have been
updated). If fair value less costs to sell is lowemn carrying amount, there will
be an impairment loss that reduces the carryinguatio fair value less costs to
sell and then no depreciation (because the residlat will have been updated),
unless value in use is higher than fair value tEssts to sell. If value in use is
higher than fair value less costs to sell, thereldvbe small differences between
the treatment that would arise under other IFRSstlamdreatment under IFRS 5.
Under other IFRSs there would be an impairment los¢hé extent that the
carrying amount exceeds value in use rather thahdaxtent that the carrying
amount exceeds fair value less costs to sell. Uotier IFRSs, there would also
then be depreciation of the excess of value in(tleenew carrying amount of the
asset) over fair value less costs to sell (itdredi value). However, for assets
classified as held for sale, value in use will diffiem 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 usually t&atively small. The
difference in impairment loss recognised and sulrsegdepreciation under other
IFRSs compared with the impairment loss and no splese depreciation under
IFRS 5 would, therefore, also be small.

The Board concluded that the measurementnergants of IFRS 5 for individual
assets would often not involve a significant chafigen the requirements of
other IFRSs. Furthermore, the Board agreed withFh8B that the cash flows
arising from the asset’s remaining use were incaleotthe recovery of the asset
through sale and, hence, concluded that individisakts classified as held for
sale should be measured at the lower of carryinguatnand fair value less costs
to sell and should not be depreciated.

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

© IFRS Foundation 11



IFRS 5 BC

BC35

BC36

BC37

BC38

In such a situation, some might view the nemments in IFRS 5 as allowing
internally generated goodwill to stop the deprémmtof non-current assets.
However, the Board does not agree with that vi®ather, 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-deptamaof the non-current
assets in the disposal group is, as with indivicaggets, a consequence of the
basic principle underlying the separate classificgtthat the carrying amount of
the asset will be recovered principally through sat& continuing use, and that
amounts recovered through continuing use will baertal.

In addition, it is important to emphasise thBRS 5 permits only an asset
(or disposal group) that is to keldto be classified as held for sale. Assets to be
abandoned are classified as held and used unglosksl of, and thus are
depreciated. The Board agrees with the FASB’s obhsiervthat a distinction can
be drawn between an asset that is to be sold andgsahthat is to be abandoned,
because the former will be recovered principallyotiygh sale and the latter
through its continuing use. Therefore, it is l@jithat 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 recognisedqnity arising from the
translation of the asset or disposal group into ghesentation currency of the
group. IAS 21The Effects of Changes in Foreign Exchange Riaesires the
exchange difference to be ‘recycled’ from equityptofit or loss on disposal of
the operation. The question arises whether claasibin as held for sale should
trigger the recycling of any exchange differencésider US GAAP (EITF 01-5
Application of FASB Statement No. 52 to an InvedtrBemg Evaluated for
Impairment That Will Be Disposed YOthe accumulated foreign currency
translation adjustments previously recognised freotomprehensive income that
are expected to be recycled in income at the tifneate are included in the
carrying amount of the asset (or disposal groupjdotested for impairment.

In its project on reporting comprehensive inepthe 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 notnpeany exchange
differences to be recycled on the classificatiommofasset or a disposal group as
held for sale. The recycling will take place whée tsset or disposal group is
sold.

As a consequence of the revision of IA®resentation of Financial Statemer{tss revised in 2007)
such a difference is recognised in other comprehetiscome.

12
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The allocation of an impairment loss to a disposal
group

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

This is different from the requirements of 18& for the allocation of an
impairment loss arising on a cash-generating UAg 36 requires an impairment
loss on a cash-generating unit to be allocated tfirseduce the carrying amount
of goodwill and then to reduce pro rata the carrgngpunts of the other assets in
the unit.

