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Understanding the nuances of asset revaluation and subsequent depreciation under IFRS

(International Financial Reporting Standards) is crucial for accountants, financial analysts, and

business stakeholders. When an asset’s carrying amount is increased due to revaluation, it triggers

specific accounting treatments that impact depreciation calculations, financial statements, and tax

considerations. This article explores in depth how IFRS guides the calculation of depreciation after an

upward revaluation of assets, highlighting the key principles, options, and practical implications.

---

Introduction to Asset Revaluation under IFRS

Before delving into depreciation specifics, it’s essential to understand the core concepts of asset

revaluation under IFRS.

What Is Asset Revaluation?

Asset revaluation involves adjusting the book value of an asset to its fair value, often reflecting current

market conditions. This process is commonly applied to property, plant, equipment, and intangible



assets that have significant value and are subject to market fluctuations.

Why Revalue Assets?

- To provide more accurate financial statements

- To reflect the current fair value of assets

- To meet regulatory or investor expectations

- To comply with IFRS requirements, which encourage revaluation for certain asset classes

Revaluation Model in IFRS

IFRS permits the revaluation model as an alternative to the cost model for property, plant, and

equipment (IAS 16). Under this model:

- An asset's carrying amount is adjusted to its fair value at revaluation date

- Revaluations are carried out regularly to ensure carrying amounts do not differ materially from fair

values

- Revaluation increases are credited to a revaluation surplus in equity, unless they reverse a

revaluation decrease

---

Accounting for Revaluation Increases and Their Impact on

Depreciation

When an asset is revalued upward, it results in an increased carrying amount. This change influences

subsequent depreciation calculations, which is a critical point for financial reporting.



How Revaluation Affects Asset Carrying Amount

- The asset’s book value is increased to the new fair value

- Any previous revaluation surplus related to the asset is adjusted accordingly

- The increase is recognized in other comprehensive income and accumulated in equity (revaluation

surplus)

Depreciation Post-Revaluation: The Core Question

Once an asset has been revalued upward, the key debate is: On what amount should subsequent

depreciation be based? The options generally are:

1. The revalued amount (new fair value)

2. The original cost less accumulated depreciation

3. The revalued amount minus any residual value

Understanding which approach is correct depends on IFRS standards and the specific circumstances.

---

How Does IFRS Guide Depreciation Calculation After Upward

Revaluation?

The primary standard governing depreciation after revaluation is IAS 16 Property, Plant and

Equipment. It provides specific guidance on subsequent depreciation calculations following revaluation.



Key Principles from IAS 16

- Depreciation should be based on the revalued amount of the asset, less its residual value

- The depreciation method should reflect the pattern of consumption of economic benefits

- When revaluation occurs, depreciation is recalculated based on the new carrying amount

Practical Approach to Depreciation Post-Revaluation

- Revalued amount becomes the new depreciable base for future periods

- The asset’s useful life and residual value are reassessed and updated if necessary

- Depreciation expense is calculated on the revalued amount, not the original cost

Example Illustration

Suppose a manufacturing plant has a carrying amount of $1,000,000. The asset is revalued upward to

$1,200,000.

- The increase of $200,000 is credited to revaluation surplus

- Future depreciation is based on the new amount of $1,200,000, minus residual value

- If residual value is $100,000 and useful life remains 10 years, annual depreciation = ($1,200,000 -

$100,000) / 10 = $110,000

---

Options for Calculating Depreciation After Revaluation

The options for depreciation calculation after revaluation can be summarized as follows:



1. Based on the Revalued Amount

- This is the standard approach under IFRS

- Depreciation is calculated on the revalued amount

- Adjustments are made periodically to reflect changes in fair value

2. Based on the Original Cost Less Accumulated Depreciation

- Not compliant with IFRS when revaluation occurs

- Used in cost model accounting, not revaluation model

3. Based on Revalued Amount Less Residual Value

- Similar to option 1 but explicitly considers residual value

- Ensures depreciation reflects the expected remaining useful benefits

4. Using a Revaluation Reserve Approach

- Depreciation is based on the revalued amount, with adjustments made to the revaluation reserve

- No impact on profit until asset disposal

---

Implications for Financial Statements and Taxation



Understanding the depreciation basis after revaluation is vital for accurate financial reporting and tax

planning.

