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                    CONTENT 
• Objectives  

• Introduction  

• Definition  

• Recognition and Measurement of adjusting and 
non-adjusting events  

• Recognition of Dividends 

• Consideration of the effects of Going-Concern 
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                    OBJECTIVE 

Upon completion of this standard, participants 
should be able to:  

• Understand date of authorisation for issue 

• Understand the difference between Adjusting 
and Non-adjusting events 

• Treat dividends declared after the year-end 
and  

• Address going-concern threat in the financial 
statements 
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                    INTRODUCTION 

• After the year-end of every entity, business transactions 
are still carried out except if the entity’s going-concern 
status has significantly impaired. 

 

• The issue of this Standard is to help give guideline as to 
how to account for transactions occuring after the year-
end and make adequate disclosures to that effect.  
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DEFINITION 
 

 

Events after the reporting period are those events, both 
favourable and unfavourable, that occur between the 
year-end and the date on which the financial statements 
are authorised for issue.  

 

These may be AJUSTING AND NON-ADJUSTING EVENTS. 
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ADJUSTING EVENTS 
 

These events provide additional evidence of conditions 
existing at the year end.  

  

Examples include: An irrecoverable debt suddenly being 
paid, the receipt of proceeds of sales or other evidence 
concerning the net realisable value of inventory. These 
types of events should be adjusted for in the financial 
statements. 
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NON-ADJUSTING EVENTS 
 

These events are indicative of conditions that arose 
subsequent to the reporting period. These are events that 
do not relate to conditions existing at the year end. 
However, if these events are material they must be 
disclosed by way of notes in the financial statement. 

  

Examples include: The issue of new share or loan capital; 
purchase, disposal or closure of business, financial 
consequences of fire or flood. 
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SPECIAL PROVISIONS 
 

Proposed equity dividend 

• Equity dividends declared or proposed after the year 
end are not a liability at the year end (because no 
obligation to pay a dividend exists at that time). These 
dividends should be disclosed in a note to the financial 
statements. 

 

Going concern – if the events after the reporting date 
indicate that an entity is no longer a going concern, then 
the financial statement should be restated on a break-
up basis rather than going-concern basis. 
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                    Practice Question 
Each of the following events occurred after the reporting date of 31 
March 2015, but before the financial statements were authorised for 
issue. 
 
Which would be treated as a NON-adjusting event under IAS 10 
Events After the Reporting Period? 
 
A.  A public announcement in April 2015 of a formal plan to 

discontinue an operation which had been approved by the board in 
February 2015 

B.  The settlement of an insurance claim for a loss sustained in 
December 2014 

C.  Evidence that N20,000 of goods which were listed as part of the 
inventory in the statement of financial position as at 31 March 2015 
had been stolen 

D.  A sale of goods in April 2015 which had been held in inventory at 
31 March 2015. The sale was made at a price below its carrying 
amount at 31 March 2015                        11 



                    

Which TWO of the following events which occur after the 
reporting date of a company but before the financial 
statements are authorised for issue are classified as 
ADJUSTING events in accordance with IAS 10 Events after the 
Reporting Period? 
(i) A change in tax rate announced after the reporting date, 

but affecting the current tax liability 
(ii) (ii) The discovery of a fraud which had occurred during 

the year 
(iii) (iii) The determination of the sale proceeds of an item of 

plant sold before the year end 
(iv) The destruction of a factory by fire 
A (i) and (ii) 
B (i) and (iii) 
C (ii) and (iii) 
D (iii) and (iv) 

                       12 



                    Isaac is a company which buys agricultural produce from 
wholesale suppliers for retail to the general public. It is 
preparing its financial statements for the year ending 30 
September 2014 and is considering its closing inventory. 
 
In addition to IAS 2 Inventories, which of the following 
IFRSs may be relevant to determining the figure to be 
included in its financial statements for closing 
inventories? 
 
A.  IAS 10 Events After the Reporting Period 
B.  IAS 11 Construction Contracts 
C.  IAS 16 Property, Plant and Equipment 
D.  IAS 41 Agriculture 
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IAS 20  
 

ACCOUNTING FOR GOVERNMENT GRANTS 
AND DISCLOSURE OF GOVERNMENT 

ASSISTANCE 

14 



                    CONTENT 

• Objective 

• Introduction  

• Definition 

• Scope 

• Recognition and Measurement of Government 
Grant 

• Repayment of Government Grant 
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                    OBJECTIVE 

Upon completion of this standard, participants 
should be able to:  

• Understand government grant 

• Understand government assistance 

• Differentiate between Capital grant and 
Income grant 

• Treat both capital grant and income grant in 
the financial statements of entities. 
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INTRODUCTION 
 IAS 20 applies to all government grants and other 

forms of government assistance. [IAS 20.1]  

• However, it does not cover government assistance 
that is provided in the form of benefits in 
determining taxable income.  

• It does not cover government grants covered by 
IAS 41 Agriculture, either. [IAS 20.2]  

• The benefit of a government loan at a below-
market rate of interest is treated as a government 
grant. [IAS 20.10A] 
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DEFINITION 
• Government grant is any assistance by 

government in the form of transfers of resources 
to an entity in return for past or future 
compliance with certain conditions relating to the 
operating activities of the entity.  

• Government assistance is any action by 
government designed to provide an economic 
benefit specific to an entity or range of entities 
qualifying under certain criteria.  

• Grants related to assets. Government grants 
whose primary condition is that an entity 
qualifying for them should purchase, construct or 
otherwise acquire long-term assets.  
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                    SCOPE 

The following do not qualify as forms of 
government assistance:   

• Which cannot reasonably have a value placed 
on them; and 

• Transactions with the government which 
cannot be distinguished from the normal 
trading transactions of the entity. 
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                    RECOGNITION  

An entity should recognise government grants 
(including non-monetary grants at fair value) if 
and only if there is reasonably assurance that: 

  

• The entity will comply with any conditions 
attached to the grant 

• The entity will actually receive the grant. 
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                    INCOME VS CAPITAL APPROACH 

Income approach – requires 
the grant be credited to the 
income statement over one 

or more periods. 

Capital approach – 
requires that the grant 
be credited directly to 

shareholders’ interests.  

IAS 20 requires 
that grants 
should be 

recognised under 
the income 
approach. 
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                    MEASUREMENT 

 

• Government grants may relate to: 

 

•   
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ASSETS OR INCOME 



                    

ASSET RELATED(CAPITAL) GRANT 

23 

Deduct the grant 
from the cost of 

the asset and 
depreciate the 

net cost or 

OR 

Treat the grant 
as deferred 
income and 

release the grant 
to the income 

statement over 
the life of the 

asset. 