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

Newly acquired assets

SFAS 144 requires, and ED 4 proposed, newly igjiassets that meet the
criteria to be classified as held for sale to besneed at fair value less costs to
sell on initial recognition. So, in those instasicether than in a business
combination, in which an entity acquires a non-aurrasset that meets the
criteria to be classified as held for sale, a issgcognised in profit or loss if the

cost of the asset exceeds its fair value less ¢os¢ell. In the more common

cases in which an entity acquires, as part of anlegsicombination, a non-current
asset (or disposal group) that meets the criteribet classified as held for sale,
the difference between fair value and fair valus lessts to sell is recognised in
goodwill.

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

In relation to business combinations, the Boated that conceptually the assets
should be recognised initially at fair value andrtimmediately classified as held
for sale, with the result that the costs to sellr@@gnised in profit or loss, not
goodwill. In theory, if the entity had factored tbests to sell into the purchase
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price, the reduced price would lead to the creabbmegative goodwill, the
immediate recognition of which in profit or loss wdubffset the loss arising
from the costs to sell. Of course, in practice, teduced price will usually result
in lower net positive goodwill rather than negativedwill to 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 acquisitioousth be measured at fair value
less costs to sell on initial recognition.

BC45 The Board and the FASB are considering whiamstshould form part of the

business combination transaction more generallyhéir joint project on the

application of the purchase method. This constaeraincludes whether the
assets and liabilities recognised in the transacsbould be based on the
acquirer’s or the acquiree’s perspective. Theamte of those deliberations may
affect the decision discussed in paragraph BC44.

Recognition of subsequent increases in fair value
less costs to sell

BC46  The Board considered whether a subsequentagera fair value less costs to

sell should be recognised to the extent that iemsed previous impairments.
SFAS 144 requires the recognition of a subsequeantease in fair value less
costs to sell, but not in excess of the cumulatygs previously recognised for a
write-down to fair value less costs to sell. The Blodecided that, under IFRSs,
a gain should be recognised to the extent thaviénses any impairment of the
asset, either in accordance with the IFRS or preloin accordance with
IAS 36. Recognising a gain for the reversal of ampadirment that occurred
before the classification of the asset as held sfale is consistent with the
requirement in IAS 36 to recognise reversals of inmpent.

Recognition of impairment losses and subsequent
gains for assets that, before classification as hel d
for sale, were measured at revalued amounts in
accordance with another IFRS

BC47 ED 4 proposed that impairment losses and qubsé gains for assets that, before

classification as held for sale, were measuredalued amounts in accordance
with another IFRS should be treated as revaluatenreases and increases
according to the standard under which the assetsphaviously been revalued,

consistently with the requirements of IAS 36, exdepthe extent that the losses

14

In their joint project on the application of theguisition method, the Board, and the FASB clediifihat
the classification of assets acquired in a busicessbination as held for sale should be based en th
acquirer's perspective. Therefore, the acquirerldvdiave to satisfy the criteria in paragraph 6-11 o
IFRS 5 at the acquisition date in order to clasaffgets acquired as held for sale on initial reitogn
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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 alway®cognised in profit or loss.

Many respondents disagreed with these propdsetause of their complexity and
because of the resulting inconsistent treatmerisséts classified as held for sale.
The Board considered the issues raised and dethidédssets that were already
carried at fair value with changes in fair valueognised in profit or loss should not
be subject to the measurement requirements ofHR8.] The Board believes that,
for such assets, continued measurement at faiegiltes better information than
measurement at the lower of carrying amount anmdvédue less costs to sell. The
Board did not, however, believe that such treatmexst appropriate for assets that
had been revalued in accordance with IAS 16 and38%ecause those standards
require depreciation to continue and the revalonativange would not necessarily
be recognised in profit or loss. The Board conetuthat assets that had been
revalued in accordance with IAS 16 and IAS 38 shbeldreated in the same way
as any assets that, before classification as bekbfe, had not been revalued. Such
an approach results in a consistent treatmentsieta that are within the scope of
the measurement requirements of the IFRS and, hasb@pler standard.

Measurement of assets reclassified as held for use

Under SFAS 144, when an entity changes its folaell the asset and reclassifies a
long-lived asset from held for sale to held anddyuske asset is measured at the
lower of (a) the carrying amount before the assetlisposal 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 dathefiecision not to sell.

