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Abstract

Comparability is one of the qualitative characteristics of financial statements that are
prepared in compliance with the International Financial Reporting Standards (IFRS). The
objective of this research is to identify whether this qualitative characteristic can be
negated even when entities apply IFRS. In achieving the research objective, the
depreciation policies adopted by the listed banks in Banghdesh are identified and
compared with each other This research finds that despite increasing effort by
accounting standard setters and pressure groups to achieve IFRS-compliance and
harmonization in accounting practices, non-compliance and divergence still exists. This
research also finds that the divergence in depreciation practices can be of enough
significance to negate comparability. The findings of this research expected to assist the
international and national standard setters as well as the regulators in understanding the
practical issues in implementing accounting standards and developing clearer IFRS

implementation guidelines.
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1. INTRODUCTION

The International Accounting Standards Board (IASB) has identified comparability as an
enhancing qualitative characteristic of financial reporting. This can be attained if
reporting entities adopt accounting policies that are not distant when transactions are
similar. Comparability enhances usefulness of financial statements as it endows the users
to identify and understand similrities in and dissimiklrities among the reported amounts
(Conceptual Framework, 2018).

In contrast, divergence in accounting practices increases the user’s confusion
and result misinterpretation of the reported amounts. This was the case during the Great

Crash of 1929, which ensue the formation of regulators and accounting standard setters




who insists on comparability of financial statements (Zeff, 2005). The International
Accounting Standards Committee (IASC), predecessor of the IASB, was born in 1973 with
the primary goal of generating a single set of international accounting standards, keeping
in mind the cross-sectional comparability of financial statements in the facilitation of
decision making (Krivogorsky, 2011). Perhaps with same motivation, i.e. to ensure
comparability between financial statement line items, Section 38 of Bangladesh Banks
Act 1991 compels banks in Banghdesh to prepare financial statements in concurrence
with the financial reporting format as laid down in the “first schedule” of the same Act.

To enhance comparability and credibility of the audited financial statements by
overcoming divergences and by harmonizing accounting and auditing practices, the
Institute of Chartered Accountants of Banghdesh (ICAB) has adopted the accounting
standards as issued by the IASB (Chowdhury, 2013). Banks listed with any of the two
stock exchanges in Bangldesh shall prepare their financial statements in accordance
with IFRS as required by Rule 12(2) of Bangladesh Securities and Exchange Rules, 1987
(IFRS Foundation, 2016).

Nonetheless, despite developing and requiring IFRS standards to achieve
comparability, some flexibilities are given within the IFRS standards. For instance,
depreciation is one of the key areas of financial reporting where IFRS allows
management of the reporting entities to apply significant judgment. After initial
recognition of a tangible or intangible non-current asset, estimation of three factors:
asset’'s pattern of use, useful life, and residual value determines the amount of
depreciation to be charged over an asset’s useful life. Longer useful life and higher
residual value estimation decrease the periodical amount of depreciation in comparison
to shorter useful life and lower residual value estimation. Different estimations on
pattern of use nominate different depreciation methods and, therefore, depreciate assets
at different rates and patterns.

There is a risk of earnings management when managers use judgment in
financial reporting (KPMG, 2016). The room for management’s judgment in determining
asset’s useful life, residual value, and pattern of use may result reporting entities to adopt
depreciation policies that are in divergence and hcks comparability, even when the
industry and the asset type are similar. This may also give room for deliberate
misstatement as it was the case in Waste Management, Inc (US Securities and Exchange
Commission, 2002).

This research identifies and evaluates the depreciation policies adopted by the
listed banks in Bangladesh-an emerging economy that mandatorily applies IFRS for
financial reporting of listed entities. This research establishes whether the depreciation
policies of these banks meet [FRS requirements, and whether the depreciation rates and

useful lives of different clhsses of assets are in comparability across entities of the same




industry.
2. METHODS

This research is based on content analysis of audited financial statements of thirty listed
banks in Bangladesh. The research first summarizes IFRS requirements for depreciating
tangible and intangible non-current assets. It then reflects those requirements on
depreciation policies adopted by the banks. Audited financial statements for the
year-ending 31 December 2018 are used to excerpt the depreciation policies.

The limitation of this research is that it could not quantify the monetary
mismatch resulting from the differences in depreciation policies due to the absence of

sufficient information in the financial statements.
3. ANALYSIS OF ACCOUNTING STANDARDS

3.1 Depreciation concept

Depreciation is a non-cash expense that is recognized by the reporting entities in their
Statement of Profit or Loss for assets that are expected to be used for more than one
period and have a finite useful life (IAS 16: 6, 58; IAS 38: 8, 89). In accrual accounting,
when the economic benefits of an outlay are expected to arise over a number of periods,
the outlhy amount is allocated in the Statement of Profit or Loss over those periods on a
systematic and rational basis (Conceptual Framework: Para 4.51, 2018). Depreciation
designates this systematic and rational basis of cost allocation that reflects the pattern of
economic benefits consumed from the asset (Kieso, Weygandt, & Warfield, 2013).

