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IASB proposes clarification of
acceptable methods of depreciation
and amortisation
What is the issue?

The standards IAS 16,
and equipment’ and IAS 38
assets’ establish ‘consumption of
economic benefits’ as the principle for
recognising depreciation or amortisation.

The IASB has published an exposure
draft (ED) of a limited scope amendment
to IAS 16 and IAS 38 to clarify that a
revenue-based method should not be
used to calculate the charge for
depreciation or amortisation.

Key proposals

The ED proposes to add a paragraph
both IAS 16 and IAS 38 to explain that a
method which uses the revenue
generated from an activity that includes
the use of the asset is not an appropriate
method of depreciation or amortisation.

The rationale is that such a method
reflects the pattern o
generated by the asset rather than the
consumption of the

Limited circumstances in which a
revenue-based method may be
appropriate

The Basis for conclusions to the ED
explains that the Board identified one
circumstance where a revenue based
method might be appropriate because, in
the Board’s view, application of a revenue
based method would give the same result
as the unit of production method.
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(ED) of a limited scope amendment

to IAS 16 and IAS 38 to clarify that a
based method should not be
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depreciation or amortisation.

Key proposals

The ED proposes to add a paragraph to
both IAS 16 and IAS 38 to explain that a
method which uses the revenue
generated from an activity that includes
the use of the asset is not an appropriate
method of depreciation or amortisation.

rationale is that such a method
reflects the pattern of economic benefits
generated by the asset rather than the
consumption of the asset’s benefits.

Limited circumstances in which a
based method may be

The Basis for conclusions to the ED
explains that the Board identified one

ce where a revenue based
method might be appropriate because, in
the Board’s view, application of a revenue
based method would give the same result
as the unit of production method.

This is in relation to broadcast rights in
the media industry where, to
that there is a correlation
numbers and advertising revenue,
amortisation based on advertising
revenue would yield the same result as
one based on viewer numbers.

The Board proposes to limit this
exception to circumstances where
a linear relationship between viewer
numbers and advertising revenue.

Additional guidance on application of
the diminishing balance method

The ED proposes to add a paragraph to
both IAS 16 and IAS 38
expected future reductions in
selling price of a product or service
output from the asset could be an
indicator of declining economic benefits
from the asset’s use or of
reduced useful life.

Am I affected?

The proposed amendments
most impact if you currently depreciate
or amortise assets using a revenue
method.

What do I need to do?

Please read the proposed amendments in
their entirety to determine the impact to
you and consider commenting on the
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that there is a correlation between viewer
numbers and advertising revenue,
amortisation based on advertising
revenue would yield the same result as
one based on viewer numbers.

The Board proposes to limit this
exception to circumstances where there is
a linear relationship between viewer
numbers and advertising revenue.
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