The underlying principle is to restore thergiaig value of the asset to what it
would have been had it never been classified asfbelshle, taking into account
any impairments that may have occurred. In faBAS 144 requires that, for
held and used assets, an impairment is recognisgdfdhe carrying amount of
the asset exceeds the sum of the undiscountedloashexpected to result from
its use and eventual disposal. Thus, the carrgimgunt of the asset if it had
never been classified as held for sale might exdtsethir value. As a result,
SFAS 144 does not necessarily lead to the assetireyéo its original carrying
amount. However, the Basis for Conclusions on SFABrtes that the FASB
concluded it would be inappropriate to write up therging amount of the asset
to an amount greater than its fair value solelytlom basis of an undiscounted
cash flow test. Hence, it arrived at the requirenfi@enmeasurement at the lower
of (a) the asset’s carrying amount had it not beessified as held for sale and
(b) fair value at the date of the decision notetl the asset.

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

SFAS 144 and also to be consistent with the requimesra IAS 36, an asset that
ceases to be classified as held for sale shoulddzesured at the lower of (a) the
carrying amount that would have been recognised thad asset not been
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BC52

BC53

BC54

classified as held for sale and (b) its recoveradfisount at the date of
reclassification. Whilst this is not full converge, the difference arises from
differences in the US GAAP and IFRS impairment models.

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

SFAS 144 removed the exemption from consobdatin US GAAP for
subsidiaries held on a temporary basis on the gi®timt all assets held for sale
should be treated in the same way, ie as requye8HAS 144 rather than having
some assets consolidated and some not.

The Board agreed that all subsidiaries shbaldonsolidated and that all assets
(and disposal groups) that meet the criteria toclssified as held for sale
should be treated in the same way. The exemptiom fconsolidation in
IAS 27 Consolidated and Separate Financial Statemefts subsidiaries
acquired and held exclusively with a view to resalevents those assets and
disposal groups within such subsidiaries that rtieetriteria to be classified as
held for sale from being treated consistently witiher assets and disposal
groups. ED 4 therefore proposed that the exempimomAS 27 should be
removed.

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

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

(b) any change in fair value of the investmentthie subsidiary would, in
accordance with the current requirements in IAS 27 pkesented as a
single amount in profit or loss as a held-for-tragifinancial asset in
accordance with IAS 39. As discussed in paragraph2B@e subsidiary
would be a discontinued operation and, in accordavite the IFRS’s
requirements (see paragraphs BC73-BC76), any ressmjohange in the
value of the disposal group that comprises the idigrg would be
presented as a single amount in profit or loss.

(c) the presentation in the balance sheet wouldgéh&éom a single amount
for the investment in the subsidiary to two amoundsie-for the assets
and one for the liabilities of the disposal grobattis the subsidiary.

Greater disaggregation of the disposal grouperstatement of financial position is permittedrimitrequired.

16
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The Board reaffirmed its conclusion set oufparagraph BC53. However, it
noted that the limited impact of the proposals gmpily to the amounts required
to be presented on the face of the balance shekttten income statement.
Providing the required analyses of those amounthénnotes could potentially

involve the entity having to obtain significantlyone information. The Board

therefore decided not to require the disclosurghef analyses of the amounts
presented on the face of the balance sheet andnensiatement for newly

acquired subsidiaries and to clarify in an exantpk computational short cuts
that could be used to arrive at the amounts to resepted on the face of the
balance sheet and income statement.

Presentation of non-current assets held for sale

BC56

BC57

BC58

SFAS 144 requires an entity to present:

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

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

In the Basis for Conclusions on SFAS 144 theB-AS8ted that information about
the nature of both assets and liabilities of a @i group is useful to users.
Separately presenting those items in the balaneet glovides information that is
relevant. Separate presentation also distinguifese assets that are not being
depreciated from those that are being depreciafBte Board agreed with the
FASB's views.