Depreciation is a cost allocation process, not an asset valuation process.
Depreciation is not a technique that measures decline in the market value of a tangible or
intangible non-current asset. It is also not a process that periodically sets aside an
amount of cash to replace assets as they wear out.

Depreciation does, however, reduce the carrying value of assets, but not to reflect
their market values. This is justified in financial reporting because depreciation is
required for those assets which are primarily held not for sale but for entity’s own use
(IFRS 5: 1, 6). Revaluation, not deprecation, is the technique that allows reporting entities
to adjust carrying value of assets to reflect to their fair value, if they materially differ (IAS
16: 34, 1AS 38:75).

3.2 Relevant accounting standards
IAS 16 Property, plant and equipment prescribe the accounting treatment of tangible
non-current assets that are held for use by a reporting entity in the production or supply




of goods or services, or for rental to others, or for administrative purposes (IAS 16: 6).
Determination of depreciation charges after the initial recognition of within scope assets
is one of the principal issues covered by this standard

The current version of IAS 16 was revised in December 2003 as part of the
IASB’s project on Improvements to International Accounting Standards. The
improvement project was undertaken due to queries and criticisms raised by securities
regulators, professional accountants, and other international parties. One of the
objectives of the project was to reduce or eliminate alternatives, redundancies and
conflicts within the standards (IAS 16: IN2). The revision resulted chrification in
requirements related to depreciable amount calculation (IAS 16: IN11), and depreciation
period identification (IAS 16: IN12). IFRS-based reporting entities are required to apply
the requirements of the revised IAS 16 from period beginning or after 1 January 2005
(IAS 16: IN1). ICAB adopted this standard as BAS 16 with effective date on or after 1
January 2007 (Hussain Farhad & Co., 2013).

IAS 38 Intangible assets prescribe accounting for identifiable non-monetary
assets that do not have physical substance (IAS 38: 8). Financial assets and assets that are
within scope of another standard are not covered by this standard (IAS 38: 2).

Assets that contain both tangible and intangible elements need to be depreciated
together or separately either based on IAS 16 or based on IAS 38 depending on
management’s judgment of which element is more significant and if the two elements are
separable. For example, operating software of an ATM machine is more appropriately
depreciated in conjunction with the tangible element and following IAS 16 requirements
as, in the complete asset, the tangible element is more significant than the intangible
element, and the former cannot be operated without the latter. If software is not an
integral part of related hardware, for example: enterprise resource management
software, then the software is more appropriately depreciated as a separate intangible
asset follbowing IAS 38 requirements (IAS 38: 4).

The current version of IAS 38 includes a number of changes from the previous,
including requirements related to determination of intangible asset’s useful life (IAS 38:
IN9, IN10). The revised version is compulsory for IFRS based reporting entities from
period beginning or after 31 March 2004 (IAS 38: IN1). ICAB adopted IAS 38 as BAS 38
with effective date on or after 1 January 2005 (Hussain Farhad & Co,, 2013).

3.3 Determining the useful life

The useful life of an asset is the period over which the asset is expected to be available
for use by the entity (IAS 16: 6, IAS 38: 8). It is not compulsory for a reporting entity to
hold an asset until the end of its usablke economic life. Management may adopt a policy to

use only relatively new assets and rephce assets after using only a portion of their




economic usable lives. In such a case, where the useful life is shorter than the usabk life
(IAS 16: 57), reporting entities are required to depreciate assets in terms of their
usefulness to the entity, not in terms of total usable lives.

Management of the reporting entities needs to apply careful judgment when
estimating the useful life of an asset. However, they cannot apply the prudence concept
as an excuse to depreciate assets over a shorter useful life even though they intend to use
the asset for a longer period Prudence concept does not allow deliberate overstatement
of expense or loss and understatement of profit (Conceptual Framework: Para 37, 2018).

Tangible non-current assets normally have a finite useful life, except land. The
factors which limit their useful lives include: physical wear and tear, deterioration and
decay, damage or destruction, and obsolescence (Benedict & Elliott, 2008; Subramanyam,
2014; and Kimmel, Weygandt, & Kieso, 2015). Wear and tear resulting from continuing
use of the tangible assets, whereas deterioration and decay occurs because of aging even
when they are not in use. A tangible asset can become obsolete because of altered
business requirements or technological progress which limits the asset from producing
sufficient returns to justify its continued use. An intangible asset can also become
obsolete.

Terms of contract may limit the useful life of an asset. A license may have a
limited useful life because it is granted only for a number of years. Previously 1AS 38
required reporting entities to assume a finite useful life for intangible assets of not more
than twenty years from the date of the asset is available for use. However, in the revised
standard this requirement has been lifted (IAS 38: IN9).

