practical financial accounting ifrs 5th

practical financial accounting ifrs 5th is a critical topic for finance professionals,
accountants, and organizations applying International Financial Reporting Standards. This
article delves into the practical application of IFRS 5, which addresses the accounting
treatment for non-current assets held for sale and discontinued operations. Understanding
IFRS 5 is essential for accurate financial reporting and compliance, particularly in
recognizing, measuring, and presenting assets that are intended to be disposed of. The 5th
edition of practical financial accounting IFRS provides updated guidance and examples to
facilitate correct application. This comprehensive article covers the key principles,
recognition criteria, measurement rules, and disclosure requirements stipulated by IFRS 5.
Additionally, it explains how to handle discontinued operations and the impact on financial
statements. Readers will gain valuable insights into the nuances of IFRS 5 and learn best
practices for practical financial accounting under this standard.
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Overview of IFRS 5

IFRS 5, titled “Non-current Assets Held for Sale and Discontinued Operations,” provides
guidance on the accounting treatment of assets and disposal groups that an entity intends
to sell. This standard ensures that such assets are presented separately in the financial
statements to provide users with clear and relevant information. The main objective of IFRS
5 is to improve the comparability and transparency of financial reporting when entities
discontinue parts of their operations or plan to dispose of certain assets. The standard
applies when the asset or disposal group is available for immediate sale and the sale is
highly probable within one year from the classification date.

Scope and Applicability

IFRS 5 applies to all non-current assets, or disposal groups, classified as held for sale. It
excludes assets arising from employee benefits, income tax assets, and certain other types
of assets covered by other IFRSs. The standard is relevant for companies across various
industries and is essential for practical financial accounting IFRS 5th edition users to



understand the classification and measurement criteria clearly.

Key Objectives
The key objectives of IFRS 5 include:

Ensuring assets held for sale are measured appropriately.

Separating discontinued operations from continuing operations in financial
statements.

Enhancing transparency about the financial impact of asset disposals.

Providing consistent disclosure requirements to inform stakeholders.

Recognition and Classification of Assets Held for
Sale

Recognition and classification are fundamental aspects of IFRS 5. For an asset or disposal
group to be classified as held for sale, specific criteria must be met. Recognizing these
criteria correctly is vital for compliance and accurate financial reporting under practical
financial accounting IFRS 5th guidelines.

Criteria for Classification

An asset or disposal group is classified as held for sale when:

e The asset is available for immediate sale in its present condition.

e The sale is highly probable, typically expected within 12 months.

e The asset is actively marketed at a price reasonable in relation to its fair value.
e The sale is expected to complete within one year.

e Actions required to complete the plan indicate that it is unlikely the plan will be
significantly changed or withdrawn.

Disposal Groups

A disposal group is a group of assets to be disposed of together, including any related
liabilities. IFRS 5 requires that disposal groups be classified as held for sale if they meet the



classification criteria. Proper identification and classification of disposal groups are crucial
for reflecting the financial position accurately.

Measurement of Non-Current Assets Held for Sale

Measurement under IFRS 5 is distinct from other accounting standards because assets held
for sale are measured differently than those held for continued use. Practical financial
accounting IFRS 5th edition emphasizes measurement at the lower of carrying amount and
fair value less costs to sell.

Lower of Carrying Amount and Fair Value Less Costs to
Sell

When an asset is classified as held for sale, it must be measured at the lower of its carrying
amount and fair value less costs to sell. This approach ensures that the asset is not
overstated on the balance sheet and reflects the expected economic benefit from the sale.

Impairment Considerations

If the fair value less costs to sell is lower than the carrying amount, an impairment loss
must be recognized immediately in profit or loss. Subsequent reversals of impairment are
prohibited under IFRS 5, which aligns with the principle of conservatism in financial
reporting.

Depreciation Ceases

Assets classified as held for sale are no longer depreciated or amortized. This treatment
reflects the change in the asset’s use and the expectation that the asset will soon be sold
rather than used in operations.