                    

INCOME RELATED(INCOME) 
GRANT 

These grants 
can be 

recognized as 
other income 

OR 
Deduct from 

related 
expense. 
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REPAYMENT OF GOVERNMENT GRANT 

Repayment of government grants should be 
accounted for as a revision of an accounting 
estimate.  
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                    Practice Question 
Which of the following statements about IAS 20 Accounting for 
Government Grants and Disclosure of Government Assistance are 
true? 
(i)   A government grant related to the purchase of an asset must be 

deducted from the carrying amount of the asset in the statement 
of financial position 

(ii)  A government grant related to the purchase of an asset should be    
recognised in profit or loss over the life of the asset 

(iii) Free marketing advice provided by a government department is 
excluded from the definition of government grants 

(iv) Any required repayment of a government grant received in an 
earlier reporting period is treated as prior period adjustment 

 A.  (i) and (ii) 
 B. (ii) and (iii) 
 C . (ii) and (iv) 
 D. (iii) and (iv) 

                       26 



                    

CASE-STUDY 
Gotedola Plc received a grant of N150m to install and run a 
windmill in an economically backward area. Gotedola Plc 
has estimated that such a windmill would cost N250m to 
construct. The secondary condition attached to the grant is 
that the entity should hire labour in the local market (that 
is, from the economically backward area where the windmill 
is located) instead of employing workers from other parts of 
the country. It should maintain a ratio of 1:1 local workers to 
workers from outside in its labour force for the next five 
years. The windmill is to be depreciated using the straight-
line method over a period of ten years. 

Required- Advise Gotedola Plc on the treatment of this 
grant in accordance with IAS 20. 
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IAS 38 Intangible Assets 

 
   
  
  
               



                    

Highlights 
• Scope of IAS 38 

• Definitions 

• Recognition 

– Recognition principle 

– Recognition criteria 

– Internally generated intangible assets 

– Recognition of an expense/subsequent expenditure 

• Measurement 

– Initial measurement 

– Subsequent measurement 

• Key disclosures 



                    

Definitions (I) 

► Intangible asset: Identifiable non-monetary asset without physical 
substance 

► To be classified as an intangible, the asset must have the following 
essential characteristics: 

► Controlled by the entity  

► Probable future economic benefits are expected to flow to the entity; 

► It must lack physical substance; AND 

► It must be identifiable (in order to separate intangible assets from goodwill). 

► Identifiable: An asset meets the identifiability criterion in the definition of 
an intangible asset when it: 

► is separable, either individually or together with a related contract, asset or 
liability; OR 

► arises from contractual or other legal rights. 



                    

Recognition (I) 
 - Recognition principle - 

An intangible asset shall be recognised only if : 
 

► it meets the definition of an intangible asset, AND 
 

► the recognition criteria are met 

►next slide 



                    

Recognition (II) 
- Recognition criteria - 

► An intangible asset shall be recognised if, and only if: 

► it is probable that the expected future economic benefits that are 
attributable to the asset will flow to the entity, AND 

► the cost of the asset can be measured reliably 

 



                    

'intangible asset' 

Acquisition 

Separate Acquisition  

Acquisition as Part of  
a Business Combination  

Acquisition by way of a  
government grant 

Self-generated 

Recognition (III) 
- Internally generated intangible assets - 

Exchange of Assets 

 

Internally generated  
Goodwill 

Internally generated  
intangible assets 

Research phase 

Development phase 



                    Internally Generated Intangible Assets 

• Separate into: 

– Research Phase 

• All cost in this phase in expensed 

– Development Phase 

• Cost incurred may be capitalised if certain condition 
are met. 

Note: Internally generated goodwill may never be recognised 
as an asset; this also applies to internally generated brands, 
mastheads, publishing titles, customer lists etc. 

 
   
  
  
               



                    

Development cost – Conditions for Capitalisation 

• Ability to demonstrate that the intangible asset will generate 
probable future economic benefits; 

• Intention to complete the intangible asset and use or sell it; 

• Adequate technical, financial and other resources to complete the 
development;  

• Ability to use or sell the intangible asset; 

• Technical feasibility; 

• Ability to measure the expenditure attributable to the intangible 
asset. 

 

• Remember your acronym - PIRATE 

 

 

 

 

 
   
  
  
               



                    

Recognition (VI) 
- Recognition of an expense/subsequent expenditure - 

► Recognition is expressly prohibited for: 

► start-up and training costs 

►advertising and promotional costs, AND 

► relocation or reorganisation costs 

 

► Subsequent expenditure capitalised only when  

► future economic benefits in excess of the original assessed 
standard of performance are probable (i.e. software upgrade 
which enable significant new tasks which the software was 
previously incapable), AND 

►expenditure can be measured and directly attributed to the asset 
reliably 



                    

 Which of the following items can be capitalized as intangible assets 

under IAS 38?  

 

1. Computer software to assist postal operations at the point of sale  

2. The costs of an TV advertising campaign to promote the corporate image of 
Good Group Limited 

3. Fees paid to consultants to conduct a market survey to assess demand for a 
new online directory, which has subsequently been launched and proved 
profitable 

4. A brand belonging to a company that has been acquired 

5. The salaries of its staff who were engaged in compiling the editorial 
content of the new online directory referred to No. 3 above 

QUIZ 



                    

 Which of the following conditions must be demonstrated in order to 

capitalise the development expenditure?  
  

1. The technical feasibility of the asset as proof that it can be sold or used  

2. How the asset will generate future economic benefits 

3. The entity’s ability to complete development of the asset  

4. All of the above  

5. None of the above  

Quiz 



                    

 When capitalising development expenditures, which of the following 

costs might be included?  

 

1. Designing and testing of prototypes 

2. Staff training costs 

3. Amortisation of patents and licenses 

4. 1 and 3  

5. 2 and 3  

Quiz 



                    

Intangible 
acquired in a  

business combination 

Intangible 
internally generated  

Acquisition cost 
Expenditure 

incurred 
Fair value 

Intangible  
separately acquired 

 Capitalize from the day on when all recognition requirements 
 are fulfilled! 

 Costs already expensed in prior periods can never be 
 capitalised! 

Measurement (I)  
- Initial Measurement - 



                    

Subsequent Measurement 

• Either 

– Cost model 

• Cost less accumulated amortisation and accumulated 
impairment 

– Revaluation model 

• Revalued amount less subsequent amortisation and 
impairment 

• Active market must exist 

• Treatment of Revaluation differences similar to IAS 16 

 
   
  
  
               



                    

Amortisation 

• Depend on whether asset has  

– Finite Useful life 

• Amortise over useful life on a straight line basis 
unless another basis is appropriate 

– Indefinite Useful life 

• Do not amortise but test for impairment at least 
annually and also reassess useful life periodically. 

• Start amortisation ones useful life is finite 

 
   
  
  
               



                    

 Which of the following is not part of the cost of an intangible asset 

acquired separately?  
 

1. Cost of introducing a new product  

2. Import duties 

3. Cost of preparing the asset for its intended use 

4. Cost of testing whether the asset is functioning properly  

5. Cost of employee benefits arising directly from bringing the asset to its 
working condition 

6. None of the above  

Quiz 



                    

 Which of the following statements are correct about amortisation?  
 

1. Amortisation commences when the asset is available for use. 

2. Amortisation commences when the asset is first used. 

3. Amortisation should still be charged even if the fair value of the asset 
exceeds its carrying amount. 

4. 1 and 3  

5. 2 and 3 

Quiz 



                    

 Which of the following statements are true about retirements and 

disposals?  
 