Terms of contract may cap useful life of finance lease assets (Fargher et al, 2008
and Benedict & Elliott, 2008). IAS 17 Leases require finance lease assets to be depreciated
by the lessee over the shorter of the lease term and its useful life if there is no reasonable
certainty that the lessee will obtain ownership of the asset at the end of the lease term. If
the reasonable certainty of ownership exists, the lessee is required to depreciate its
finance leased assets, applying the same policy as for its owned assets (IAS 17: 27).

In case of lnd, usefulness does not decline instead increases as good sites
become scarce over time (Kimmel, Weygandt, & Kieso, 2015). Thus, other than a few
exceptions (where the fertility of the land diminishes over time), land is classified as
non-depreciable asset even when acquired in conjunction with a building. If land and
building acquired together, building is depreciated separately (IAS 16: 58). An increase in
value of land does not excuse depreciation charges for building (IAS 16: 58).

3.4 Depreciation commencement and cessation
The previous version of IAS 16 did not specify when an entity shall begin depreciating its
assets (IAS 16: IN12); however, the revised IAS 16 chrifies the issue by specifying that




depreciation begins when an asset is in the location and condition necessary for it to be
capable of operating in the manner intended by management, i.e., when the asset is
ready to use (IAS 16: 55; IAS 38: 97). Recognition of depreciation expense continues
even if the asset’s fair value exceeds the carrying amount (IAS 16: 58).

Repairs and maintenance are necessary to maintain tangible asset’s expected
performance, but this does not exempt an asset from being depreciated (IAS 16: 52).

Depreciation ceases when the asset is disposed of or sold by the entity, or when
the entity decides to recover asset’s carrying value principally through a sale and
chssifies the asset as held for sak as per the criteria set by IFRS 5 Non-Current Assets
Held for Sale and Discontinued Operations (IAS 16: 55, IAS 38: 97).

Assets are to be depreciated based on their service potential not actual use (IAS
16 BC: 31). Thus, depreciation does not cease if the entity puts the asset into idle or
retires it from active use, unless the asset already been fully depreciated (IAS 16: 55, IAS
38:117).

3.5 Residual value

Residual value is the amount that the reporting entity currently would obtain from the
disposal of the asset, after deducting the estimated costs of disposal, as if the asset
already were of the age at the end of its useful life (IAS 16: 6). Thus, the residual value
estimation reflects current market condition, not future.

The residual value depends on the asset retirement policy of the reporting
entities. If an entity uses an asset until the end of its useful economic life, i.e. until the
asset is physically exhausted, then the residual value can be insignificant or nil If,
however, the entity disposes its assets after using only a portion of its useful economic
life, then the asset will have a higher residual value.

At the end of asset's useful life, i.e. at the point when the asset is fully
depreciated, the net book value of the asset will be equal to its residual value.

3.6 Depreciation methods

The two most common depreciation methods applied by reporting entities are: (1) the
straightline method, and (2) the reducing (diminishing) balance method Different
methods allow reporting entities to depreciate assets at different rates even when asset’s
useful life and the depreciable amount are same.

IAS 16 or IAS 38 do not restrict reporting entities to adopt any specific
depreciation method for any particular class of assets. The standards also do not require a
reporting entity to apply a single depreciation method for all of the depreciable assets.
IFRSs do however, require reporting entities to apply depreciation method that reflects
the pattern in which the asset’s future economic benefits are expected to be consumed




by the entity (IAS 16: 62; IAS 38: 97).

If an entity cannot reliably determine the expected pattern of economic benefits
that to be consumed from a depreciable intangible asset, 1AS 38 dictates the use of
straight-line method for that asset (IAS 38: 97).

3.6.1. Straight line method

The straight-line method spreads an equal amount of depreciation expense over asset’s
useful life. The asset is equally useful during the periods of its useful life is the simple
rationale for selecting this method. Kieso, Weygandt, & Warfield (2013) and Hoggett et al.
(2012) identified the straight-line method as the most commonly used depreciation
method. Kimmel Weygandt, & Kieso (2015) stated, for 83% of the 600 US lhrgest
companies this method is the primary method of depreciation. Revsine et al (2012)
referred to the 2009 AICPA survey that found 99% of US companies use the straightline
method at least for some of the assets. Wild (2013) stated, 87% of companies use this
method for plant assets. Subramanyam (2014) stated, 85% of publicly traded companies
applies the straight line method Weetman (2011) stated, most UK companies use
straight-line method.

Management of a reporting entity may prefer straight line method as it allows
recognition of a stable depreciation expense over the asset’s useful life, therefore avoids
causing any overwhelming fluctuations in reported profits. Depreciation applying using
this method is also easier to calculate and administer A newly established company or
the one which recently invested heavily in non-current assets may prefer straightline
method as this helps to avoid high depreciation charges, i.e. a profit dip, in the beginning
years of asset’s useful life.