Accounting for Discontinued Operations

Discontinued operations are a critical aspect of IFRS 5, requiring separate presentation and
disclosure in financial statements. This helps users understand the impact of disposals on
an entity’s financial performance and position.

Definition of Discontinued Operations

A discontinued operation is a component of an entity that has been disposed of or is
classified as held for sale and represents a separate major line of business or geographical
area of operations. It also includes subsidiaries acquired exclusively with a view to resale.



Presentation Requirements

Results of discontinued operations must be presented separately in the statement of profit
or loss, showing post-tax profit or loss of the discontinued operation and the gain or loss on
disposal. This separate presentation enhances comparability and provides clear insights
into the continuing versus discontinued parts of the business.

Impact on Financial Statements

Discontinued operations affect various financial statement components, including:

¢ [ncome statement - separate line items for discontinued operations.
e Balance sheet - classification of related assets and liabilities as held for sale.

e Cash flow statement - disclosure of cash flows attributable to discontinued operations.

Disclosure Requirements under IFRS 5

IFRS 5 mandates specific disclosures to ensure transparency and provide users with
sufficient information regarding assets held for sale and discontinued operations. These
disclosure requirements assist in practical financial accounting IFRS 5th edition
implementations by enhancing clarity.

Required Disclosures

Entities must disclose the following information about non-current assets held for sale and
discontinued operations:

e Description of the non-current assets or disposal groups classified as held for sale.
e The facts and circumstances of the sale or disposal plan.

e Carrying amount of assets and liabilities classified as held for sale.

e Gain or loss recognized on disposal.

e Revenue, expenses, and pre-tax profit or loss of discontinued operations.

e Cash flow information related to discontinued operations.



Timing and Frequency

Disclosures are required in the financial statements in the period when the classification as
held for sale or discontinued operation occurs, as well as in subsequent periods until the
disposal is complete. This ongoing disclosure provides continuous transparency to
stakeholders.

Practical Challenges and Implementation Tips

Applying IFRS 5 can present challenges in practical financial accounting, especially in
determining the timing of classification, identifying disposal groups, and estimating fair
value less costs to sell. The 5th edition practical financial accounting IFRS resource provides
strategies to mitigate these challenges.

Common Challenges

e Determining when a sale is “highly probable.”
e Accurately measuring fair value less costs to sell amid market volatility.
e Separating discontinued operations from continuing operations appropriately.

e Ensuring timely and accurate disclosure.

Implementation Tips

To address these challenges effectively, entities should:

1. Maintain clear documentation of disposal plans and management intentions.

N

. Engage qualified valuation experts for fair value assessments.
3. Develop robust internal controls to monitor classification criteria continuously.
4. Train accounting staff on IFRS 5 requirements and updates.

5. Use detailed checklists to ensure compliance with disclosure requirements.

Frequently Asked Questions



What is the scope of IFRS 5 in practical financial
accounting?

IFRS 5 applies to non-current assets held for sale and discontinued operations, providing
guidance on how to classify, measure, and present these assets and operations in financial
statements.

How should an asset classified as 'held for sale' be
measured under IFRS 5?

Under IFRS 5, an asset held for sale should be measured at the lower of its carrying amount
and fair value less costs to sell.

What are the criteria for classifying an asset as 'held
for sale' according to IFRS 5?

The asset must be available for immediate sale in its present condition, and the sale must
be highly probable, expected to complete within one year from classification date.

How does IFRS 5 affect the presentation of
discontinued operations in financial statements?

Discontinued operations are presented separately in the income statement, showing the
post-tax profit or loss of the discontinued operation, to provide clear information about
ongoing versus disposed businesses.

Can depreciation continue for assets classified as held
for sale under IFRS 5?

No, once an asset is classified as held for sale, depreciation ceases because the asset is no
longer used by the entity.

What disclosures are required for assets held for sale
and discontinued operations under IFRS 5?

Entities must disclose a description of the non-current assets or disposal groups, the facts
and circumstances of the sale, the gain or loss recognized, and the segment information if
applicable.

