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EXPOSURE DRAFT—DECEMBER 2012

Introduction and invitation to comment

Introduction

The International Accounting Standards Board (IASB) has published this Exposure Draft of
the proposed amendments to IAS 16 Property, Plant and Equipment and IAS 38 Intangible Assets.

Paragraphs 60 of IAS 16 and 97 of IAS 38 establish ‘consumption of economic benefits’ as
the principle for recognising depreciation or amortisation, whereby the depreciation or
amortisation method used shall reflect the pattern in which the asset’s future economic
benefits are expected to be consumed by the entity.

Paragraphs 62 of IAS 16 and 98 of IAS 38 state that a variety of depreciation and/or
amortisation methods can be used in applying that principle to allocate the
depreciable/amortisable amount of an asset on a systematic basis over its useful life. An
entity selects the method that most closely reflects the expected pattern of consumption of
the expected future economic benefits embodied in the asset.

This amendment proposes to clarify that when applying the guidance in paragraph 62 of
IAS 16 and paragraph 98 of IAS 38, a revenue-based method should not be used to calculate
the charge for depreciation and/or amortisation, because that method reflects a pattern of
economic benefits being generated from the asset, rather than the expected pattern of
consumption of the future economic benefits embodied in the asset. The proposed
amendment also provides some further guidance in the application of the diminishing
balance method.

The IASB has also decided to make consistent the phrase ‘units of production method’ and
has therefore amended those instances of phrases ‘unit of production method’.

Invitation to comment

The IASB invites comments on the proposals in this Exposure Draft, particularly on the
questions set out below. Comments are most helpful if they:

(a) comment on the questions as stated;

(b) indicate the specific paragraph or group of paragraphs to which they relate;
() contain a clear rationale; and

(d) include any alternative that the IASB should consider, if applicable.

The IASB is not requesting comments on matters in IAS 16 or in IAS 38 that are not
addressed in this Exposure Draft.

Comments should be submitted in writing so as to be received no later than 2 April 2013.
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CLARIFICATION OF ACCEPTABLE METHODS OF DEPRECIATION AND AMORTISATION

Questions for respondents

Question 1

The IASB proposes to amend IAS 16 Property, Plant and Equipment and IAS 38 Intangible Assets to
prohibit a depreciation or amortisation method that uses revenue generated from an
activity that includes the use of an asset. This is because it reflects a pattern of future
economic benefits being generated from the asset, rather than reflecting the expected
pattern of consumption of the future economic benefits embodied in the asset. Do you
agree? Why or why not?

Question 2

Do you have any other comments on the proposals?
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EXPOSURE DRAFT—DECEMBER 2012

[Draft] Amendments to IAS 16 Property, Plant and Equipment

Paragraphs 62A—62B and 81G are added. Paragraph 62 is not proposed for amendment
but is included here for ease of reference. New text is underlined.
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Depreciation method

A variety of depreciation methods can be used to allocate the depreciable
amount of an asset on a systematic basis over its useful life. These methods
include the straight-line method, the diminishing balance method and the units
of production method. The straight-line method results in a constant charge
over the useful life if the asset’s residual value does not change. The
diminishing balance method results in a decreasing charge over the useful life.
The units of production method results in a charge based on the expected use or
output. The entity selects the method that most closely reflects the expected
pattern of consumption of the future economic benefits embodied in the asset.
That method is applied consistently from period to period unless there is a
change in the expected pattern of consumption of those future economic
benefits.

A method that uses revenue generated from an activity that includes the use of
an asset is not an appropriate depreciation method for that asset. because it
reflects a pattern of the future economic benefits being generated from the
asset, rather than a pattern of consumption of the future economic benefits
embodied in the asset. Paragraph 60 establishes consumption of the benefits
that were inherent in the asset when it was acquired as the principle for
depreciation.

When applying the diminishing balance method, information about technical
or commercial obsolescence of the product or service output is relevant for
estimating both the pattern of consumption of future economic benefits and the
useful life of the asset. An expected future reduction in unit selling price of the

product or service output of the asset could be an indication of the diminution
of the future economic benefits of the asset as a result of technical or

commercial obsolescence.