In the straightline method, the depreciation charge for the year calculated as:
depreciable amount (D) of an asset divided by its estimated useful life (n). Depreciable
amount (D) is calculated by deducting the residual value (R) from the capitalized amount
(C) (IAS 16: 6). Figure 1 illustrates calulation of periodic depreciation charge applying
the straight-line method.

Figure 1 Calculation of periodic depreciation charge in straight line method

C—-R

Periodic depreciation charge (amount), d = f ==

Periodic depreciation charge (rate), r = E

Where,
D =Depreciable amount R = Residual value

C = Capitalized amount n = Useful life




Source: Author’s own.

3.6.2. Reducing balance method

In reducing balance method, depreciation expense reduces as asset gets older. This
method is appropriate for those assets from which the economic benefits expected to be
consumed gradually reduces as the asset advances to latter years. This is largely based on
the assumption that asset’s efficiency, output, or other benefits reduce over the periods,
i.e,, the asset suffers its greater loss of service in the earlier years (Fargher et al, 2008).

In the early years of an asset, reducing balance basis depreciation will be higher
than straight-line basis depreciation, but in hter years, it will be lesser than straight-line
(Kieso, Weygandt, & Warfield, 2013 and Kimmel Weygandt, & Kieso, 2015). This method
is sometimes referred to as a conservative accounting policy as it results lower net profit
in the early years of asset use (Robinson et al, 2009).

Expenses that follbw a downward trend and profit that follow an upward trend
are generally favored by management as this indicates a progressing business
performance (Carruth, 2011). As this is the case in reducing balance method, this may
influence the management of the reporting entities to prefer reducing balance method
over the straightline method However, only 4% of the US largest 600 companies apply
reducing balance method as the primary method of depreciation (Kimmel, Weygandt, &
Kieso, 2015). A 2009 AICPA survey shows that 7% of US companies use reducing balance
methods at least for some of the assets (Revsine et al, 2012). According to Wild (2013),
4% of the companies use this method for plant assets. Subramanyam (2014) stated that
10% of the publicly traded companies apply reducing balance method

In some tax jurisdictions reporting entities could be required to recognize same
amount of depreciation for both accounting profit and tax profit cakulations. This may
encourage the management of the reporting entities in such jurisdictions to adopt
reducing balance basis as this allbows recognition of higher deductible expense and lower
tax at the beginning years of an asset’s useful life. However, National Board of Revenue
(NBR) or any other regulatory body in Bangladesh does not require such uniformity in tax
and financial reporting.

Depreciation charge using reducing balance method is cakulted by multiplying
the depreciation rate (r) with opening net book value (Vy) of an asset. Opening net book
value (Vo) cakulated as: capitalized amount () of asset less accumulated depreciation to
the current period beginning. Figure 2 illustrates calculation of periodic depreciation

charge applying the reducing balance method

Figure 2 Calculation of periodic depreciation charge in reducing balance method

Periodic depreciation charge (amount), d =V, Xr
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Periodic depreciation charge (rate), r= 1-[" ]lﬁ
'R

Useful life,n = log (R / €) /log (1 —7)

Where,
Vo = Opening net book value
C = Capitalized amount R = Residual value (R > 0)

Source: Author’s own.

Repair and maintenance costs of tangible non-current assets generally increase
as they age. Kieso, Weygandt, & Warfield (2013) and Hoggett et al (2012) presented an
argument that reducing balance method allows entities to report an approximate straight
line of total ownership costs for holding an asset in combination of decreasing
depreciation expense and increasing repair and maintenance cost, therefore, equalizing
total periodical expense for the asset. But, as Figure 3 illustrates, in reducing balance
method an approximate straight line of total ownership cost is only likely if there is a
drastic increase in repair and maintenance cost from the early stage of asset’s useful life.
Such increase in repair and maintenance costs can challenge the viability of continuation
of an asset and thus nullifies the equalizing total ownership costs argument. This
argument also misses the point that the cost of repair and maintenance is part of the
recurrent expense while the depreciation is an allocation of the capitalized amount of an

asset. IFRSs nowhere referred application of this assumption.

Figure 3 Total ownership cost
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It is assumed that cost of the asset is CU 100, residual value is CU 1, useful life is 40 years,
depreciation rate is 10.87% and total ownership cost is CU 12.
Source: Author’'s own

4. RESEARCH FINDINGS

The findings of this research are primarily of twofold: (i) divergence in the determination
of assets’ useful lives, and (i) divergence in depreciation commence and cessation
policies. The following discussion covers the findings in detail

4.1 Useful life of assets

Based on disclosures made in the financial statements by the banks in Bangladesh,
depreciable freehold non-current assets can be classified into six categories: (i) Buildings;
(ii) Furniture and fixtures; (iii) IT and office equipment; (iv) Intangible assets; (v) Motor
vehicles; (vi) Book and publications.