Respondents to ED 4 noted that the separasemation within equity of
amounts relating to assets and disposal groupsifitasas held for sale (such as,
for example, unrealised gains and losses on alaifab-sale 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

With the introduction of SFAS 144, the FASBoadened the scope of a
discontinued operation from a ‘segment of a bush&s a ‘component of an
entity’. A component is widely drawn, the criterideing that it comprises
‘operations and cash flows that can be clearly nistished, operationally and
for financial reporting purposes, from the restiloé entity’. SFAS 144 states
that a component may be a segment, a reporting argstubsidiary or an asset

group.
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BC60

BC61

BC62

BC63

BC64

BC65

BC66

BC67

However, at the same time, the FASB specifiedemestrictive criteria for
determiningwhenthe component is classified as discontinued amdéevhen its
results are presented as discontinued. SFAS l44resga component to be
classified as discontinued only if it has been dégal of or if it meets the criteria
for classification as an asset ‘held for sale’.

The definition of a discontinuing operation lIAS 35 as a ‘major line of
business’ or ‘geographical area of operations’ lisser to the former, and
narrower, US GAAP definition. The trigger in IAS Jor classifying the
operation as discontinuing is the earlier of (& émtity entering into a binding
sale agreement and (b) the board of directors ajppyoand announcing a
formal disposal plan. Although IAS 35 refers td8I&87 for further guidance on
what constitutes a plan, the criteria are lesgimisie than those in SFAS 144.

Paragraph 12 of tl@ameworkstates 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 Bmameworkgoes on to state that the
economic decisions that are taken by users of imarstatements require an
evaluation of the ability of an entity to generatgsh and cash equivalents.
Separately highlighting the results of discontinogérations provides users with
information that is relevant in assessing the omgaability of the entity to
generate cash flows.

In terms of the timing of classifying an opema as discontinued, the Board
considered whether more useful information is piedi by making the
classification conditional upon a firm decision tiscontinue an operation
(the current 1AS 35 approach) or conditional upor ttiassification of an
operation as held for sale.

The Board decided that, to be consistent wi¢hpresentation of assets held for
disposal and in the interests of convergence, anatipn 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 théodeend but before the financial
statements are issued. SFAS 144 requires somdodglise; however, the
component isnot presented as a discontinued operation. 1AS 35inex)uhe

component to be classified as discontinuing.

The Board believes that, consistently with |A8EVents after the Balance Sheet
Date, a component should not be classified as discoetinin the financial
statements unless it meets the criteria to beassitied at the balance sheet date.

In terms of the definition of a discontinugzkeaation, 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

In September 2007 the title of IAS 10 was amerfdad Events after the Balance Sheet Dat&vents
after the Reporting Periochs a consequence of the revision of IA®desentation of Financial
Statements 2007.
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impact on the ongoing operations of the entity, i 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, thathtnnot meet the definition of
a discontinuing operation. Under SFAS 144, if tHewant criteria were met, it
would.

However, a substantial majority of respondentsED 4 disagreed with this
proposal. They preferred instead to retain the 3&%riterion that a discontinued
operation should be a major line of business oggguhical area of operations.

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

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. Specificalhg EITF is considering
(a) the cash flows of the component that should basidered in the
determination of whether cash flows have been or lvélleliminated from the
ongoing operations of the entity and (b) the typesontinuing involvement that
constitute significant continuing involvement inetloperations of the disposal
component. As a result of these practical problehesBoard further concluded
that it was not appropriate to change the definitiba discontinued operation in
a way that was likely to cause the same problemsaictipe as have arisen under
SFAS 144,

The Board therefore decided that it wouldinethe requirement in IAS 35 that a
discontinued operation should be a major line cfitmss or geographical area of
operations, noting that this will include operatidhat would have been excluded
from the US definition before SFAS 144, which wasdzhon a reporting segment.
However, the Board regards this as an interim mieaand intends to work with the
FASB to arrive at a converged definition within kteely short time.

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 shbaldo 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 ofréyulators because the
entity would otherwise have too much of a partictyge of operation in
a particular geographical area. In such a casesuhsidiary must be a
significant operation.

