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QUESTION 5: IFRS 5 Non-Current Assets Held for Sale and Discontinued Operations 
 
Ryder, a public limited company, is reviewing certain events which have occurred since its year 
end of 31 October 2005. The financial statements were authorised on 12 December 2005. The 
following events are relevant to the financial statements for the year ended 31 October 2005: 

 
(i) Ryder disposed of a wholly owned subsidiary, Krup, a public limited company, on 10 

December 2005 and made a loss of $9 million on the transaction in the group financial 
statements. As at 31 October 2005, Ryder had no intention of selling the subsidiary which 
was material to the group. The directors of Ryder have stated that there were no significant 
events which have occurred since 31 October 2005 which could have resulted in a 
reduction in the value of Krup. The carrying value of the net assets and purchased goodwill 
of Krup at 31 October 2005 were $20 million and $12 million respectively. Krup had made a 
loss of $2 million in the period 1 November 2005 to 10 December 2005.  (5 marks) 

 
(ii) The company acquired a property on 1 November 2004 which it intended to sell. The 

property was obtained as a result of a default on a loan agreement by a third party and was 
valued at $20 million on that date for accounting purposes which exactly offset the 
defaulted loan. The property is in a state of disrepair and Ryder intends to complete the 
repairs before it sells the property. The repairs were completed on 30 November 2005. 

 
The property was sold after costs for $27 million on 9 December 2005. The property was 
classified as ‘held for sale’ at the year end under IFRS 5 ‘Non-current Assets Held for Sale 
and Discontinued Operations’ but shown at the net sale proceeds of $27 million. Property is 
depreciated at 5% per annum on the straight-line basis and no depreciation has been 
charged in the year.          (5 marks) 

 
Required: 
Discuss the accounting treatment of the above events in the financial statements of the 
Ryder Group for the year ended 31 October 2005, taking into account the implications of 
events occurring after the reporting period.         
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ANSWER 5: IFRS 5 Non-Current Assets Held for Sale and Discontinued Operations 
 
Part (i) 
Disposal of subsidiary 
It would appear that the loss on the sale of the subsidiary provides evidence that the value of the 
consolidated net assets of the subsidiary was impaired at the year-end as there has been no 
significant event since 31 October 2005 which would have caused the reduction in the value of the 
subsidiary. The disposal loss provides evidence of the impairment and, therefore, the value of the 
net assets and goodwill should be reduced by the loss of $9 million plus the loss ($2 million) to the 
date of the disposal, i.e. $11 million. The sale provides evidence of a condition that must have 
existed at the balance sheet date (IAS10). This amount will be charged to the income statement 
and written off goodwill of $12 million, leaving a balance of $1 million on that account. The 
subsidiary’s assets are impaired because the carrying values are not recoverable. The net assets 
and goodwill of Krup would form a separate income generating unit as the subsidiary is being 
disposed of before the financial statements are authorised. The recoverable amount will be the 
sale proceeds at the date of sale and represents the value-in-use to the group. The impairment 
loss is effectively taking account of the ultimate loss on sale at an earlier point in time. IFRS 5 will 
not apply as the company had no intention of selling the subsidiary at the year end. IAS 10 would 
require disclosure of the disposal of the subsidiary as a non-adjusting event after the balance 
sheet date. 

 
Part (ii) 
Property 
IFRS5 states that for a non-current asset to be classified as held for sale, the asset must be 
available for immediate sale in its present condition subject to the usual selling terms, and its sale 
must be highly probable. The delay in this case in the selling of the property would indicate that at 
31 October 2005 the property was not available for sale. The property was not to be made 
available for sale until the repairs were completed and thus could not have been available for sale 
at the year end. If the criteria are met after the year end (in this case on 30 November 2005), then 
the non-current asset should not be classified as held for sale in the previous financial statements. 
However, disclosure of the event should be made if it meets the criteria before the financial 
statements are authorised. Thus in this case disclosure should be made. 
 
The property on the application of IFRS5 should have been carried at the lower of its carrying 
amount and fair value less costs to sell. However, the company has simply used fair value less 
costs to sell as the basis of valuation and shown the property at $27 million in the financial 
statements. 
 
The carrying amount of the property would have been $20 million less depreciation $1 million, i.e. 
$19 million. Because the property is not held for sale under IFRS5, then its classification in the 
balance sheet will change and the property will be valued at $19 million. Thus the gain of $7 
million on the wrong application of IFRS5 will be deducted from reserves, and the property 
included in property, plant and equipment. Total equity will therefore be reduced by $8 million 
($7m + $1m). 
 