1. An intangible asset is derecognised on disposal or when no future 
economic benefits are expected from its use and subsequent disposal. 

2. Gains and losses on derecognition must be taken on the income 
statement. 

3. The gain or loss is the asset’s carrying value minus the net disposal 
proceeds (if any). 

4. All of the above  

5. None of the above 

Quiz 



                    

Key disclosures (I) 

 Disclose for each class of intangible assets, distinguishing between internally 

generated intangible assets and other intangible assets: 

– useful lives or amortisation rates  

– amortisation methods 

– gross carrying amount and accumulated amortisation (aggregated with 
accumulated impairment losses) at beginning and end of the period 

– line item(s) of the income statement in which the amortisation of intangibles 
is included 

– amount of research and development recognised as an expense 

– A reconciliation of the carrying amount at the beginning and end of period 

– Comparative information not required 



                    

Key disclosures (II) 

An entity shall also disclose: 

– for intangible assets with indefinite useful life, the carrying amount 
of that asset and the reasons and significant factors for an indefinite 
useful life 

– description, carrying amount and remaining amortisation period of 
any material individual intangible asset 

– additional information for intangible assets acquired by way of a 
government grant and initially recognised at fair value 

– existence and amounts of restrictions on title to intangible assets 

– intangible assets pledged as securities for liabilities 

– commitments for acquisition of intangible assets 

 



                    

IAS 36 Impairment of Assets 



                    

Highlights 

• Impairment tests 
• Identification of impairment loss 

– Indicators of Impairment   
– Recoverable Amount  

• Recognition of impairment 
– Cash Generating Unit  - Goodwill 

• Reversal of impairment losses 
• Disclosure 
• Examples 



                    

Impairment test (I) 

Impairment Test: Comparison of the assets/CGUs carrying amount with 
its recoverable amount 

 

Impairment loss: Excess of Carrying value  of Assets/CGUs over its 
recoverable amount 

 

Recoverable amount higher of      
 Fair value less cost to sell and  

 Value in use (PV of pretax future cash flows discounted at an 
   appropriate pretax discount rate) 



                    
Impairment Test 

• Single asset with finite or Indefinite life 

 

• CGU without allocated goodwill 

 

• CGU with allocated goodwill 

 
   
  
  
               



                    

Impairment test (III) 
- Simple procedure - 

Recognition at  

carrying amount 

Recognize impairment loss  

(difference between carrying  

amount and recoverable amount) 

Determination of recoverable  

amount as higher amount of fair  

value less cost to sell and value 

in use 

No 

Yes 

Yes 

No 

Recoverable Amount 

> 
Carrying amount? 

START: 

Does an indication of an 

impairment exist?      * 

* Mandatory annual tests for: 

    - intangible assets not yet  

       available for use 

    - intangible assets with 

      indefinite useful life 

    - goodwill 



                    
Which of the following is NOT an indicator of impairment? 

 A.  Advances in the technological  environment in 

 which an asset is employed have an adverse impact 

 on its future use 

B. An increase in interest rates which increases the 

 discount rate an entity uses 

C.  The carrying amount of an entity’s net assets is 

 higher than the entity’s number of shares in  issue 

 multiplied by its share price 

D. The estimated net realisable value of inventory has 

 been reduced due to fire damage although this value 
 is greater than its carrying amount 

                       53 



                    

Identification of impairment loss (I) 

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

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

    

 

 

• Indications of impairment loss... 

– … are company specific 

– … can occur suddenly/without forewarning 

– … can have internal and/or external causes 

 

 

  An asset should not be carried at more than its recoverable amount 



                    

External Indicators 

►Significant decline in an asset’s market value 

► Technological innovations 

► Market entries  

► Increase of market interest rates 

►Market liberalisations 

►Limitations in use 

►Price controls 

►Ecological conditions 

►Fire 

► Earthquake 

► Floodings 

 

  
   
  
  
               



                    

Internal Indicators 

►Physical damages 

► Asset is temporarily underused (machines are (partly) idle) 

► Change in use 

► Unsuccessful integration with new systems necessitate investments 

• Possible) loss of large orders 

►Loss of important clients  

►Long-term supply contracts expire / are not renewed 

►Strategic employees leave the firm  

► Failing research and development activity 

► Restructurings with dismantling measures  

 

 
 
   
  
  
               



                    

 An asset is impaired when the ______ 
amount is higher than the ________ 
amount.  

 
1. recoverable, depreciable 

2. recoverable, carrying 

3. depreciable, recoverable 

4. carrying, depreciable 

5. carrying, recoverable 

Quiz 



                    

Recoverable amount (IV) 
- Value in use - 

Demands on cash flow projections 
• Current business plan approved by management (not just financial projection)  

• Reasonable and supportable assumptions on products and markets 

• Projections from the continuing use of the asset 

• Projection time line is a maximum of 5 years (with residual value) 

• Realistic assumptions for long-term growth rate (comparison to rates for 
industries and countries) 

• Without considering finance costs and taxes 



                    

Recoverable amount (V)  

- Value in use - 

Calculation Net Cash Flow 

• Basis: Free Cash Flow before interest and taxes 

• Continued operative activity 

• Allocation of direct and indirect operational costs 

• Estimate of the net cash flows received for the disposal at the end of the 
asset’s useful life 

• Without considering: 

– future restructuring or reorganisation costs not yet determined 

– future investments for extension or improvement and the additional 
revenue they bring 

 



                    

Recoverable amount (VI)  

- Value in use - 

Discount Rate 
• the firm’s WACC as basis 

• Correction due to tax effects 

• Basis interest corresponds to risk-free market interest (yield of 
government bonds) 

• Interest rate independent of the asset’s capital structure and financing 

Significant influence on measurement  

Consult a measurement specialist 
Careful! 



                    Cash-generating units 

• Smallest identifiable group of assets generating independent 
cash flows  

 

• Once chosen, consistently defined unless good reason for 
change 

 

• Attribute all identifiable assets and liabilities to appropriate CGU 

–Exclude tax assets and liabilities, interest-bearing debt, and 
other items relating wholly to financing 

 



                    

Let’s get interactive! 

The net assets of Fyngle, a cash generating unit (CGU), are: 
            N 
 Property, plant and equipment   200,000 
 Allocated goodwill      50,000 
 Product patent     20,000 
 Net current assets (at net realisable value)    30,000 
     –––––––– 
     300,000 
     –––––––– 
As a result of adverse publicity, Fyngle has a recoverable amount of only N200,000. 
 
What would be the value of Fyngle’s property, plant and equipment after the allocation of the 
impairment loss? 
  