© IFRS Foundation 19



IFRS 5 BC

Presentation of discontinued operations

BC73 SFAS 144 requires the results of a discontimygetation to be presented as a
separate component in the income statement (nigtcofne tax) for all periods
presented.

BC74 IAS 35 did not require the results of a disoarihg operation to be presented as
a net amount on the face of the income statemérsdtead, specified items are
disclosed either in the notes or on the face ofrtheme statement.

BC75 In ED 4, the Board noted that it was considgtire presentation of discontinued
operations in the income statement in its projettreporting comprehensive
income and that it did not wish to prejudge thecouate of that project by
changing the requirements of IAS 35 in respect o tomponents to be
disclosed. Given that the project on reporting cahpnsive income will not be
completed as soon as previously expected, the Bderidled to proceed with its
decisions on the presentation of discontinued dipeisin this IFRS.

BC76  The Board believes that discontinued operatgirould be shown in a section of
the income statement separately from continuingradjsss because of the
different cash flows expected to arise from the twpes of operations. The
Board concluded that it is sufficient to show a Enget figure for discontinued
operations on the face of the income statementusecaf the limited future cash
flows expected to arise from the operations. Th@SRherefore permits an
analysis of the single net amount to be presenitbérein the notes or in the
income statement.

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

BC77A The Board considered the comments receivedhendraft amendments in the
2007 exposure draft of proposddthprovements to International Financial
Reporting StandardsSome respondents asked the Board to clarify ffieete of
the proposed amendment on the income statement tivbatisposal group meets
the definition of a discontinued operation. The Bbaoncluded that when a
subsidiary is a disposal group that meets the fiiefin of a discontinued
operation in accordance with paragraph 32, an etitéyis committed to a sale
plan involving loss of control of the subsidiaryositd disclose the information
required by paragraphs 33-36. The Board agreed wagpondents that
presentation should not differ simply because efftrm of the disposal group.

Transitional arrangements

BC78 Some respondents to ED 4 noted that thered dmildifficulties in obtaining the
information necessary to apply the IFRS retrospebti The Board agreed that

IAS 1 Presentation of Financial Statemerfés revised in 2007) requires an entity to preaéinhcome
and expense items in one statement of comprehemsivoene or in two statements (a separate income
statement and a statement of comprehensive income.
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hindsight might be involved in determining at whatalassets or disposal groups
met the criteria to be classified as held for said their fair value at that date.

Problems might also arise in separating the restilaperations that would have

been classified as discontinued operations in puigniods and that had been
derecognised in full before the effective datehef IFRS.

BC79  The Board therefore decided to require apidioeof the IFRS prospectively and
allow retrospective application only when the necgssaformation had been
obtained in the prior periods in question.

BC79A The Board concluded that the effective dditthe amendments in paragraphs 8A
and 36A for presentation purposes should be 1 10§ 20 be consistent with the
effective date of the amendments to IAS 27 (as aetrid January 2008) for
measurement purposes. Because paragraph 45(c) @&ng®vides an exception
to retrospective application of the amendmentgingao the loss of control of a
subsidiary for measurement purposes, the Boardreztjan entity to consider the
applicable transitional provisions in IAS 27 when lempenting the amendments
in paragraphs 8A and 36A.

Terminology

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

BC81 In SFAS 144, the terprobableis 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 SBASNd to avoid using the
term ‘probable’ with different meanings in IFRSsjstiFRS uses the phrase
‘highly probable’. The Board regards ‘highly pratel as implying a
significantly higher probability than ‘more liketyhan 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.