4.1.1. Buildings

As highlighted in Table 1, out of the thirty banks, 29 disclosed depreciation rates for
buildings. The disclosed rates range from 2.25% in reducing balance method to 20% in
straight-line method, which results in five years to 200+ years of useful life. This research
excludes leasehol properties as the useful life of these assets might be capped by their
lease period
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Table 1 Depreciation of buildings

Depreciation method Depreciationrate Years to fully depreciate No. of banks

2.50% 40 10
Straight line 5% 20 1
5% -20% 5-20 1
2.25% 202 1
2.50% 182 14
Reducing bakhnce*
4% 113 1
5% 90 1
No mention 1

*For reducing balance rates, residual value assumed to be 1% of the asset’s capitalized
amount.

Source: Financial statements of the banks.

One of the banks have not disclosed any depreciation rate for buildings. Two of
the banks have not recognized any depreciation expense for buildings. In the absence of
any chrification, it is not clear if those banks do not own any building or do not depreciate
buildings even after owning them. Benedict & Elliott (2008) identified several excuses
that can be given by entities in resisting depreciation charges for buildings. These include,
difficulty of identifying the cost of building as it acquired in a combination of land, useful
life of buildings is too long to estimate, and market price of buildings appreciates. These
issues are dealt in IAS 16 in sufficient chrity, which establishes that the excuses of not

deprecating buildings are invalid.

4.1.2. Furniture and fixtures
Furniture and fixture assets include movable assets that are not integral part of the
structure of buildings and premises. This class of assets generally excludes mechanical
equipment and IT equipment.

As highlighted in Table 2, the research reveals that banks apply a wide range of
rates for depreciating furniture and fixture assets that give useful lives ranging from 3
years to 44+ years.

Table 2 Depreciation of furniture and fixtures

Depreciation method Depreciationrate Years to fully depreciate No. of banks

10.00% 10 8
Straight line 10 /15% 10 / 6.67 1
20% 5 1
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6.67 - 33.33% 3-15 1

10.00% 44 13
Reducing bakhnce* 10/12% 44/36 1

10/ 20% 44 /21 2

10 / 40% 44 /9 1

10/ 10% 10/ 44 1
Straight + Reducing*

20/ 10% 5/44 1

*For reducing balance rates, residual value assumed to be 1% of the asset’s capitalized
amount.

Source: Financial statements of the banks.

Some of the furniture and fixtures are exposed to significant usage, for example:
furniture used in customer service centers or in ATM booths, so subject to faster
depreciation than the furniture and fixtures used for administrative purposes. However,
the research reveals that twenty-two banks did not differentiate in types or usage of the
assets in this board class and applied a single rate of depreciation.

4.1.3. IT and office equipment
IT and office equipment assets include electrical appliances, IT equipment, and ATM
machines. Reporting entities may also capitalize and depreciate operating software with
related tangible asset in this class.

This class of assets probably include the most diverse range of assets that do not
have a uniform useful life. However, as shown in Table 3, twenty-one banks applied a
single rate to depreciate all of their assets in this class. The rates used by the banks
ranged from 33.33% in straightline, which gives useful life of 3 years, to 20% in
reducing balance basis, which gives useful life of 21+ years.

Table 3 Depreciation of IT and office equipment

Depreciation method Depreciation rate Years to fully depreciate No. of banks

15% 6.67 1
20.00% 5 9
Straight line 12.5/15/20% 8/6.67/5 1
20/ 30% 5/333 1
20 /33.33% 5/3 3
18.00% 23 1
Reducing balnce*
20% 21 10
Straight / Reducing* 20/ 20% 5/21 3
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25/ 20% 4/21 1

*For reducing balance rates, residual value assumed to be 1% of the asset’s capitalized
amount.

Source: Financial statements of the banks.

4.1.4. Intangible assets
Software is the primary form of intangible assets as capitalized by banks. This class
normally represent a minor share of the assets.

Fifteen banks did not disclose any depreciation rate for software. These banks
either do not capitalize expenditure for software, i.e. recognizes the amount as an
expense in the Statement of Profit or Loss as incurred, or they recognize and depreciate
the amount as part of IT equipment.

As shown Table 4, the banks that disclosed depreciation rates for software, they
have adopted rates that give a useful life ranging from 3 years at 33% straightline to 21
years at 20% reducing balance.

Table 4 Depreciation of intangible assets

L. Depreciatio Years to fully No. of
Depreciation method )
n rate depreciate banks
5% 20 1
10% 10 1
Straight line 20% 5 9
20-33% 5/3 1
25% 4 1
Reducing balnce* 20% 21 2
Do not depreciate as separate asset/ No 15

mention of rate

*For reducing balance rates, residual value assumed to be 1% of the asset’s capitalized
amount.

Source: Financial statements of the banks.

It is arguable if reducing balance, as adopted by two banks, is the appropriate
method for depreciating software as these assets typically provide equal economic

benefits over their useful lives.