How does IFRS 5 impact impairment testing of non-

current assets?
IFRS 5 requires impairment testing before classifying an asset as held for sale to ensure it is

not carried at more than its fair value less costs to sell, adjusting the carrying amount if
necessary.



Additional Resources

1. Practical Financial Accounting IFRS 5th Edition

This comprehensive guide provides a clear and concise overview of International Financial
Reporting Standards (IFRS) with practical applications. It focuses on helping accountants
and finance professionals understand the latest IFRS guidelines and how to implement
them effectively. The 5th edition includes updated standards and real-world examples to
enhance learning.

2. IFRS Explained: A Practical Approach to Financial Accounting

Designed for practitioners and students alike, this book breaks down complex IFRS
principles into easy-to-understand concepts. It covers key accounting standards, including
those relevant to financial reporting and disclosures, with practical case studies. The book
aims to bridge the gap between theory and practice in financial accounting.

3. Mastering IFRS: A Practical Guide to Financial Reporting

This title focuses on mastering the application of IFRS in daily accounting tasks. Featuring
step-by-step explanations, it helps readers prepare accurate financial statements under
IFRS rules. The 5th edition emphasizes the latest changes and interpretations in the
accounting landscape.

4. Financial Accounting under IFRS: Practical Applications and Case Studies

A resourceful book that combines theoretical frameworks with real-life case studies, this
edition enables readers to apply IFRS principles in practical scenarios. It covers essential
topics like asset recognition, liabilities, equity, and financial disclosures. Ideal for both
learners and professionals seeking hands-on experience.

5. IFRS for Practitioners: Practical Financial Accounting Techniques

This book serves as a practical handbook for accountants applying IFRS in their
organizations. It highlights common challenges and solutions faced when implementing
IFRS standards. The content is enriched with examples, checklists, and tips for accurate
financial reporting.

6. Applied IFRS: A Practical Guide to Financial Accounting Standards

Offering detailed explanations and practical guidance, this book assists professionals in
interpreting and applying IFRS standards correctly. It includes illustrative examples and
exercises to reinforce understanding. The 5th edition reflects the most current IFRS updates
and amendments.

7. International Financial Reporting Standards: Practical Implementation and Compliance
This title focuses on the compliance aspect of IFRS, providing strategies and tools for
effective implementation. It addresses regulatory requirements and the impact of IFRS on
financial statements. The book is suitable for finance managers, auditors, and consultants.

8. Practical Guide to IFRS Reporting and Disclosure

Concentrating on reporting and disclosure requirements under IFRS, this guide offers
practical insights into preparing transparent and compliant financial reports. It covers
disclosure notes, presentation standards, and reporting frameworks. The book is valuable
for ensuring clarity and accuracy in financial communication.

9. IFRS Accounting: Practical Skills for Financial Professionals



Targeted at finance professionals looking to enhance their IFRS accounting skills, this book
provides hands-on exercises and practical examples. It delves into complex topics such as
revenue recognition, leases, and financial instruments under IFRS. The 5th edition includes
updated content aligned with current standards.
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business combination and the logit model.
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and weightings matching the format of the exam - Fully worked model answers to facilitate learning
and compare against your own practice answers - Includes summaries of key theory to strengthen
understanding

practical financial accounting ifrs 5th: Financial Accounting with International
Financial Reporting Standards Jerry J. Weygandt, Paul D. Kimmel, 2022-07-20 An essential and
intuitive treatment of financial accounting with an international perspective The use of International
Financial Reporting Standards is growing rapidly, both outside of the United States and within,
especially as IFRS incorporates more US GAAP rules. In the newly updated fifth edition of Financial
Accounting with International Financial Reporting Standards, a team of accomplished financial
practitioners and educators delivers the newest version of their highly anticipated text. This
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Accounting, 11th Edition helps students better prepare to be effective and successful business
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Practice and Revision Kit provides invaluable guidance on how to approach the exam and contains
many of the long, case study questions that you will find in the exam. Three mock exams provide you
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