Financial Reporting Implications

- Accurate reflection of asset value and depreciation expense

- Higher net income if depreciation expense decreases

- Impact on asset turnover ratios and profitability metrics

Taxation Considerations

- Tax laws may differ in recognizing revaluation gains

- Some jurisdictions allow depreciation based on original cost for tax purposes

- Revaluation surplus may not be deductible for tax, leading to deferred tax implications

---

Best Practices for Companies Using IFRS Revaluation Model

To ensure compliance and transparency, companies should adhere to best practices, including:

Regular revaluation assessments to keep fair values current

Consistent application of depreciation methods based on revalued amounts

Clear documentation of revaluation adjustments and depreciation calculations



Integration of residual value and useful life reassessments post-revaluation

Disclosure of revaluation surplus and depreciation policies in financial statements

---

Summary: Key Takeaways on Depreciation After Upward

Revaluation under IFRS

- Depreciation should be based on the revalued amount of the asset, minus residual value

- Revaluation increases the carrying amount and affects future depreciation calculations

- IFRS standards (IAS 16) explicitly guide the revaluation model and depreciation basis

- Regular revaluations ensure depreciation reflects current fair value

- Proper documentation and disclosure enhance transparency and compliance

---

Conclusion

Understanding how subsequent depreciation is calculated after an upward revaluation under IFRS is

fundamental for accurate financial reporting and compliance. The standard approach is to base

depreciation on the revalued amount, adjusting periodically to reflect changes in fair value. This

method ensures that the depreciation expense aligns with the asset’s current value and economic

benefits. Companies adopting the revaluation model must maintain diligent records, conduct regular

revaluations, and apply consistent depreciation methods to meet IFRS requirements and provide

transparent financial statements.



---
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Frequently Asked Questions

Under IFRS, when an asset is revalued upward, how is subsequent

depreciation calculated?

Subsequent depreciation is based on the revalued amount, i.e., the asset's new carrying amount after

the upward revaluation, spread over its remaining useful life.

What is the impact of upward revaluation on depreciation expense

under IFRS?

The depreciation expense increases because it is calculated on the higher revalued amount, reflecting

the asset's increased carrying value.



Does IFRS require revaluations to be performed regularly, and how

does this affect depreciation?

Yes, IFRS requires revaluations to be performed regularly to ensure carrying amounts reflect fair

value, thereby affecting subsequent depreciation calculations based on updated amounts.

When an asset is revalued upward, how is the revaluation surplus

treated in subsequent depreciation?

The revaluation surplus is transferred to other comprehensive income and is not included in

depreciation calculations; depreciation is based on the revalued amount less residual value.

Can an asset's depreciation be based on the revalued amount

immediately after revaluation under IFRS?

Yes, after revaluation, depreciation is calculated based on the new revalued amount, provided the

revaluation is properly recognized and the asset's useful life remains unchanged.

How does upward revaluation affect the calculation of accumulated

depreciation?

Accumulated depreciation is recalculated based on the revalued amount and the new depreciation

expense, reducing the need to adjust previous depreciation unless revaluation is done retrospectively.

Is it necessary to revalue an asset before calculating subsequent

depreciation under IFRS?

Yes, to base depreciation on current fair value, the asset must be revalued so that the carrying amount

reflects the revalued amount.



What happens if an asset’s revalued amount exceeds its useful life

under IFRS?

The asset should still be depreciated over its remaining useful life; any excess revaluation amount may

affect impairment assessments but does not extend the useful life.

How frequently should assets be revalued according to IFRS to ensure

accurate depreciation?

Assets should be revalued regularly enough to ensure that their carrying amounts do not differ

materially from fair value, often annually or as frequently as needed.

Does IFRS require separate accounting for upward revaluation and

depreciation?

Yes, IFRS requires revaluation to be recognized in other comprehensive income and accumulated in a

revaluation surplus; depreciation thereafter is based on the revalued amount, not the revaluation

surplus.

Additional Resources

Under IFRS, When An Asset Is Revalued Upward, Subsequent Depreciation Is Based On: Multiple

Choices

Understanding the nuances of asset revaluation and subsequent depreciation under IFRS

(International Financial Reporting Standards) is essential for accountants, auditors, and financial

analysts. One of the common questions that arise in this context is: when an asset is revalued upward,

how should subsequent depreciation be calculated? This topic is pivotal because it impacts financial

statements, asset valuation, and overall financial health reporting of an entity. In this guide, we will

explore the principles, rules, and practical considerations involved in determining depreciation post-



revaluation, ensuring clarity and a comprehensive understanding of the subject.

---

Introduction to Asset Revaluation Under IFRS

What Is Revaluation of Assets?

Revaluation of assets refers to adjusting the book value of an asset to reflect its fair market value.

