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The Bottom Line 

•	The	proposals	state	that	a	revenue-based	method	(i.e.,	method	reflecting	a	
pattern	of	economic	benefits	being	generated	from	the	asset)	should	not	
generally	be	used	as	a	basis	for	depreciation	or	amortisation	of	property,	plant	
and	equipment	or	intangible	assets.

•	The	proposals	also	provide	some	further	guidance	on	the	application	of	the	
diminishing	balance	method	of	depreciation.

•	Comments	on	the	proposals	are	due	by	2	April	2013.
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Introduction
In	December	2012,	the	International	Accounting	Standards	Board	(IASB)	published	
exposure	draft	ED/2012/5	Clarification of Acceptable Methods of Depreciation and 
Amortisation	(Proposed	amendments	to	IAS	16	and	IAS	38)	(‘the	ED’)	proposing	
prohibition	of	the	use	of	a	revenue-based	method	when	property,	plant	and	
equipment	is	depreciated	and/or	intangible	assets	are	amortised.

The proposals
Revenue-based method
IAS	16	Property, Plant and Equipment	and	IAS	38	Intangible Assets	establish	
‘consumption	of	economic	benefits’	as	the	basis	for	recognising	depreciation	or	
amortisation.	Both	standards	permit	the	use	of	a	variety	of	methods	to	calculate	a	
depreciation	or	amortisation	charge	that	reflects	that	consumption.

The	ED	states	that	a	revenue-based	method	should	not	be	used	to	calculate	the	
charge	for	depreciation	or	amortisation.	This	is	because	a	revenue-based	method	
reflects	a	pattern	of	economic	benefits	being	generated	by	using	the	asset,	rather	
than	the	pattern	of	consumption	of	the	future	economic	benefits	embodied	in	the	
asset	itself.	

The	IASB	acknowledged	that	use	of	a	revenue-based	method	may	be	acceptable	
in	limited	circumstances	in	which	such	a	method	gives	the	same	result	as	the	units	
of	production	method.	However,	such	acknowledgement	does	not	negate	the	
underlying	principle	that	depreciation	or	amortisation	should	be	charged	based	
on	the	pattern	of	consumption	of	the	future	economic	benefits	embodied	in	the	
asset itself.
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Observation
The	IASB’s	consideration	of	revenue-based	depreciation/amortisation	originated	from	a	submission	to	the	IFRS	
Interpretations	Committee	on	the	amortisation	of	intangible	assets	relating	to	service	concession	arrangements.	
These	arrangements,	along	with	intellectual	property	assets,	may	be	the	most	likely	to	be	affected	by	the	
ED’s proposals.	

Application of the diminishing balance method
The	ED	proposes	clarifications	to	the	application	of	the	diminishing	balance	method.	Specifically,	the	proposals	
clarify	that:

•	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;	and

•	expected	future	reductions	in	the	unit	selling	price	of	a	product	or	service	output	from	the	asset	could	be	an	
example	of	such	information.

Effective date and comment period
The	ED	does	not	specify	an	effective	date.	The	IASB	will	determine	the	effective	date	after	considering	the	
comments	they	receive	on	the	ED.

Entities	would	be	required	to	apply	the	proposals	retrospectively	in	accordance	with	IAS	8	Accounting Policies, 
Changes in Accounting Estimates and Errors.

Comments	on	the	ED	are	due	by	2	April	2013.

Observation
The	IASB	originally	intended	to	expose	the	proposed	amendments	to	IAS	16	and	IAS	38	as	part	of	2011-2013	
cycle	of	annual	improvements.	However,	the	IASB	subsequently	decided	to	expose	the	proposals	in	a	separate	
exposure	draft,	partially	on	the	basis	of	concerns	by	the	Due	Process	Oversight	Committee	that	the	proposed	
amendments	may	not	meet	the	annual	improvements	criteria,	but	also	given	a	desire	to	extend	the	comment	
period	to	120	days	(as	opposed	to	90	days	under	the	annual	improvements	project)	to	allow	sufficient	time	for	
constituents	to	assess	the	extent	of	the	impact	of	the	proposals.	
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