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Abstract 

This article analyzes the newly added statement item “Asset Disposal Profits and Losses” 
in the “Notice on Revising and Issuing the Format of General Corporate Financial 
Statements (CK [2017] No. 30)” issued by the Ministry of Finance. At the same time, on 
the basis of reviewing the disposal of non-current assets of listed companies, this article 
analyzes the reasons and adjustment logic of the modification of the report format. 
Finally, the article analyzes and explores the practical problems that exist after the 
revision of the report format. 
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1. Viewing "Profits and Losses of Asset Disposal" from Two Modifications 
of Financial Statement 

On December 25, 2017, the Ministry of Finance issued the "Notice on Revising and Issuing the 
Format of General Corporate Financial Statements (CK [2017] No. 30)", adding “asset disposal 
gains and losses” and placing it above “other income” under the “I. Operating income” column 
of the income statement. 

Then, the Ministry of Finance issued the "Notice on Revising and Issuing the Format of General 
Corporate Financial Statements for 2018" on June 15, 2018 (CK [2018] No. 15), and revised the 
report format again. The “asset disposal gains and losses” involved in this document are 
consistent with the “asset disposal gains and losses” mentioned in CK [2017] No. 30 document. 
However, relevant adjustments have been made to the presentation position of the report, and 
the "other income" item with only additions and no deductions is placed before "investment 
income", "fair value change gains and losses" and "asset disposal gains and losses" , which have 
both additions and reductions. So far, the newly added “asset disposal profit and loss” item has 
been placed in the last column under “operating income” in the income statement, and at the 
same time above “operating profit”. 

In addition to the separate disclosure in the income statement, “non-current asset disposal 
gains and losses” are also listed in the notes to the statement as an item under “non-recurring 
gains and losses”. According to the definition of the China Securities Regulatory Commission, 
“non-recurring gains and losses” refer to those that are not directly related to the company’s 
normal business operations, and those related to normal business operations, which affect the 
profit and loss of various transactions and events that affect the user of the statement to make 
normal judgments on the company's operating performance and profitability because of their 
special nature and occasional nature. This item is listed in the notes to the statement using the 
method of enumeration, including 21 main contents including illiquid asset disposal gains and 
losses, government subsidies included in current gains and losses, non-monetary asset 
exchange gains and losses, debt restructuring gains and losses, and corporate restructuring 
expenses.  Among them, "non-liquid asset disposal gains and losses" include the disposal gains 
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and losses of fixed assets, intangible assets, construction in progress, investment real estate, 
long-term equity investments and other assets, and it is one of the important items.  

In the old report format, the gains and losses from the disposal of fixed assets and intangible 
assets need to be disclosed in the “non-current asset disposal gains” and “non-current asset 
disposal losses” under the “non-operating income” and “non-operating expenses” columns. 
Namely, some of the original disposal gains and losses of non-current assets belong to the 
category of non-operating income and expenditure. In the new report format, the “asset 
disposal gains and losses” item contains more asset disposal content, which not only breaks 
through the original scope of the “non-current asset disposal gains and losses” item, but also 
has a major change in the position of the report. The two report format revisions brought the 
profits and losses related to the disposal of non-current assets to the "operating income" item 
and placed them in a more important position in the income statement, reflecting the increasing 
importance of the regulatory authorities. 

2. Analysis on the Status Quo of Non-current Assets Disposal of Listed 
Companies 

In recent years, non-recurring gains and losses have become a sharp weapon for listed 
companies' earnings management, among which the proportion of earnings management 
through asset disposal is the largest. At the end of each year, a large number of listed companies 
attempt to turn losses into profits, reduce debt or achieve profit growth by selling real estate. 
Since 2012, the two cities revised the conditions of St related decapitation of listed companies, 
"net profit is positive after deducting non-recurring profit and loss" is no longer included in the 
necessary conditions of decapitation, and it is possible for St enterprises to decapitate through 
transactions related to non-recurring profit and loss. Since 2016, hundreds of listed companies 
have joined the house sellers, and listed companies with poor performance or on the verge of 
delisting have joined the wave of "selling houses to insure their performance", choosing to sell 
houses at the end of the year. The most eye-catching real estate seller in 2019 is Haima Group. 
In May 2019, Haima Automobile Group Co., Ltd. (stock abbreviation: *ST Haima), which was 
issued a "delisting risk warning" for two consecutive years of losses, called the company 
"optimizing and revitalizing existing assets and supplementing company liquidity.", intends to 
sell a total of 401 properties in Haikou City, Hainan and Shanghai. 