Under IFRS, specifically IAS 16 (Property, Plant and Equipment), entities are permitted to choose a

model that involves revaluing property, plant, and equipment to fair value, provided the revaluation is

made regularly enough to ensure that the carrying amount does not differ materially from fair value at

the reporting date.

Significance of Upward Revaluation

An upward revaluation increases the carrying amount of an asset, which impacts depreciation

calculations, financial ratios, and tax considerations. The revaluation surplus is typically recognized in

other comprehensive income and accumulated in equity under the revaluation surplus reserve.

---

The Core Question: Depreciation After Upward Revaluation

How Is Depreciation Calculated Post-Revaluation?

The crux of the matter is whether depreciation should be based on:

- The original cost of the asset, or

- The revalued amount (i.e., fair value at revaluation date), or

- Some other basis.



This question is critical because it influences the reported profit, asset values, and future depreciation

expenses.

---

Principles Under IFRS Governing Depreciation Post-Revaluation

1. The Revaluation Model in IAS 16

IAS 16 states that:

> "An item of property, plant and equipment shall be carried at a revalued amount, being its fair value

at the date of revaluation less any subsequent accumulated depreciation and subsequent accumulated

impairment losses."

Once an asset is revalued, the carrying amount becomes its new depreciable amount.

2. Depreciable Amount and Remaining Useful Life

The depreciable amount is:

- The revalued amount of the asset at the date of revaluation, less

- The residual value (if any).

The remaining useful life is determined based on the asset’s current condition and expected future

use.

3. Method of Depreciation

Depreciation should be calculated on the revalued amount, not the original cost. This is explicitly

supported by IAS 16, which states that subsequent depreciation should be based on the revalued



amount.

---

Practical Approach to Depreciation After Upward Revaluation

Step-by-Step Process

1. Determine the Revalued Amount

Obtain the fair value of the asset at the revaluation date.

2. Calculate the Residual Value

Decide if residual value exists and its amount.

3. Determine Remaining Useful Life

Reassess the remaining useful life based on current condition and industry norms.

4. Compute the Depreciable Amount

Subtract residual value from revalued amount.

5. Calculate the Depreciation Expense

Divide the depreciable amount by the remaining useful life.

Example

Suppose an asset has:

- Original cost: $100,000

- Accumulated depreciation: $20,000

- Revalued amount (fair value): $120,000

- Residual value: $10,000



- Remaining useful life: 5 years

Depreciable amount after revaluation = $120,000 - $10,000 = $110,000

Annual depreciation expense = $110,000 / 5 = $22,000

This approach ensures that depreciation reflects the current fair value of the asset and its remaining

useful life.

---

Multiple Choice Clarification

In many multiple-choice questions, the options often include:

- a) The original cost of the asset.

- b) The revalued amount at the date of revaluation.

- c) The carrying amount before revaluation.

- d) The revalued amount less accumulated depreciation since revaluation.

The correct answer, per IFRS, is b) The revalued amount at the date of revaluation, as subsequent

depreciation is based on the revalued amount less any residual value, over the remaining useful life.

---

Additional Considerations

1. Effect of Revaluation Surplus

- The increase in asset value is credited to revaluation surplus in Other Comprehensive Income.

- Depreciation is then calculated on the revalued amount, not the original cost, and this depreciation



reduces the revaluation surplus over time.

2. Revaluation Frequency and Consistency

- Revaluations should be made regularly to ensure the carrying amount does not differ materially from

fair value.

- Consistent application of the revaluation model ensures comparability across periods.

3. Impact on Financial Ratios

- Upward revaluation increases asset base, potentially improving leverage ratios but may also impact

depreciation expense and profit figures.

---

Summary: Key Takeaways

- Under IFRS, when an asset is revalued upward, subsequent depreciation is based on the revalued

amount, not the original cost.

- The depreciation expense is calculated using the revalued amount less residual value, divided by the

remaining useful life.

- This process ensures that the asset's carrying amount on the balance sheet reflects current fair

market value and that depreciation expense aligns with the asset's updated value.

- Proper accounting treatment maintains compliance with IAS 16 and ensures transparent and

accurate financial reporting.

---

Final Thoughts

Understanding how to handle depreciation after an upward revaluation is essential for accurate



financial reporting. It ensures that the profit or loss reflects current asset values and that depreciation

expenses are appropriately allocated over the remaining useful life. By adhering to IFRS guidelines,

organizations can present their financial position transparently, ensuring stakeholders have a clear

picture of asset values and company performance.
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