Effective date and transition

81G

Clarification of Acceptable Methods of Depreciation and Amottisation (Amendments to
IAS 16 and IAS 38), issued in [date|, added paragraphs 62A and 62B. An entity
shall apply those paragraphs for annual periods beginning on or after [date
retrospectively in accordance with IAS 8 Accounting Policies, Changes in Accounting
Estimates and Errors. Earlier application is permitted.
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[Draft] Amendments to IAS 38 Intangible Assets

In paragraph 98, the phrase ‘unit of production method’ has been amended to ‘units of
production method’. Paragraphs 98A-98B and 130G are added. New text is underlined.
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Amortisation period and amortisation method

A variety of depreciation methods can be used to allocate the depreciable
amount of an asset on a systematic basis over its useful life. These methods
include the straight-line method, the diminishing balance method and the units
of production method. The method used is selected on the basis of the expected
pattern of consumption of the expected future economic benefits embodied in
the asset and is applied consistently from period to period, unless there is a
change in the expected pattern of consumption of those future economic
benefits.

A method that uses revenue generated from an activity that includes the use of
an _intangible asset is not an appropriate amortisation method for that
intangible asset. because it reflects a pattern of economic benefits being
generated from the intangible asset, rather than a pattern of consumption of the
future economic benefits embodied in the intangible asset. Paragraph 97
establishes consumption of the benefits that were inherent in the asset when it
was acquired as the principle for amortisation.

When applying the diminishing balance method, information about technical
or commercial obsolescence of the product or service output is relevant for
estimating the pattern of consumption of future economic benefits of the asset
and the useful life of the asset. A future expected reduction in unit selling price
of the product or service output of the asset could be an indication of the

diminution of the future economic benefits of the intangible asset as a result of
technical or commercial obsolescence.

Effective date and transition

130G

Clarification of Acceptable Methods of Depreciation and Amortisation (Amendments to
IAS 16 and IAS 38), issued in [date], amended paragraph 98 and added

paragraphs 98A-98B. An entity shall apply those paragraphs for annual periods

beginning on or after [date] retrospectively in accordance with IAS 8 Accountin
Policies, Changes in Accounting Estimates and Errors. Earlier application is permitted.
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[Draft] Amendments to the Basis for Conclusions on IAS 38
Intangible Assets

In paragraph BC72A, the phrase ‘unit of production method’ has been amended to ‘units of
production method’. New text is underlined.

BC72A The last sentence of paragraph 98 previously stated, ‘There is rarely, if ever,
persuasive evidence to support an amortisation method for intangible assets
with finite useful lives that results in a lower amount of accumulated
amortisation than under the straight-line method.” In practice, this wording was
perceived as preventing an entity from using the units of production method to
amortise assets if it resulted in a lower amount of accumulated amortisation
than the straight-line method. However, using the straight-line method could be
inconsistent with the general requirement of paragraph 38 that the
amortisation method should reflect the expected pattern of consumption of the
expected future economic benefits embodied in an intangible asset.
Consequently, the Board decided to delete the last sentence of paragraph 98.

© IFRS Foundation 8
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[Draft] Amendments to the Basis for Conclusions on IFRIC 12
Service Concession Arrangements

In paragraph BC64, the phrase ‘unit of production method’ has been amended to ‘units of
production method’. New text is underlined.