 A .   N154,545 
 B .   N170,000 
 C .   N160,000 
 D .   N133,333 
  

                       62 



                    Impairment loss on CGU 

• Allocated to:- 

 - goodwill first 

 - pro rata to other non monetary assets  

 

• Carrying amount of each asset in the CGU not to fall below 
higher of:- 

 - FV less costs to sell, 

 - value in use, and 

 - zero 

• Loss attributable to minority interest share of goodwill not 
recognised 



                    

Goodwill  (I) 

• No independent cash flows / allocate to CGU’s 

 

• Allocation to CGU’s:- 

 - to represent the lowest level at which 

   monitored by management 

 - no larger than a segment (IFRS 8) 

 

• Perform test on CGU’s to which goodwill allocated annually 

 

• CGU carrying amount grossed up for effect of non controlling  interest (if 
proportion of net asset method is used) 



                    

Goodwill  (II) 

• Indicators of possible impairment of goodwill 

 - current period / expected operating losses 

 - loss of market share or declining revenue 

 - loss of key personnel 

 - decision to restructure 

 - adverse regulatory actions 

 - decision to dispose CGU 

 - sustained decline in market capitalization 

 - decline in credit rating 



                    

Goodwill (III) 

• Goodwill to be tested annually,  

–Not necessarily at year end; but 

–At same time each year 

 

• Can use last year’s detailed calculation if: 

- No significant changes in net assets 

- Recoverable amount was > NBV by substantial margin 

- Current recoverable amount < NBV is remote 



                    
Reversing impairment loss 

• All assets other than goodwill 

 

• Assess at each reporting date whether indication that impairment loss 
has decreased 

– Minimum external and internal sources detailed in para 111 

– Does not include unwinding of discount (TVM) – para 116 

 

• If change in estimates used previously 

– Increase carrying value of asset/ CGU to recoverable amount 

– Limited to CV that would have been determined if impairment had not been 
recognised 

– Recognise in income statement unless another standard permits otherwise 



                    
Disclosure of impairment loss 

•Significant! 
 

• If asset carried at cost 

–Present impairment within cumulative 
depreciation 

 

• If asset revalued 

–Present impairment in the revalued carrying 
amount 



                    
Practice Question 

Riley acquired a non-current asset on 1 October 2009 at a cost of 
N100,000 which had a useful economic life of ten years and a nil 
residual value. The asset had been correctly depreciated up to 30 
September 2014. At that date the asset was damaged and an 
impairment review was performed. On 30 September 2014, the fair 
value of the asset less costs to sell was N30,000 and the expected 
future cash flows were N8,500 per annum for the next five years. 

 

The current cost of capital is 10% and a five year annuity of N1 per 
annum at 10% would have a present value of N3·79 

 

What amount would be charged to profit or loss for the 
impairment of this asset for the year ended 30 September 2014? 

A N17,785 

B N20,000 

C N30,000 

D N32,215 
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Question Time 

70 

Question:-  
The objective of IAS 36 Impairment of assets is to prescribe the procedures that an entity 
applies to ensure that its assets are not impaired. 
 
Required:  
Explain what is meant by an impairment review. Your answer should include reference to 
assets that may form a cash generating unit.  
 
Answer:- 
An impairment review is the procedure required by IAS 36 Impairment of assets to 
determine if and by how much an asset may have been impaired. An asset is impaired if its 
carrying amount is greater than its recoverable amount. In turn the recoverable amount of 
an asset is defined as the higher of its fair value less costs to sell or its value in use, 
calculated as the present values of the future net cash flows the asset will generate. 
 
The problem in applying this definition is that assets rarely generate cash flows in isolation; 
most assets generate cash flows in combination with other assets. IAS 36 introduces the 
concept of a cash generating unit (CGU) which is the smallest identifiable group of assets 
that generate cash inflows that are (largely) independent of other assets. Where an asset 
forms part of a CGU any impairment review must be made on the group of assets as a 
whole. If impairment losses are then identified, they must be allocated and/or apportioned 
to the assets of the CGU as prescribed by IAS 36. 



                    

IAS 33 - Earnings per share 
 



                    Key changes from current IAS 33 

• Definitions were given to some terms used in the standard 

• Earnings per share disclosures introduced for profit or loss from ‘continuing 
operations’ 

• Additional guidance regarding preference shares with certain features 

• Guidance regarding uniting of interests method is deleted 

• Guidance inserted regarding share options and other share-based payments 
to which IFRS 2 applies 



                    

IAS 33 applies to: 

• Entities whose ordinary shares (or ‘potential ordinary shares’) are 

– publicly traded, or  

– in the process of issuing such instruments in 
public securities markets 

 
• Any other entity that voluntarily discloses earnings per share 

 

• Other entities on IFRS? 

 

• Parent and consolidated financial statements presented? 

 



                    IAS 33 - Definitions 
• Ordinary share: an equity instrument that is subordinate to all 

other classes of equity instruments 

• Potential ordinary share: a financial instrument s or other 
contracts that may entitle its holder to ordinary shares.  
Examples include: 

– Debt or equity instruments (including 
preference shares), convertible into ordinary 
shares 

– Options and warrants  

– Rights under employee share plans 

– Rights under other contracts (eg purchase of a 
business or other assets) 



                    

Basic earnings per share 

• This is calculated by dividing:  
       Profit / loss for period attributable to ordinary equity holders of parent 

Weighted average number of ordinary shares during period 

 

• Where profit or loss from continuing 
operations is presented, earnings per 
share should be given for this amount as 
well as for the overall profit or loss. 



                    

Earnings for basic EPS 

• Earnings is the profit or loss after all items of expense, including: 

– Tax 
– Minority interests 
– After-tax amounts of preference dividends 

• This means preference dividends payable in respect of the period 
on cumulative shares and dividends declared on non-cumulative 
shares 

And adjusted for the: 
– Gains or losses on settlement of preference shares 
– Other similar effects of preference shares classified 

as equity 
 



                    

Number of shares for basic EPS 

• Number of shares: 

– weighted average number of ordinary shares outstanding 
during the period 

– Consider timing of increases and reductions in the share 
capital. 

• ‘Contingently issuable shares’  

– regarded as issued only when the necessary conditions are 
met. 

– Not if issuable solely after passage of time 
• Outstanding shares that are contingently returnable 

–  not treated as outstanding and excluded until no longer 
subject to recall 

• Treasury shares 

 



                    

Number of shares for basic EPS 

• New shares issued  - consider: 
– Issued for resources 

• Weighted from day of issue 

– Issued for no resources: 

• number of shares outstanding is adjusted retrospectively. 
Applies to: 

– Bonus issues (stock dividends) 

– Any implicit bonus element in another share issue 

– Share splits and reverse share splits 

 

• Also retrospectively if error or change in acc policy 



                    

Example – rights issue 

• A has 5 million ordinary shares at start of year 1; 

• Rights issue announced middle of year 2  
– shareholders entitled to buy one share for every 5 hold @ N50 

– All rights were exercised immediately 

• Share price immediately before the issue = N80 

• Profits for year 1, 2 and 3 were N200m, N300m and 
N360m 

 

• Calc the basic EPS for each year. 