 

 
Figure 1. Profits and losses from the disposal of non-current assets of listed companies in 

China from 2010 to 2018 
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Figure 1 shows statistics on the disposal of non-current assets of listed companies in my 
country from 2010 to 2018. The "non-current asset disposal gains and losses" data are taken 
from the "non-recurring gains and losses" in the notes to the A-share non-financial enterprise 
statements. It can be seen that in recent years, more and more listed companies have engaged 
in non-current asset disposal business. 

3. Adjustment reason analysis and logical reasoning 

In the context of a large number of companies using asset disposal as a means of turning losses 
into profits, why did the Ministry of Finance add a new item of "asset disposal income" and 
include it in "operating profits"? 

3.1. Redefining the disposal of non-current assets under the economic 
environment of technological development and deleveraging 

In recent years, due to the development of science and technology and the rapid update of 
technology, the fixed assets and technology of production equipment have been updated 
rapidly, and the use time of machinery and equipment has been continuously shortened. The 
disposal and renewal of non-current assets such as fixed assets and intangible assets by 
enterprises is in a routine situation, and the transaction essence of the advance disposal of non-
current assets such as fixed assets and intangible assets needs to be redefined. Figure 2 shows 
the occurrence of "non-current asset disposal gains" of all A-share listed companies in the 7 
years before the newly added "asset disposal income" statement item, that is, the net income 
generated by the disposal of fixed assets and intangible assets by enterprises. It is found that 
the total profit from the disposal of non-current assets has increased from 8.1 billion yuan in 
2010 to 22 billion yuan in 2016, and the proportion of companies that have generated non-
current asset disposal gains has increased from 49% in 2010 to 85% in 2016. 

 

 
Figure 2. Profits from disposal of non-current assets of Chinese companies from 2010 to 2016 
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this environment, companies may involve more frequent debt restructuring of non-current 
assets and exchange of non-monetary assets due to business needs and development needs 
than before. 

The report format modified at the same time as the newly added “asset disposal income” item 
also includes “other income”. The project accounts for government subsidies related to daily 
activities of enterprises. At the same time, government subsidies related to non-daily business 
activities of the enterprise are listed in the non-operating income and expenditure items of the 
income statement. The revised content of the two report formats is intended to distinguish the 
daily and non-daily business activities of the enterprise. Through the redefinition of other 
income and income from the disposal of non-current assets, the business performance 
generated by daily activities and non-daily activities of the enterprise is divided, and the 
connotation of operating profit and total profit is distinguished. In the past, the scope of 
operating profit was not so large. Asset disposal gains and other gains were all classified into 
non-recurring gains and losses. However, in practice, people find that these gains and losses 
are actually closely related to operations or assets. It is obviously inappropriate to treat them 
as gains or losses. Therefore, the reclassification of related businesses in the new standard is 
suitable for the overall development environment and reality of the enterprise. 

There is a basis for such adjustments in the format of financial statements. In 2014, the 
"Accounting Standards for Business Enterprises No. 30—Presentation of Financial Statements" 
issued by the Ministry of Finance stipulates that items of similar nature or function, and their 
categories are important, should be separately presented in the financial statements according 
to their categories. The standard defines the criteria for judging importance as two aspects: the 
nature of the project and the amount incurred. This provision provides theoretical support for 
separately reporting asset disposal gains and losses, and has practical guiding significance. In 
nature, asset disposal gains and losses have a greater impact on the company’s operating 
results, and even affect report users to make correct economic decisions. Therefore, regardless 
of the amount or the nature of the judgment, the profit and loss of asset disposal must be 
separately presented in the income statement. 

Internationally, the sales gains and losses of non-current assets in IFRS and US Generally 
Accepted Accounting Standards (GAAP) are listed in the income statement as part of continuing 
operations. The newly added “asset disposal income” item and put it on the operating profit 
line is to consider the frequency and repeatability of non-current asset disposal gains and losses 
Learning from IFRS, frequently occurring but abnormal businesses are listed as independent 
items in the income statement. This reflects the trend of convergence of my country's 
accounting standards to international standards. 

3.2. Balance the need to hold accounting standards for sale 

At present, "three removals, one reduction and one supplement" has become a key word under 
the new normal of my country's economy. Accompanied by this, Chinese enterprises have 
gradually begun to pay attention to the accounting treatment of non-current assets held for sale, 
disposal groups and discontinued operations. China's original accounting standards system has 
not formulated centralized and systematic standards for the classification, measurement and 
presentation of non-current assets held for sale and disposal groups, and the presentation of 
discontinued operations. Its accounting treatment is scattered in long-term equity investment, 
fixed assets, financial statement presentation and other accounting standards and related 
application guidelines and interpretation announcements 

In contrast, the International Accounting Standards have very detailed regulations on holding 
non-current assets for sale. In March 2004, the International Accounting Standards Board 
issued "International Financial Reporting Standards No. 5-Non-current Assets Held for Sale and 
Discontinued Operations."The standard provides detailed specifications for the classification, 
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measurement, and presentation of non-current assets held for sale by companies and disposal 
groups, as well as the presentation of discontinued operations. 