BC82 The measurement basis ‘fair value less castell’ used in SFAS 144 is the
same as the measurement ‘net selling price’ uséd3n36 (as issued in 1998).
SFAS 144 defines fair value of an asset as ‘the amatuwhich that asset could
be bought or sold in a current transaction betwedlingiparties, that is, other
than in a forced or liquidation sale’, and costséll as ‘the incremental direct
costs to transact a sale, that is, the costs ésaltrdirectly from and are essential
to a sale transaction and that would not have leanred by the entity had the
decision to sell not been made.’ IAS 36 definessafiing price as the amount
obtainable from the sale of an asset in an arnmgtle transaction between
knowledgeable, willing parties, less the costs opalsal. Costs of disposal are
incremental costs directly attributable to the dig of an asset, excluding
finance costs and income tax expenses.
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BC83  The Board considered using the phrase ‘néihggbrice’ to be consistent with
IAS 36. However, it noted that ‘fair value’ is usedmany IFRSs. The Board
concluded that it would be preferable to use theespimase as SFAS 144 so that
it is clear that convergence on this point had tegreved and to amend IAS 36
so that the terminology in IAS 36 is consistent wother IFRSs. Therefore, a
consequential amendment made by IFRS 5 replacésétfieng 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

@)

(b)

(©

(d)

(e)

()

(9

22

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

goodwill and financial assets under leasesrariided in the scope of the
measurement provisions of the IFRS (paragraphs BC&4).

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

assets that are revalued in accordance with BASrlIAS 38 are, when
classified as held for sale, treated consistenti wissets that had not
previously been revalued (paragraphs BC47 and BC48)

the allocation of an impairment loss on a déghgroup is consistent with
the order of allocation of impairment losses in 126 (paragraphs BC39—
BC41).

the criterion in IAS 35 that a discontinued agtén should be a major
line of business or area of geographical operatibas been added
(paragraphs BC67—-BC71).

discontinued operations can be presented onfabe of the income
statement as a single amount (paragraphs BC73-BC77)
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Comparison with relevant aspects of SFAS 144

BC85  The following table sets out the extent of @mgence 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 nhon-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.

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.

As a consequence of the revision of IA®resentation of Financial Statemer{ts revised in 2007)
such differences are recognised in other compréreircome.
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Requirement

Extent of convergence with
SFAS 144

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).
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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

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

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

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

and to converge with US GAAP. The ability to identifgsets (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 enables usalistinguish those parts of
a business that will not contribute to future cdelws$.

The importance of identifying and disaggregatittipse components was
emphasised in the 1994 report of the Special Coeenitn Financial Reporting
of the American Institute of Certified Public Accoants (the AICPA Jenkins
Committee). The Jenkins Committee report, argualdy 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 eesults of operations and
activities can be distinguished physically and afienally and for business reporting
purposes.

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

Indeed, the Board appeared to agree in its lirdgdiberations. In ED 4, the
Board stated:
[The Board] further concluded that the definitiof discontinued operations in
SFAS 144 leads to more useful information being@néed and disclosed for a wider
range of operations than did the existing definitino IAS 35. That information is

important to users in their assessment of the amdaring and uncertainty of future
cash flows.

Mr Cope continues to agree with that statement.

However, the Board ultimately has decided to retardefinition 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 th@blémentation problems with
SFAS 144 have emerged in the US. (Most of thesdgmsbseem to be with the
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guidance concerning the definition in SFAS 144,eathan the definition itself.)
In paragraph BC71, the Board describes its act®mrainterim measure, and
plans to work with the FASB to arrive promptly at aneerged solution.
In Mr Cope’s view, it would have been much preferablédave converged first,
and then dealt with any implementation problemstipiwith the FASB.

Dissent of Harry K Schmid

DO8

DO9

DO10

DO11

26

The main reasons for Mr Schmid’s dissent are:

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

(b) measurement of assets should not be basednamagement decision that
has not yet been fully carried out, requiring ayveite-based Standard.

Mr Schmid believes that not depreciating/amangjsassets classified as held for
sale but still in active use is conceptually wrong & especially problematic for
discontinued operations because such operatiomeseqt a separate major line
of business or geographical area of operations.Stirmid 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 saeshg; the fair value less costs to
sell will be higher than the carrying amount as filie 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 ywagven longer. In addition, the
net profit shown separately in the income statenfientliscontinued operations
will not be meaningful because depreciation/amditiga charges are not
deducted for the continued use of the assets asgibfit cannot be compared
with the information restated in comparative periadieere depreciation had been
charged.