BC64

The IFRIC considered whether it would be appropriate for intangible assets
under paragraph 26 to be amortised using an ‘interest'method of amortisation,
ie one that takes account of the time value of money in addition to the
consumption of the intangible asset, treating the asset more like a monetary
than a non-monetary asset. However, the IFRIC concluded that there was
nothing unique about these intangible assets that would justify use of a method
of depreciation different from that used for other intangible assets. The IFRIC
noted that paragraph 98 of IAS 38 provides for a number of amortisation
methods for intangible assets with finite useful lives. These methods include the
straight-line method, the diminishing balance method and the units of
production method. The method used is selected on the basis of the expected
pattern of consumption of the expected future economic benefits embodied in
the asset and is applied consistently from period to period, unless there is a
change in the expected pattern of consumption of those future economic
benefits.
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Approval by the Board of Clarification of Acceptable
Methods of Depreciation and Amortisation (Proposed
amendments to IAS 16 and IAS 38) published in December
2012

The Exposure Draft Clarification of Acceptable Methods of Depreciation and Amortisation was
approved for publication by the fifteen members of the International Accounting Standards
Board.

Hans Hoogervorst Chairman
Ian Mackintosh Vice-Chairman
Stephen Cooper

Philippe Danjou

Martin Edelmann

Jan Engstrom

Patrick Finnegan

Amaro Luiz de Oliveira Gomes

Prabhakar Kalavacherla

Patricia McConnell

Takatsugu Ochi

Paul Pacter

Darrel Scott

Chungwoo Suh

Wei-Guo Zhang
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Basis for Conclusions

This Basis for Conclusions accompanies, but is not part of, the proposed amendments.

BC1

BC2

BC3

BC4

BC5

BCe6

Depreciation and amortisation method

The IASB discussed whether it would be appropriate for plant and equipment to
be depreciated and for intangible assets to be amortised using a revenue-based
depreciation or amortisation method. A revenue-based depreciation or
amortisation method is one that is derived from an interaction between units (ie
quantity) and price, and that takes into account the expected future changes in
price as the depreciation basis to allocate the amount of an asset that is to be
depreciated or amortised. Paragraph 60 of IAS 16 and paragraph 97 of IAS 38
states that the depreciation or amortisation method used shall reflect the
pattern in which the asset’s future economic benefits are expected to be
consumed by the entity.

The TASB proposes that a revenue-based depreciation or amortisation method
should not be applied because it reflects a pattern of economic benefits being
generated from operating the business (of which the asset is part) rather than
the economic benefits being consumed through the use of the asset. The future
economic benefits embodied in an asset are consumed by an entity principally
through its use as described in paragraph 56 of IAS 16. The use of an asset can be
assessed by reference to the asset’s expected capacity or physical output as
described in paragraph 56(a) of IAS 16. Other factors are mentioned in
paragraph 56(b)-(d) of IAS 16 to assist in the determination of a pattern of
consumption of an asset.

During its deliberations, the IASB considered the question of whether there
could be limited circumstances in which revenue could be used to reflect the
pattern in which the future economic benefits of the asset are expected to be
consumed. The IASB noted that the limited circumstance when revenue could
be used is when the use of a revenue-based method gives the same result as the
use of a units of production method.

For example, some types of intellectual property assets (for example, acquired
rights to broadcast a film) will initially incur a significant decline in value
followed by a diminishing rate of decline (for example, when a film is initially
shown and with each subsequent showing the value of the rights typically
decrease quickly at first and then at a slower rate). The IASB noted that the use
of a time-based straight-line amortisation method may not be appropriate in
those cases because these rights have an inherent and fast initial pattern of
decline in value.

The IASB observed that in those cases a measure such as the number of viewers
attracted could be used as a reasonable basis for the pattern in which the
benefits for those rights are expected to be consumed. In rare cases such as this,
advertising revenue could serve as an equivalent for viewer numbers to the
extent that advertising revenue has a linear relationship with viewer numbers.

The IASB also proposes to clarify that expected future reductions in the unit
selling price of the product or service output of the asset could be an indicator of
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the diminution of the future economic benefits of the asset as a result of
technical or commercial obsolescence (which is described as a factor for
determining the useful life of an asset in paragraph 56(c) of IAS 16 and in
paragraph 90(c) of IAS 38), and thereby relevant when applying the diminishing
balance method.

BC7 The IASB decided to make consistent the phrase ‘units of production method’
and has therefore amended those instances of phrases ‘unit of production
method’.
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