On the basis of reference to "International Financial Reporting Standards No. 5" and combining 
with my country's national conditions, the Ministry of Finance formulated and issued 
"Accounting Standard for Business Enterprises No. 42-Non-current Assets Held for Sale, 
Disposal Groups, and Discontinued Operations" (referred to as Standard 42). The standard 
regulates the conditions under which non-current assets or disposal groups are classified as 
held for sale, clarifies the measurement of non-current assets or disposal groups held for sale, 
and regulates the presentation of held for sale and discontinued operations. This not only 
adapts to the actual situation of Chinese enterprises, but also improves the comparability of 
accounting information and makes financial statement information more transparent. 

According to the relevant regulations of the standard, the items of "holding assets for sale" and 
"holding liabilities for sale" are added to the balance sheet. "Assets held for sale" reflects the 
period-end book value of non-current assets classified as held for sale and current assets and 
non-current assets in the disposal group classified as held for sale on the balance sheet date. 
"Liabilities held for sale" reflects the closing book value of liabilities directly related to assets 
classified as held for sale in the disposal group on the balance sheet date. 

At the same time, Document 42 regulates the discontinued operations in terms of recognition, 
measurement, and presentation, requiring companies to separately report "net profits from 
continuing operations" and "net profits from discontinued operations" under the net profit in 
the income statement. This is the first time that the standards have put forward formal 
institutional regulations for the termination of business operations. Prior to this, China only 
required companies to disclose the termination of operations in the notes to the financial 
statements in the relevant drafts for comments, and did not formulate separate and specific 
standards. Corporate financial personnel used to have no basis when dealing with the 
termination of business operations, and need to make professional judgments based on their 
own experience and professional abilities. 

Before 2014, few companies separately disclosed relevant information about continuing 
operations and discontinued operations. According to statistics from the WIND database, in 
2015, 149 listed companies disclosed the amount of "net profits from continuing operations" 
and "net profits from discontinued operations". By 2016, the number of companies disclosed 
increased to 278. 

In the context of increasingly complex economic and business operations, many listed 
companies have business related to termination of operations in their operations, resulting in 
a continuous increase in the demand for accounting information related to termination of 
operations by stakeholders. Discontinued operations and continuing operations are different 
in nature, and their impact on the stability and growth of net profits. Disclosure of net profits 
from continuing operations and net profits from discontinued operations in the income 
statement will help improve the quality of accounting information. In the context of the No. 42 
Standard, the Ministry of Finance has added relevant items to the balance sheet and income 
statement to increase the separate disclosure requirements for non-current assets held for sale, 
disposal groups, and discontinued operations. 

This is an important manifestation of our country’s accounting standards, after combining our 
country’s corporate development environment, to achieve convergence with international 
standards. While formulating and revising accounting standards, it is necessary to minimize the 
impact of changes in report format on the capital market and maintain a "balance" between 
accounting standards. This is fully reflected in the holding for sale and report format 
modification. 
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In order to avoid the impact of a large one-time “asset disposal income” on “operating profits” 
and at the same time converge with international standards, China has introduced non-current 
assets and disposal groups that are “held for sale”. For a company that is about to dispose of a 
large amount of non-current assets, when it decides to sell rather than continuously use a non-
current asset or a disposal group to recover its book value, it should be classified as held for 
sale and reflected in the asset or liability held for sale in the balance sheet. In the case of non-
compliance with the exception clauses, the enterprise shall dispose of the assets or asset groups 
classified as held for sale within one year, and include the relevant disposal gains and losses in 
the "asset disposal income". In other words, the company communicates the news about the 
upcoming asset disposal to the report users through the previous balance sheet. As a result, 
statement users will not be aware of the large changes brought about by "asset disposal 
income" to "operating profit" in the current period when they dispose of assets. While ensuring 
the accuracy of financial statements, it reflects the true financial status and operating 
conditions of the enterprise to the greatest extent. At the same time, the distinction between 
net profit from continuing operations and net profit from discontinued operations under the 
net profit enhances the readability of the income statement and reflects the sustainability 
information of the company's net profit. Under the premise of accurate response, the holding-
for-sale standard and the newly added "asset disposal income" have reached a dynamic 
"balance" in the statement disclosure. 