The proposed classification ‘held for sale’ agdulting measurement of non-
current assets (or disposal groups) so classifiethased on a management
decision that has not yet been fully carried out damands detailed (anti-abuse)
rules to define the classification and to fix theet boundaries during which these
assets can remain within the classification. Thelfresult 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 useuld have been simple to
apply and management intentions would be removedn ftbe Standard.
The classification would equally apply to any fornf disposal (sale,
abandonment, exchange, spin-off etc); no detaibedti-buse) rules and no
illustrations would be necessary and the Standarddameisimple and based on a
clear and unambiguous principle. Mr Schmid, os ffvint, does not agree with
the conclusions in paragraph BC18 that a classificdretired from active use’
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would not require fewer criteria to support it théwe ttategory ‘assets held for
sale’.

Mr Schmid agrees with paragraph BC17 of the BfsiConclusions, but in
order to provide information of intended sales oh+turrent assets, especially
discontinued operations, disclosure could have lregnired to take effect as
soon as such assets are likely to be sold, ewbeyfare still in active use.

Mr Schmid is fully in favour of seeking, wheneyassible, 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, IBRS

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 disposalpg)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 tnibiegplan commitment date.

(b) The entity will continue to use the building iintonstruction of a new
headquarters building is completed. The entitysdoet intend to transfer the
existing building to a buyer until after constracti 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 theitgn(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 buigglis completed, even if a
firm purchase commitment for the future transfertioé existing building is
obtained earlier.
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Example 2

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

(a) The entity intends to sell the manufacturingilfiy with its operations. Any
uncompleted customer orders at the sale date wilrdresferred to the buyer.
The transfer of uncompleted customer orders atséhe date will not affect the
timing of the transfer of the facility. The crii@n in paragraph 7 would be met at
the plan commitment date.

(b) The entity intends to sell the manufacturingilfy, but without its operations.
The entity does not intend to transfer the factiitya buyer until after it ceases all
operations of the facility and eliminates the bagkbf uncompleted customer
orders. The delay in the timing of the transferttod facility imposed by the
entity (seller) demonstrates that the facility & available for immediate sale.
The criterion in paragraph 7 would not be met uthi@d operations of the facility
cease, even if a firm purchase commitment for tharé transfer of the facility
were obtained earlier.

Example 3

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

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

(b) After the renovations are completed and the gntygds classified as held for sale
but before a firm purchase commitment is obtairled,entity becomes aware of
environmental damage requiring remediation. Thiiyestill intends to sell the
property. However, the entity does not have thetald transfer the property to
a buyer until after the remediation is completdthe 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 withgpaph 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 andrfc@company is holding for sale or
lease equipment that has recently ceased to bedeasl 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 circantgs 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 comettto 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 requireca@mplete the sale beyond one year.
Actions necessary to obtain that approval cannahitieted 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 B1l(a) for an
exception to the one-year requirement in parag8apiould be met.
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Example 6

An entity is committed to a plan to sell a manufaai 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 slaée 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, teaditions in paragraph B1(b) for an
exception to the one-year requirement in parag8apiould be met.

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.

€) During the initial one-year period, the markehditions that existed at the date
the asset was classified initially as held for sigéeriorate and, as a result, the
asset is not sold by the end of that period. Dutivag period, the entity actively
solicited but did not receive any reasonable offerpurchase the asset and, in
response, reduced the price. The asset contimubg factively marketed at a
price that is reasonable given the change in madeditions, and the criteria in
paragraphs 7 and 8 are therefore met. In thatt®iy the conditions in
paragraph B1(c) for an exception to the one-yeguirement in paragraph 8
would be met. At the end of the initial one-yearigerthe asset would continue
to be classified as held for sale.

(b) During the following one-year period, market citioths 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 redutled 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 paggia In addition, paragraph 8
also requires an asset to be marketed at a pitestiheasonable in relation to its
current fair value. Therefore, the conditions arggraph B1(c) for an exception
to the one-year requirement in paragraph 8 wouldaotet. The asset would be
reclassified as held and used in accordance witgpaph 26.