                    Solution – rights issue 

• Year 1: 

– EPS = N40  (N200 / 5m) 
 

• Year 2: 

– Calc bonus element: 

– Computing the theoretical ex-rights value per 
share 

FV of all outstanding shares + Total amount received from rights 

Number of shares outstanding before + Number of rights issue 
shares issued 

(80 x 5m) + (50 x 1m) 

         5m + 1m  = 75 

 



                    

Solution – rights issue 

– Computing the adjustment factor 
FV per share prior to exercise of rights 

Theoretical ex-rights value per share 

80 

75    = 1.067 

 

– EPS year 1: N37.50   (200 / (5m x 1.067) 

– EPS year 2: N52.93 (300 / [(5m x 1.067/ 2) + (6m/2)]) 

 
• Year 3: 

– EPS = N60  (360 / 6m) 



                    

Scrip (stock) dividends 

• Entity offers shareholders choice of : 
– Dividends or 

– Fully paid shares  

• Two views: 
1. Dividend foregone is payment for shares at FV 

(dividend reinvestment plan) 
• No restatement 

2. Bonus issue (new shares issued) 
• Retrospective adjustment to EPS 



                    

Diluted earnings per share 

• Requires basic EPS to be adjusted for both: 

– The effect on earnings that would result from the 
conversion of dilutive potential ordinary shares 

• An example would be adding back the after-tax cost of 
interest on convertible debt.  

 and 

– The increase in the weighted average number of shares that 
would also result from the conversion 

 

• Potential ordinary shares only if dilutive – not anti-dilutive 

– Only if EPS is decreased or LPS increased 

 



                    

Earnings for diluted EPS 

• Adjust earnings attributable to ordinary 
shareholders by the after-tax effect of: 

–Any dividends or other items related to dilutive 
potential ordinary shares 

–Any interest recognised in the period related to 
dilutive potential ordinary shares  

–Any other changes in income or expense that 
would result from the conversion of the dilutive 
potential shares 



                    

Number of shares for diluted EPS 

• Adjust the weighted average number of ordinary shares as calculated for basic EPS with: 

– The weighted average number of shares that would be issued 
on 

– Conversion of all the dilutive POS shares into ordinary shares 

– More than one basis of conversion – use most dilutive option 

– Dilutive POS deemed to have been converted at beginning of 
period unless 

– Only issued during year then from date of their issue 

– POS converted into ordinary shares during year – include up 
until date of conversion 

• Calculate every year independently – not just revisited 

 



                    

Mandatory convertible instruments 

• Basic earnings per share 

– Treat as if shares already issued 

– Included from contract date 

• Not from conversion date 

• Diluted earnings per share 

– No effect 

• Shares already included in basic EPS 



                    

Case Study : Convertibles 

• Background 

– 2005 profit attributable to ordinary shareholders = 
N1,000,000 

– Ordinary shares outstanding = 1,000,000 
– Issues 100 compulsory convertible bonds at par 
– Face value of N1,200 per bond 
– Coupon and market rate of 10% p.a. 
– Interest on bond liability for 2004 = N2,082 
– Each bond compulsory convertible into 2,000 ordinary 

shares 
 

• Calculate Basic and Diluted EPS 



                    

Solution 

Basic EPS         2005 

• Basic earnings 

– Net profit as reported    N1 000 000 
 

• Basic number of shares 

– Outstanding     1 000 000 

– Mandatorily convertible       200 000 

                        1 200 000 

• Basic EPS 

– (1 000 000 / 1 200 000)    83.33 kobo 



                    

Solution 

Diluted EPS        2005 

• Diluted earnings 
– Basic earnings      1,000,000 

 

• Diluted number of shares 
– Basic number of shares             1,200,000 

 

• Diluted EPS 
– Not dilutive     83.33 cents 

 
 No effect on diluted – already in basic  



                    

Share options, warrants and equivalents 

• Options, warrants, and their equivalents: financial instruments that give 
the holder the right to purchase ordinary shares 

• Dilutive if issued at < average market price 

• The potential exercise of options should be treated as two separate share 
issues: 

1. An issue of shares at their average market price 
• Entire option proceeds / average market price of the shares; 

• Ignored for DEPS  

2. A further issue of the remaining shares for no 
consideration 
• Number of shares added to the denominator. 



                    

 Contingently issuable shares 

• Contingently issuable shares 
– Issuable for little or no consideration 

– Upon satisfaction of specified conditions in contingent 
share agreement 

• Contingent on: 
– Future earnings 

– Future market price 

– Future earnings and future market price, or 

– Something else  

• Arise in some business combinations 



                    

 Contingently issuable shares 

• For the purposes of diluted EPS: 

•  Number of shares to be included is 
–  Number that would be issuable if 

–  End of the reporting period were the end of the 
contingency period. 

 

Therefore if conditions are met at reporting date 

 

• Changes in assumptions 
– No restatement of prior period DEPS 

 



                    
      Contracts that may be settled in ordinary shares or cash 

• Manner of settlement is at the entity’s option: 

– Presume settlement in shares,  

– Include in diluted EPS, and 

– Adjust numerator for any change to profit that 
would result from settlement in shares 

• Manner of settlement is at the holder’s option: 

– Use the more dilutive form of settlement as the 
basis for calculating diluted EPS 



                    

Presentation and disclosure 

• Basic and diluted EPS presented with equal prominence on the face of 
the income statement for all periods presented for: 

– Overall profit; 

– Profit / loss from continuing operations 

– Profit / loss from discontinued operations (face or notes) 

– Should disclose for each class of ordinary share 

– Even if amounts are negative 

• Alternative EPS figures e.g HEPS (in the notes) 

– Use same denominator 

– Basic and diluted with equal prominence 

– Reconcile to P/L if not reported line item 

 



                    

Presentation and disclosure 

• Restatement (EPS and DEPS all periods) 
– Events changing number of shares without change 

in resources 

– Errors and changes in acc policies 

– Business combinations on pooling of interest 
method 

• No adjustments to: 
– EPS / DEPS in share consolidation with special 

dividend (overall effect a share repurchase) 

– Previous DEPS with changes in assumptions / 
conditions not met at end 



                    

Presentation and disclosure 

• The notes should disclose: 

– The numerators for both basic and diluted EPS, 
reconciled to the profit or loss for the period  

– The weighted average number of shares used as the 
denominator for both basic and diluted EPS, 
reconciled to each other 

– Instruments that could potentially dilute basic EPS in 
the future but are not included in the calculation of 
diluted EPS because they are anti-dilutive for the 
periods presented 

– A description of ordinary share transactions or 
potential ordinary share transactions that occur after 
the reporting period  
 



                    

Other issues 

• Scheme sold by banks: 

Principles: 
– Entity issue share option to employees vesting over 

3 years 
– Entity buys options from bank to hedge the future 

liability. 
– Entity pays upfront fee to bank 
Issues:  
– Expense measured ito IFRS 2 

• Employee cost based on number to vest 

– Call option from bank measured ito IAS 39 
• FV adjustment based on total options purchased  



                    Class Work 
The profit after tax for Barstead for the year ended 30 September 2009 was N15 

million. At 1 October 2008 the company had in issue 36 million equity shares and a 

N10 million 8% convertible loan note. The loan note will mature in 2010 and will be 

redeemed at par or converted to equity shares on the basis of 25 shares for each 

N100 of loan note at the loan-note holders’ option. On 1 January 2009 Barstead 

made a fully subscribed rights issue of one new share for every four shares held at a 

price of N2·80 each. The market price of the equity shares of Barstead immediately 

before the issue was N3·80. The earnings per share (EPS) reported for the year 

ended 30 September 2008 was 35 cents. Barstead’s income tax rate is 25%. 