4.1.5. Vehicles
Assets in this class are far more straightforward than assets in previous four classes. As
shown in Table 5, twenty-six banks applied a uniform rate for depreciating vehicles that
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is 20% in straightline which gives five years of useful life. Three banks applied 20% in
reducing balance that results 21 years of useful life.

Table 5 Depreciation of vehicles

Depreciation method Depreciation rate Years to fully depreciate No. of banks

' . 20% 5 26
Straight line

20/ 25% 5/4 1

Reducing balnce* 20% 21 3

*For reducing balance rates, residual value assumed to be 1% of the asset’s capitalized
amount.

Source: Financial statements of the banks.

4.1.6. Books

Only thirteen banks depreciate books as a separate class of assets even though the
amount represents an insignificant portion of the total of tangible and intangible
non-current assets. The depreciation rates adopted by the banks do not show any
uniformity in rates or useful lives. As shown in Table 6, The rates adopted by the banks
give useful life of the books ranging from 5 years to 44 years.

Table 6 Depreciation of books

Depreciation method Depreciationrate Years to fully depreciate No. of banks

10% 10 2
Straight line

20% 5 3

10% A4 2
Reducing balance* 20% 21 1

30% 13 2

*For reducing balance rates, residual value assumed to be 1% of the asset’s capitalized
amount.

Source: Financial statements of the banks.

4.1.7. Discussion of the findings
A common observation is that the majority of the banks applied a uniform rate for
depreciating their assets, however applying two different methods, thus giving greatly
different useful lives and depreciation expenses.
(i) 2.5% applied by 25 banks for buildings, but 11 banks applied the rate in
straight-line and 14 banks applied in reducing baknce.
(ii) 10% is the most popular rate for furniture and fixture assets as disclosed
by the banks. This rate is applied by 28 banks. However, 10 banks apply
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the rate in straight-line method and 19 banks apply the rate in reducing
balance method One of the banks apply the rate in both methods.

(iii)  For IT and office equipment assets, 20% is used by almost all of the banks.
Twenty-nine banks apply this rate; where 17 banks use straight-line and
14 banks use reducing balance method (3 banks use both methods).

This may indicate management of the banks has a silent intention to be
comparable with other banks, but they differ in policies either due to misunderstanding
of the effect or as part of deliberate earnings management.

Divergent in depreciation rates and asset's useful life results disparity in
periodical depreciation expenses in the Statement of Profit or Loss and in carrying value
of the assets in the Statement of Financial Position. For instance, at 2.5% in straight-line
will allow an entity to fully depreciate an asset in 40 years’ time, whereas at 2.5% in
reducing balance an asset will be depreciated only 59.76% at the end of 40 years. At
2.5% reducing balance method, it will take 91 years for an asset’s net book value to be
equal to 10% of the capitalized amount, and 182 years to be equal to 1% the capitalized
amount. The disparity is of similar extreme at other rates and methods.

The marked area in Figure 4 shows the difference in depreciation expense if
different methods applied even if the rate is same (2.5%). In this instance, the gap
between depreciation expenses in two methods will continue to be widening till end of
year-40. In year-40, depreciation expense in straight-line method will be 2.69 times of
the depreciation expense in reducing balance method (((2.5-0.93)/0.93) +1)).

Figure 4 Difference in depreciation if rate is same

3.00
250 Straight line depreciaiton

9 ’ //
N

1.00 Reducing balance
depreciaiton

0.50
_ / / 744 7
1 71

CUear] 11 21 31 41 51 6 81 91 1001 111 121 131 141 151 161 171 181

Source: Author’s own.

Uniform useful life but different method will not solve the issue of divergence.
As Figure 5 illustrates, an asset if depreciated over 40 years but in two different methods,
the depreciation expense will still be different.

Figure 5 Difference in depreciation if life is same
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Source: Author’s own.
4.2, Depreciation commencement and cessation policy

4.2.1. Depreciation commencement policy

Depreciation commencement policies disclosed by the listed banks in Banghdesh
represent a wide array of practices. None but one disclosed policy that is in exactitude of
IFRS provisos; that is, commencement of depreciation from the day asset is available for
use.

Six banks stated that they depreciate assets from the day of asset’s acquisition.
Five other banks disclosed that they depreciate assets from the day of asset’s “addition”
which may imply they too depreciate assets from the day of asset’s acquisition. In
practice, entities may require a lead time to bring an asset into available for use condition
after its acquisition. Thus, the day an asset becomes available for use can be a later day
than the day asset is acquired. Early commencement of depreciation charges may result
in higher depreciation expense in the first year.

Depreciation from the day assets are put into use is the policy disclosed by one
bank. In this instance, the predicament is, an asset doesn't necessarily put into use on the
same day it becomes available for use. The former may happen on a later day. This policy
may allow a reporting entity to defer depreciation commencement of an asset.