 

 
Figure 3. The sustainable "balance" of the report 
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Daily activities are an important criterion for distinguishing income and expenses from gains 
and losses. According to the basic principles, gains and losses are defined as the net inflow and 
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nature of operating profits, and there is a contradiction in expression. 
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But this is not the first time a contradiction in the expression of operating profit has appeared. 
Operating profit refers to the profit generated by an enterprise in daily activities such as selling 
goods and providing labor services. But the fair value change gains and losses, asset impairment 
losses and investment income reflected under operating profits are the changes in the value of 
assets caused by changes in the external environment of the enterprise and the income brought 
by the investment behavior of the enterprise. This obviously does not correspond to the daily 
activities in the meaning of operating profit. 

In addition, the original two classification methods of gains and losses no longer meet the 
connotation of gains and losses under the new policy. Asset disposal gains and losses are 
neither the gains and losses directly included in the owner’s equity, nor the gains and losses 
directly included in the current profit and loss through non-operating income and expenditure 
accounting. Rather, it is directly included in operating profit, gains and losses calculated 
through "asset disposal gains and losses". 

4.2. The reporting status of the terminated business is not satisfactory 

Providing financial report users with useful information for decision-making is the basic goal 
of financial reporting. The presentation and disclosure of information on continuing operations 
and discontinued operations is to better provide users of financial reports with information 
that can predict future performance and financial status. 

From the perspective of the quality of disclosure, the current situation of the disclosure of listed 
companies on the termination of operations is not satisfactory, which is mainly reflected in two 
aspects. Firstly, the details disclosed in the notes to the financial statements are accurate. 
Although the company disclosed the "discontinued operation net profit" in the income 
statement, the relevant details were not disclosed in the notes to the financial statements, which 
caused the information users to fail to obtain complete and comprehensive information. 
Secondly, although some companies only explain the net profit from discontinued operations, 
the text is mere formality and does not discuss in detail the timing of discontinued operations, 
the amount of profit and loss, and the situation of discontinued operating segments. 

Termination of operations will not only affect the business results of the enterprise in the 
current period and subsequent periods, but also affect the financial status of the enterprise in 
the current period and subsequent periods. Due to the rapid changes in the economic 
environment faced by enterprises and the increasing complexity and diversification of their 
business activities, users of financial reports are increasingly demanding information. 
Considering the usefulness of financial information, it is not enough to merely disclose 
information on discontinued operations in the income statement and balance sheet. Existing 
listed companies should also take the initiative to make supplementary disclosures in the notes 
on the components classified as being disposed of or held for sale. 

4.3. Inconsistent disposal of non-current assets 

Broadly speaking, asset disposal mainly includes the disposal of transactional financial assets, 
available-for-sale financial assets, held-to-maturity investments, long-term equity investments, 
investment real estate, fixed assets and intangible assets. In the current accounting standards, 
there are big differences in the measurement mode, confirmation method and disclosure of 
asset disposal. 

First of all, financial assets, investment real estate measured at fair value, and long-term equity 
investments mostly use fair value measurement models, and the remaining assets use 
traditional cost measurement models. Secondly, there are big differences in the recognition 
methods of various asset disposal gains and losses. The disposal gains and losses of investment 
real estate are included in “other business income” and are not separately reported in the profit 
and there is no relevant information disclosure in the notes to the statement. Long-term equity 
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investment and financial asset disposal gains and losses are not separately listed in the income 
statement, but are included in the “investment income”, but are disclosed in detail in the 
“investment income” item in the note to the statement. The profits and losses from the sale and 
transfer of fixed assets and intangible assets are included in the "asset disposal income", and 
the profits and losses from the disposal of scrap are included in the "non-operating income/ 
expenses" under the operating profit line. The recognition of the profit and loss of each asset 
disposal is scattered in different accounting subjects, and there are mixed disclosures and 
insufficient disclosures in the notes to the statements when the statements are disclosed. 

5. Concluding remarks 

Newly added the item of “asset disposal gains and losses” and placed it under “operating profit”. 
The two report format revisions redefine the disposal of non-current assets in the new 
economic environment, and also balance accounting standards and approach international 
standards. Claim. This approach not only strengthens the management of corporate assets, but 
also helps report users to understand the company’s profits. However, there are still problems 
with inconsistent definitions and expressions and inconsistent disposal of non-current assets. 
It is hoped that after a smooth transition between the holding-for-sale standard and the revised 
standard for asset disposal gains and losses, there will be clearer and clearer expressions and 
explanations on related issues. 
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