 

Required: 

Calculate the (basic) EPS figure for Barstead (including comparatives) and the 

diluted EPS (comparatives not required) that would be disclosed for the year ended 

30 September 2009. 



                     Solution 
(Basic) EPS for the year ended 30 September 2009 (N15 million/43·25 million x 100)  = 34·7 
cents.  Comparative (basic) EPS (35 x 3·60/3·80) = 33·2 cents 

Effect of rights issue (at below market price) 

100 shares  at  N3·80  380 

25 shares  at  N2·80    70 

125 shares  at  N3·60  450 - (calculated theoretical ex-rights value)  

Weighted average number of shares 

36 million x 3/12 x N3·80/N3·60    9·50 million 

45 million x 9/12    33·75 million 

     43·25 million 

Diluted EPS for the year ended 30 September 2009  

(N15·6 million/45·75 million x 100) =  34·1 cents 

Adjusted earnings 15 million + (10 million x 8% x 75%) N15·6 million 

Adjusted number of shares 43·25 million + (10 million x 25/100) 45·75 million 



                    

IAS 37 –  Provisions, Contingent 
Liabilities and Contingent Assets 



                    

IAS 37 Provision, Contingent Liabilities and Contingent Assets 
 
Objectives  

• The objective of IAS 37 is to ensure that provisions, 
contingent liabilities, and contingent assets are 
recognized based on appropriate criteria and 
measured using appropriate bases.  

• The key underlying principle is that a provision 
should be recognized only when a liability exists; 
accordingly, planned future expenditures are not 
recognized as provisions or contingencies, even if the 
board of directors has authorized them. 
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                    Definitions 

• Provision:  

– A liability of uncertain timing or amount.  

• Liability:  

– A present obligation as a result of past 
events , the settlement of which is expected to 
lead to an outflow from the entity of resources 
embodying economic benefits 
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Obligation 

• An obligating event is an event that creates a legal or constructive 
obligation that results in an entity having no realistic alternative to 
settling that obligation. 

• A legal obligation is an obligation that derives from: 

– (a) a contract (through its explicit or implicit terms); 

– (b) legislation; or 

– (c) other operation of law. 

• A constructive obligation is an obligation that derives from an entity’s 
actions where: 

– (a) by an established pattern of past practice, published policies or a 
sufficiently specific current statement, the entity has indicated to other parties 
that it will accept certain responsibilities; and 

– (b) as a result, the entity has created a valid expectation on the part of those 
other parties that it will discharge those responsibilities. 
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                    Contingent Asset / Liability 
• Contingent liability:  

– A possible obligation, arising from past events whose existence 
will be confirmed only by the occurrence or non - occurrence of 
one or more future uncertain events that are not completely within 
the control of the entity 

– A present obligation that arises from past events that is not 
recognized because: 

• either it is not possible to measure the amount with sufficient 
reliability  

• or it is not probable that it would lead to an outflow of 
resource  from the entity. 

• Contingent asset:  
– A possible asset arising from past events and whose existence will 

be confirmed only by the occurrence or non – occurrence of one or 
more future uncertain events that are not completely within the 
control of the entity 
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Provisions Vs. Other liabilities 

• Provisions can be distinguished from other liabilities such as trade payables and 
accruals because there is uncertainty about the timing or amount of the future 
expenditure required in settlement.  

• By contrast: 

– trade payables are liabilities to pay for goods or services that have been 
received or supplied and have been invoiced or formally agreed with the 
supplier; and 

– accruals are liabilities to pay for goods or services that have been received or 
supplied but have not been paid, invoiced or formally agreed with the 
supplier, including amounts due to employees (for example, amounts relating 
to accrued vacation pay).  Although it is sometimes necessary to estimate the 
amount or timing of accruals, the uncertainty is generally much less than for 
provisions. 

• Accruals are often reported as part of trade and other payables, whereas 
provisions are reported separately.  



                    Provisions Vs. Contingent liabilities 
• In a general sense, all provisions are contingent because they are uncertain in 

timing or amount.  

 

• However, within this Standard the term ‘contingent’ is used for liabilities and 
assets that are not recognized because their existence will be confirmed only 
by the occurrence or non-occurrence of one or more uncertain future events 
not wholly within the control of the entity.  

 

• In addition, the term ‘contingent liability’ is used for liabilities that do not meet 
the recognition criteria. 



                    Case Study 1 
• A common example of contingencies arises in 

connection with legal action. If Company A sues 
Company B because it believes that it has 
incurred losses as a result of Company B’s 
faulty products, then Company B may be liable 
for damages. Whether or not the damages will 
actually be paid depends on the outcome of the 
case.  

• SOLUTION  
 Until this is known, Company B has a 

contingent liability and Company A has a 
contingent asset.  
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                    Recognition of a Provision 

• A provision shall be recognised when: 

– (a) an entity has a present obligation (legal 
or constructive) as a result of a past event; 

– (b) it is probable that an outflow of 
resources embodying economic benefits will 
be required to settle the obligation; and 

– (c) a reliable estimate can be made of the 
amount of the obligation. 

• If these conditions are not met, no provision shall be 
recognised. 
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Recognition criteria – 

asset, liability or contingency? 

Asset virtually certain  recognise 
 

Contingent asset Probable 
Possible 
remote 

Disclose 
do not disclose 
do not disclose 

Liability virtually certain: 
probable 

recognise 
recognise 

Contingent liability probable 
possible 
remote 

recognize 
disclose 
do not disclose 
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                    Recognition Criteria Judgement 
Possible 
Guidelines 

Probability of 
flow of economic 
benefit 

Contingent 
Liabilities 

Contingent 
Assets 

 
Virtually 
Certain 

 
> 90% 

  
Provide 

 
Recognise 

Probable 
(More likely 
than not) 

 
> 50% 

 
Provide 

 
Disclose by 
Note 

Possible(Les
s likely than 
not) 

 
<= 50% 

Disclose by 
Note 
 

No Disclosure 
is required 

 
Remote 

 
<=10% 

No 
Disclosure 
is required 
 

No Disclosure 
is required 
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Probable outflow of resources 
embodying economic benefits 

• For a liability to qualify for recognition there must be not only a present 
obligation but also the probability of an outflow of resources embodying 
economic benefits to settle that obligation.  

• For the purpose of this Standard, an outflow of resources or other event is 
regarded as probable if the event is more likely than not to occur, ie the 
probability that the event will occur is greater than the probability that it will 
not.  

• Where it is not probable that a present obligation exists, an entity discloses a 
contingent liability, unless the possibility of an outflow of resources 
embodying economic benefits is remote 



                    Contingent liabilities 

• An entity shall not recognize a contingent liability. 

• A contingent liability is disclosed, unless the possibility of an outflow of 
resources embodying economic benefits is remote. 