Determining whether an asset has been abandoned

Paragraphs 13 and 14 of the IFRS specify requir&syfen when assets are to be treated as
abandoned. Example 8 illustrates when an assetdtdseen abandoned.
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Example 8

An entity ceases to use a manufacturing plant becdemand 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 thatbeilabandoned from being classified as
held for sale. However, if the assets to be abagdicare 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

Example 9

In October 20X5 an entity decides to abandon allt®fcotton mills, which constitute a
major line of business. All work stops at the cottonlls during the year ended
31 December 20X6. In the financial statements fer yhar ended 31 December 20X5,
results and cash flows of the cotton mills are &@aas continuing operations. In the
financial statements for the year ended 31 Dece2®€6, the results and cash flows of the
cotton mills are treated as discontinued operatiamd 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 a2® &f IAS 36 (as revised in 2004).
Example 10 illustrates the allocation of an impa&mniloss on a disposal group.
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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

Investments in equity instruments 1,800 1,500

Total 16,000 14,900

(a) In this guidance, monetary amounts are derateihin ‘currency units’ (CU).

The entity recognises the loss of CU1,100 (CU16,800U14,900) 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 lesstsda® 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-currentesso which the measurement
requirements of the IFRS are applicable. Therefoceimpairment loss is allocated to
inventory and AFS financial assets. The losslizcated to the other assets in the order of
allocation set out in paragraphs 104 and 122 of3B8%as revised in 2004).
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Goodwill

Property, plant and equipment
(carried at revalued amounts)

Property, plant and equipment
(carried at cost)

Inventory

Investments in equity
instruments

Total

Carrying amount
as remeasured
immediately
before
classification as
held for sale

Cu
1,500

4,000

5,700
2,200

1,500
14,900

Allocated Carrying amount
impairment loss after allocation of

cu
(1,500)

(165)

(235)

(1,900)

impairment loss

CuU

3,835

5,465
2,200

1,500
13,000

First, the impairment loss reduces any amount afdgall.

Then, the residual loss is

allocated to other assets pro rata based on thgr@aamounts of those assets.

Presenting discontinued operations in the statement of
comprehensive income

Paragraph 33 of the IFRS requires an entity tolagca single amount in the statement of
comprehensive income for discontinued operations @it analysis in the notes or in a
section of the statement of comprehensive inconparaée 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) X)
Gross profit X X
Other income X X
Distribution costs ) )
Administrative expenses X) X)
Other expenses ) )
Finance costs X) 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

Profit for the period from continuing operations X X
Profit for the period from discontinued operations X X
Profit for the period attributable to owners of the X X
parent

Non-controlling interests

Profit for the period from continuing operations X X
Profit for the period from discontinued operations X X
Profit for the period attributable to owners of the X X
parent

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
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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 dledsas held for sale separately from other
assets in the statement of financial position. [fddglities 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 Il:

Cu CuU
Property, plant and equipment 4,900 1,700
Investments in equity instruments 1,400 @ -
Liabilities (2,400) (900)
Net carrying amount of disposal group 3,900 800

(&) An amount of CU400 relating to these assets has t@gnised 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 400 -
X X
Non-controlling interests X X
Total equity X X
Non-current liabilities
HHH X X
1l 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 dipgpeups) classified as held for sale at
the end of the reporting period do not apply reteasively. The comparative statements of
financial positon for any previous periods are ¢ffi@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 exefmpm consolidation in accordance
with 1AS 27 Consolidated and Separate Financial Statemertt®owever, if it meets the
criteria in paragraph 11, it is presented as aadiapbgroup classified as held for sale.
Example 13 illustrates these requirements.

Example 13

Entity A acquires an entity H, which is a holding canp 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 direvhlue 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 remeasuregitsposal group at the lower of

its cost and fair value less costs to sell, sayCHtl30. The liabilities are
remeasured in accordance with applicable IFRSsas&35. The total assets
are measured at CU130 + CU35, ie at CU165

. at the end of the reporting period, A presenésdbsets 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 saland

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

Further analysis of the assets and liabilitiesfdhe change in value of the disposal group is
not required.
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