Four banks stated that they charge full months depreciation in the month of
asset's acquisition irrespective of the acquisition day in the month. One charges full
month’s depreciation if the asset is acquired within the first half of the month, otherwise
do not charge any depreciation in that month. Three others stated their policy is to
depreciate assets from the month of asset’s acquisition, which may also imply that they
charge full month's depreciation in the month of acquisition. These policies were
acceptable prior to revision of IAS 16 and IAS 38, but do not reflect the clarification made
in the revised IFRSs. These non-compliances may result over/understatement of
depreciation expense in the first year.

Two banks disclosed that they depreciate assets from the following month of
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asset’s acquisition. Among them, one bank applies this policy only for its building, and
furniture and fixture assets. This can be a simplified and generalized approach of those
banks to consider the lead time between asset acquisitions and available for use days.
However, this may result an early or delayed commencement of depreciation expense.
Full year’s depreciation charged by three banks in the year of asset’s acquisition,
as disclosed in their financial statements. Two among them apply this policy only if an
asset is acquired within first nine months of the accounting year, otherwise do not
charge any depreciation in that year. Two other banks disclosed that they depreciate
assets from the year of asset’s acquisition. In absence of further clarification, this may
indicate that they ako charge full year’s depreciation in the year of asset’s acquisition
irrespective of the acquisition day in the year. One other bank’s stated policy is to
depreciate mechanical, and vehicle assets from the following year of their acquisition.
These policies are farthest from that the revised IFRSs enfails and likely to distort
depreciation expense calculation in severity. Table 7 lists the different policies on

commencement of depreciation charge by the banks.

Table 7 Policies on commencement of depreciation

Depreciation begins: No. of banks
From the date avaikble for use

From the date of acquisition
From the date of addition

From the date put into use

Full month’s depreciation

From the month of acquisition

From the following month of acquisition

Full year’s depreciation

From the year of acquisition

From the following year of acquisition

NN W|N W U= (|| =

No disclosure

Source: Financial statements of the banks.

4.2.2. Depreciation cessation policy

Depreciation cessation policies are not as diverse or as ambiguous as it is in depreciation
commencement policies. The scope of financial statement distortion is ako limited in
this case as consequences of departures from IFRS stipulations normally are smoothed
out by the recognition of disposal gain/loss in the same period However, any departures
from IFRS stipulations may distort depreciation expense, and disposal gain/loss line

amounts reported in the financial statements.
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IFRS based reporting entities are required to cease depreciation at the point of
asset’s disposal This is the stated policy of eight banks. One other bank’s stated policy is
to cease depreciation in the month of asset’s disposal This may hint that they too cease
depreciation on disposal

Eight banks do not depreciate assets from/in the month of asset’s disposal, as
per their disclosure. No depreciation in the year of asset disposal is the policy adopted by
five other banks. These policies are in the departure of precise IFRS requisites, which
may result understatement of depreciation expense, but overstatement of disposal gain,
in the year of asset disposal Table 8 lists the different policies on cessation of
depreciation charge by the banks.

Table 8 Policies on cessation of depreciation

Depreciation ceases: No. of banks

On disposal 8

In the month of disposal

At end of previous month of disposal

In the previous year of disposal

(Ul | 00| =

No disclosure

Source: Financial statements of the banks.

4.2.3. Discussion of the findings

Prior to revised IAS 16, issued in 2003, IFRS based reporting entities were flexible in
commencing depreciation of an asset. However, the revised IAS 16 made it clear that
entities shall commence depreciation when an asset is available for use. Departure from
this requirement represents that management of the listed banks either are not aware of
the clarification made in the revised IAS 16 or they choose to continue what they have

been doing previously.

5. CONCLUSION AND RECOMMENDATIONS

While adopting a depreciation policy for an asset, banks cannot ignore the reality of an
asset’s use pattern just because it might make a dent in the bank’s reported profit or will
not help to report desired financial performance. The concept of prudence does not ako
justify deliberate understatement of asset values by making prompt depreciation.

The IASB has adopted principles-based approach rather than rules-based
approach in establishing its accounting standards. Hence, in IFRS based reporting
environment a greater degree of professional judgment is required. Though it may not
practical for the IASB to suggest any specific useful life or depreciation method for a
particular chss of asset as it can greatly vary based on geographical location and
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economic condition of a jurisdiction, the national accounting standard setters or the
regulators can assume this responsibility as they are more aware of the business model
in their jurisdiction. However, the IASB can include financial reporting consequences of
available alternatives to clarify the effect of each alternative.

Banking sector in Banghdesh can be considered as lot younger than many of the
established economies. This indicates accounting policies of many yet to be shaped into
proper, and efforts to be made towards standardization of the accounting policies. For
individual banks it may not be possible to coordinate or influence other banks to come
up with uniform or reltively similar depreciation policies in depreciating similar class of
assets. The Central Bank as the primary regulator of the banks can advise banks what
shall be the ideal depreciation rate and useful life for a particular type of asset.