• Where an entity is jointly and severally liable for an obligation, the part of 
the obligation that is expected to be met by other parties is treated as a 
contingent liability.  

• The entity recognizes a provision for the part of the obligation for which 
an outflow of resources embodying economic benefits is probable, except 
in the extremely rare circumstances where no reliable estimate can be 
made. 



                    
Contingent assets 

• An entity shall not recognize a contingent asset. 

• Contingent assets usually arise from unplanned or other unexpected 
events that give rise to the possibility of an inflow of economic benefits 
to the entity. 

• An example is a claim that an entity is pursuing through legal processes, 
where the outcome is uncertain. 

• Contingent assets are not recognized in financial statements since this 
may result in the recognition of income that may never be realized.  

• However, when the realization of income is virtually certain, then the 
related asset is not a contingent asset and its recognition is 
appropriate. 

• A contingent asset is disclosed, as required by paragraph 89, where an 
inflow of economic benefits is probable. 



                    Changes in provision 

• Provisions shall be reviewed at the end of each 
reporting period and adjusted to reflect the 
current best estimate.  

• If it is no longer probable that an outflow of 
resources embodying economic benefits will be 
required to settle the obligation, the provision 
shall be reversed. 

• Where discounting is used, the carrying amount 
of a provision increases in each period to reflect 
the passage of time.  

• This increase is recognized as borrowing cost. 



                    Use of provision 

• A provision shall be used only for expenditures 
for which the provision was originally 
recognized. 

• Only expenditures that relate to the original 
provision are set against it.  

• Setting expenditures against a provision that 
was originally recognized for another purpose 
would conceal the impact of two different 
events. 



                    Future operating losses 

• Provisions shall not be recognized for future 
operating losses. 

• Future operating losses do not meet the 
definition of a liability in paragraph 10 and the 
general recognition criteria set out for provisions 
in paragraph 14. 

• An expectation of future operating losses is an 
indication that certain assets of the operation 
may be impaired.  

• An entity tests these assets for impairment under 
IAS 36 Impairment of Assets. 



                    Onerous contracts 
• This Standard defines an onerous contract as a contract in which the 

unavoidable costs of meeting the obligations under the contract exceed 
the economic benefits expected to be received under it.  

• The unavoidable costs under a contract reflect the least net cost of exiting 
from the contract, which is the lower of the cost of fulfilling it and any 
compensation or penalties arising from failure to fulfill it. 

• If an entity has a contract that is onerous, the present obligation under the 
contract shall be recognized and measured as a provision. 

• Many contracts (for example, some routine purchase orders) can be 
cancelled without paying compensation to the other party, and therefore 
there is no obligation.  

• Other contracts establish both rights and obligations for each of the 
contracting parties.  

• Where events make such a contract onerous, the contract falls within the 
scope of this Standard and a liability exists which is recognized. 

• Executory contracts that are not onerous fall outside the scope of this 
Standard. 



                    De-recognition of a provision 

• Through use 
– Only for expenditures for which provision was recognised 

originally 

– As a result, expenditures do not affect income 

• Through revision of estimate 
– If an outflow of economic benefits is no longer probable 

– Reversal affects income 
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                    Measurement of Provisions 

• The amount recognized as a provision is the best 
estimate of the amount required to settle the 
obligation at the end of the reporting period — in 
other words, the amount that the entity would 
rationally pay to settle the obligation or to 
transfer it to a third party at that time.  

• Determining the best estimate may involve 
expected value calculations, where possible 
outcomes are weighted by their likely 
probabilities.  
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• This technique is particularly useful where 
the provision being measured involves a 
large population of items (such as 
warranties). 

•  For an individual obligation (such as the 
settlement of a lawsuit or environmental 
cleanup), the best estimate of the liability 
may be the single most likely outcome, 
adjusted as appropriate to consider risk 
and uncertainty. 
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Restructuring Provisions 

• A restructuring is a programme that is planned and controlled by 
management, and materially changes either:  

–  the scope of a business undertaken by an entity, or  

–  the manner in which that business is conducted  

 

• A provision may only be made if:  

– a detailed, formal and approved plan exists  

– the plan has been announced to those affected  

 

• The provision should:  

– include direct expenditure arising from restructuring  

– exclude costs associated with ongoing activities  

 

Page 121 



                    IAS 37: Disclosure Requirements 

• Brief description, timing, uncertainties of 
provisions 

• Detailed roll-forward of provisions 

• Expected and recognised reimbursements 
relating to provisions 

• Brief description and financial effect of any 
contingent assets and liabilities 
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 Case Studies 2 

 In which of the following circumstances might a provision be 
recognised: 
 A) On December 2010 the board of an entity decided to close 

down a division. The accounting date of the company is 31 
December. Before 31 December 2010 the decision was not 
communicated to any of those affected and no other steps were 
taken to implement the decision. 

 B) The board agreed to a detailed closure plan on 20 December 
2010 and details were given to the customers and employees 

 C) A company is obliged to incur clean up costs for 
environmental damage (that has already been closed) 

 D) A company intends to carry out future expenditure to operate 
in a particular way in the future 
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Case Studies 3 
 After a wedding in 2018, ten (1o) died, possibly as a result of food 

poisoning from products sold by Ikupawon Plc. Legal 

proceedings are started seeking damages from Ikupawon Plc. but 
it disputes liability. Up to the date of approval of the financial 
statements for the year 31 December 2018, Ikupawon Plc’s 
Lawyers advise that it is probable that it will not be found liable.  

 

 However, when Ikupawon Plc prepares the financial 

statements for the year to 31 December 2019 its lawyers advise 
that, owing developments in the case, it is probable that it will be 
found liable. 

 

 What is the required accounting treatment 

 At 31 December 2018? 

 At 31 December 2019?  
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 Case Studies 4 
 Shortly before 31 December 2010, a patient dies in a 

hospital as a result of a mistake made during an 
operation. The hospital is aware that a mistake occurred.  

 In these circumstances, the hospital’s past experiences 
and lawyers advice indicate that it is highly likely that the 
patient’s relatives will start legal proceedings and, if the 
matter comes to court, that the hospital will be found 
guilty of negligence.  

 At the time that the financial statements are authorised 
for issue in early 2011, the hospital has not received notice 
of legal proceedings against it. 

 Explain the accounting treatment required, in terms of 
recognition or otherwise and measurement.   
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Practical Illustration 1 

126 

The definition of a liability forms an important element of the 
International Accounting Standards Board’s Conceptual 
Framework for Financial Reporting which, in turn, forms the basis 
for IAS 37 Provisions, Contingent Liabilities and Contingent Assets. 
 
Required: 
Define a liability and describe the circumstances under which 
provisions should be recognised. Give two examples of how the 
definition of liabilities enhances the reliability of financial 
statements.    



                    

Practical Illustration 2 
 

On 1 October 2007, Promoil acquired a newly constructed oil platform at a cost of 

$30 million together with the right to extract oil from an offshore oilfield under a 

government licence. The terms of the licence are that Promoil will have to remove the 

platform (which will then have no value) and restore the sea bed to an 

environmentally satisfactory condition in 10 years’ time when the oil reserves have 

been exhausted. The estimated cost of this on 30 September 2017 will be $15 

million. The present value of $1 receivable in 10 years at the appropriate discount 

rate for Promoil of 8% is $0·46. 

 

Required: 

(i) Explain and quantify how the oil platform should be treated in the 

financial statements of Promoil for the year ended 30 September 2008 

(ii) Describe how your answer to (b)(i) would change if the government 

licence did not require an environmental clean up.    

127 



                    

 
IAS 40 - Investment property 

Solving the puzzle 

 



                    

Owner occupied vs. investment property 

Factory manufacturing goods for sale 

To Let 
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                    Definitions 
– Investment property is property (land or a building—or part of a building—or 

both) held (by the owner or by the lessee under a finance lease) to earn rentals or 
for capital appreciation or both, rather than for: 

a) use in the production or supply of goods or services or for administrative 
purposes; or 

b) sale in the ordinary course of business. 

– Owner-occupied property is property held (by the owner or by the lessee under a 
finance lease) for use in the production or supply of goods or services or for 
administrative purposes.  

– Carrying amount is the amount at which an asset is recognised in the statement of 

financial position. 

– Cost is the amount of cash or cash equivalents paid or the fair value of other 

consideration given to acquire an asset at the time of its acquisition or construction. 

– Fair value is the price that would be received to sell an asset or paid to transfer a 

liability in an orderly transaction between market participants at the measurement 

date 
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                    Definitions 

• A property interest that is held by a lessee under an operating lease 
may be classified and accounted for as investment property if, and only 
if, the property would otherwise meet the definition of an investment 
property and the lessee uses the fair value model for the asset 
recognised. 

• This classification alternative is available on a property-by-property 
basis. However, once this classification alternative is selected for 
one such property interest held under an operating lease, all 
property classified as investment property shall be accounted for 
using the fair value model and all required disclosures should be 
made.   
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Definitions 
Property description Meets definition of investment property 

• Owned by the company and leased out under an operating lease  

• Held under a finance lease and leased out under an operating 
lease 

 

• Held under a finance lease and to be leased out in the future 
under an operating lease 

 

• Held under a finance lease and leased out under a finance lease  

• Owned by the company and leased out under a finance lease  

• Owner-occupied property used in the production or supply of 
goods, services or for administrative purposes 

 

• Held for sale in the ordinary course of business  

• Held under operating lease  

• A property comprising a piece of land and a building constructed 
on it leased out to a third party  

operating lease, unless expected to pass to 
lessee at end of lease 

• Property partly owner-occupied and partly leased out under an 
operating lease 

the 2 portions accounted for separately if they 
can be sold separately; if not, to be treated as 
PPE, unless the owner-occupied portion is 
insignificant. 132 



                    

Recognition 
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                    Recognition 

• Investment property shall be recognised as an asset when, and 

only when: 

a) it is probable that the future economic benefits that are 

associated with the investment property will flow to the entity; 

and 

b) the cost of the investment property can be measured reliably. 
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Measurement 
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                    Measurement 

Initial measurement 

• An investment property shall be measured initially at its cost.  
Transaction costs shall be included in the initial measurement. 

 

• The initial cost of a property interest held under a lease and 
classified as an investment property shall be as prescribed for a 
finance lease, i.e. the asset shall be recognised at the lower of the 
fair value of the property and the present value of the minimum 
lease payments. An equivalent amount shall be recognised as a 
liability. 
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                    Measurement 

Subsequent measurement 

• An entity can choose as its accounting policy either the fair value 
model or the cost model and shall apply that policy to all of its 
investment property. 

• After initial recognition, an entity that chooses the fair value model 
shall measure all of its investment property at fair value, except for 
when the fair value of the investment property is not reliably 
determinable on a continuing basis.  This arises when, and only 
when, comparable market transactions are infrequent and 
alternative reliable estimates of fair value are not available.  Then, 
an entity shall measure that investment property using the cost 
model in IAS 16.  The residual value shall be assumed to be zero.  
The entity shall apply IAS 16 until disposal of the asset. 
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                    Measurement 

Subsequent measurement 

• When a property interest held by a lessee under an operating lease 

is classified as an investment property, treatment is not elective. 

The fair value model is to be applied. 

• A gain or loss arising from a change in the fair value of investment 

property shall be recognised in profit or loss for the period in which 

it arises.  

• The fair value of investment property shall reflect market 

conditions at the reporting date. 
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•  
 
 
 
 
 
 
 
 
 

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



                    Classification as held for sale 

• Classification as held for sale if: 
– Carrying Value will be recovered through sale rather than 

continued use 

 
• Criteria 

– Available for immediate sale in present condition 
– Sale is highly probable in one year 

• Management committed to plan to sell 
• Actively locating a buyer 
• Marketed at a reasonable price 

 
• Not applicable to abandoned assets 



                    Abandonment 
• NCA that is to be abandoned should not be classified as 

held for sale.  
– NCA  to be used to the end of their economic life and  

– NCA that are to be closed rather than sold.  

 Carrying amount will be recovered principally through 
continuing use. 

 

• NCA temporarily taken out of use  
– should not be accounted for as if it had been abandoned.  

– E.g. a manufacturing plant ceased to be used because decline 
in demand for its product but is maintained in workable 
condition and expected to be brought back into use if demand 
picks up.  

– An impairment loss (IAS 36) ? 



                    

Exception to the One year rule 

• Condition that caused the inability to sell is 
out the control of management 

• Management is still committed to the plan 
to sell 

 
   
  
  
               



                    Measurement 

• Measurement 

– Measure all NCA (or disposal group) within 
scope of IFRS 5 at lower of 

• Carrying value, or  

• Fair value less costs to sell 

 

• Stop Depreciation  



                    

Implementation difficulties 

• Identifying the point at which asset becomes HFS 
 

• FAR’s to stop depreciating once classified as HFS 
 
• Disposal group – are all liabilities included in the 

disposal group, or only the non current ones? 
 
• What is FV less cost to sell if you scrap an asset? 

– If you scrap an asset, you are not really selling it but 
abandoning it, therefore would not be classified as 
held for sale. 



                    

Impact on Financial Statements 

• Statement of Profit or Loss 
– Gain/losses on remeasurement 

• Included in continuing operations 
• Excluding discontinued operations 

• Statement of Financial Position 
– Assets and liabilities separately identified 
– No adjustment to prior periods 

• Disclosure 
– Description of asset/ disposal group 
– Facts and circumstances 
– Gain/ loss on remeasurement 



                    

Discontinued operations 
- Disclosure - 

– Single amount on face of income statement 

• Post tax profit/loss of operation 

• Post tax gain/loss on measurement to fair value 

 

– Analysis of single amount 

• Face of income statement (separate from continuing) 

• Notes to financial statements 

 

– Prior periods adjusted 



                    

Thank you for your attention ! 
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Please visit our www.thenewsynergyspecialist.com for more information  

  

Detailed Class Note is available for all our students upon registration 

http://www.thenewsynergyspecialist.com/