19




REFERENCES

Benedict, A, & Elliott, B. (2008). Financial Accounting: An Introduction. Essex: Pearson
Education Limited.

Carruth, P. (2011). Earnings Management: The Role Of Accounting Professionals.
International Business & Economics Research Journal 1(3),9-14.

Chowdhury, A. (2013). Harmonization of Financial Reporting and Audit Practices:
Bangladesh Perspective. The Institute of Chartered Accountants of Bangladesh.

Fargher, N.,, Wise, V., Kieso, D, Weygandt, ]., & Warfield, T. (2008). Fundamentals fo
Intermediate Accounting. Australia: John Wiley & Sons Australia, Ltd

Hoggett, |., Edwards, L., Tilling, M., & Hogg, E. (2012). Accounting. Wiley.

Hussain Farhad & Co. (2013, January 1). BAS and BFRS. Retrieved October 19, 2019, from
Hussain Farhad & Co.: https://www.hfc-bd.com/standards/bas-and-bfrs/

IFRS Foundation. (2016). Jurisdiction Profile: Bangladesh. IFRS Foundation. Retrieved
October 19, 2019, from
https:/ /www.ifrs.org/-/media/feature/around-the-world /jurisdiction-profiles/ba
nghdesh-ifrs-profile.pdf

IFRS Foundation. (2018). Conceptual Framework for Financial Reporting. London: IFRS
Foundation.

Kieso, D., Weygandt, ], & Warfield, T. (2013). Intermediate Accounting. Wiley.

Kimmel, P, Weygandyt, ], & Kieso, D. (2015). Financial Accounting: Tools for Business
Decision Making. Wiley.

KPMG. (2016). Accounting Policies, Judgements and Estimates. KPMG

Krivogorsky, V. (2011). Conceptual Framework for International Financial Reporting
Standards. In V. Krivogorsky (Ed.), Law, Corporate Governance and Accounting:
European Perspectives. New York: Routledge.

Revsine, L., Collins, D, Johnson, W, & Mittelstaedt, H. (2012). Financial Reporting &
Analysis. USA: McGraw-Hill

Robinson, T, Greuning, H, Henry, E, & Broihahn, M. (2009). CFA Institute Investment
Series: International Financial Statement Analysis. New Jersey: John Wiley & Sons,
Inc.

Subramanyam, K. (2014). FinancialStatement Analysis. New York: McGraw-Hill
Education.

US Securities and Exchange Commission. (2002). Waste Management Founder, Five Other
Former Top Officers Sued for Massive Fraud. Retrieved October 19, 2019, from US
Securities and Exchange Commission:

https: / /www.sec.gov/news/headlines /wastemgmt6.htm

20




Weetman, P. (2011). Financialand Management Accounting: An Introduction. Pearson
Education Limited.

Wild, ]. (2013). Financial Accounting: Information for Decisions. McGraw-Hill

Zeff, S. (2005, February). The Evolution of U.S. GAAP: The Political Forces Behind
Professional Standards. The CPA Journal. Retrieved October 19, 2019, from
http://archives.cpajournalcom/2005/205 /infocus/p18.htm

21




Divergence Within IFRS Adoption: The Case of Depreciation
Practices of Listed Banks in Bangladesh

ORIGINALITY REPORT

0., 0- 6 0-,

SIMILARITY INDEX INTERNET SOURCES  PUBLICATIONS STUDENT PAPERS

MATCH ALL SOURCES (ONLY SELECTED SOURCE PRINTED)

7%
* "Wiley Interpretation and Application of IFRS
Standards", Wiley, 2019

Publication

Exclude quotes On Exclude matches <5%

Exclude bibliography On



Divergence Within IFRS Adoption: The Case of Depreciation
Practices of Listed Banks in Bangladesh

GRADEMARK REPORT

FINAL GRADE GENERAL COMMENTS

/ O Instructor

PAGE 1

PAGE 2

PAGE 3

PAGE 4

PAGE 5

PAGE 6

PAGE 7

PAGE 8

PAGE 9

PAGE 10

PAGE 11

PAGE 12

PAGE 13

PAGE 14

PAGE 15

PAGE 16

PAGE 17

PAGE 18

PAGE 19




PAGE 20

PAGE 21




	Divergence Within IFRS Adoption: The Case of Depreciation Practices of Listed Banks in Bangladesh
	by 315. 2064 Mezbah Uddin Ahmed 315. 2064 Mezbah Uddin Ahmed

	Divergence Within IFRS Adoption: The Case of Depreciation Practices of Listed Banks in Bangladesh
	ORIGINALITY REPORT
	MATCH ALL SOURCES (ONLY SELECTED SOURCE PRINTED)

	Divergence Within IFRS Adoption: The Case of Depreciation Practices of Listed Banks in Bangladesh
	GRADEMARK REPORT
	FINAL GRADE
	GENERAL COMMENTS
	Instructor




