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Summary of Main Changes
IPSAS 17 Property, Plant and Equipment

The main changes proposed are:

Definitions

In paragraph 13:

99 e 99 ¢

to define terms “carrying amount”, “impairment loss”, “impairment loss of a non-cash-
generating asset”, “recoverable amount” and “recoverable service amount” due to the
issuance of IPSAS 21 Impairment of Non-Cash-Generating Assets. Previously, IPSAS 17

did not contain these definitions.

to amend the definition of “residual value”. The amended definition would require an
entity to measure the residual value of an item of property, plant and equipment as the
amount it estimates it would receive currently from the disposal of the asset if the asset
were already of the age and in the condition expected at the end of its useful life. The
previous definition in IPSAS 17 did not clarify that residual value was a current amount.

to define the term “entity-specific value”, which refers to “the present value of the cash
flows an entity expects to arise from the continuing use of an asset and from its disposal
at the end of its useful life or expects to incur when settling a liability”. This term is used
where relevant in determining whether an asset exchange transaction has commercial
substance. Guidance on how to judge whether an asset exchange transaction has
commercial substance is also provided (see paragraphs 38-40).

Previously, IPSAS 17 did not contain this definition and the relevant guidance.

Recognition

to require an entity to apply the general asset recognition principle to all property, plant
and equipment costs at the time they are incurred, including initial costs and subsequent
expenditures (see paragraphs 14, 19, 22, 24-25). Previously, IPSAS 17 contained two
recognition principles - one applied to initial costs while another applied to subsequent
expenditures.

to clarify in paragraph 23 that the costs of day-to-day servicing of property, plant and
equipment are recognized in surplus or deficit. Previously, IPSAS 17 did not make this
very clear.

Measurement at Recognition

to require an entity to include the estimate of asset dismantlement, removal and
restoration costs as an element of cost of property, plant and equipment, including the
obligations which the entity incurs both when the asset is acquired and when it is used at
subsequent periods, except when it is used to produce inventories (see paragraph 30).
IPSAS 12 applies to the obligations for dismantling, removing and restoring that are
incurred during the period of using the item to produce inventories.

Previously, IPSAS 17 included within the cost of property, plant and equipment only the
obligation which the entity incurs when the item is acquired.

to require an entity to measure an item of property, plant and equipment acquired in
exchange for a non-monetary asset or assets, or a combination of monetary and non-
monetary assets, at fair value unless: the exchange transaction lacks commercial
substance; or the fair value of neither the asset given up nor the asset received can be
reliably measured (see paragraphs 38-40).

Previously, IPSAS 17 divided asset exchange transactions into exchanges between similar
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assets and exchanges between dissimilar assets. The different categories of exchange
were subject to different accounting treatments. For exchange of similar assets, the cost
of the asset received was the carrying amount of the asset given up. For exchange of
dissimilar assets, the cost was the fair value of the asset given up adjusted by the amount
of any cash or cash equivalent transferred.

Depreciation

to require an entity to determine the depreciation charge separately for each significant
part of an item of property, plant and equipment (see paragraphs 59-63). Previously,
IPSAS 17 did not make this clear.

to require an entity to begin depreciating an item of property, plant and equipment when it
is available for use and to continue depreciating it until it is derecognized, even if during
that period the item is idle (see paragraph 71). Previously, IPSAS 17 did not specify
when depreciation of an item began. It specified that an entity should cease depreciating
an item when the item was retired from active use and was held for disposal.

Compensation for Impairments

to require an entity to include in surplus or deficit compensation from third parties for an
item of property, plant and equipment that was impaired, lost or given up when the
compensation becomes receivable (see paragraphs 80). Previously, IPSAS 17 did not
include these requirements.

Derecognition

to require an entity to derecognize the carrying amount of an item of property, plant and
equipment that it disposes of on the date the criteria for the sale of goods in IPSAS 9
Revenue from Exchange Transactions are met (see paragraph 84). Previously, IPSAS 17
did not specify that an entity was to use the criteria contained in IPSAS 9 to determine the
date on which it derecognized the carrying amount of a disposed item of property, plant
and equipment.

to require an entity to derecognize the carrying amount of a part of an item of property,
plant and equipment if that part has been replaced and the entity has included the cost of
the replacement in the carrying amount of the item (see paragraph 85). Previously,
IPSAS 17 did not apply its derecognition principle to replaced parts. Its recognition
principle for subsequent expenditures effectively precluded the cost of a replacement
from being included in the carrying amount of the item.

Transitional Provisions

to require the entity to recognize the effects of the initial recognition of property, plant
and equipment as an adjustment to the opening balance of accumulated surpluses or
deficits for the period in which the property, plant and equipment is initially recognized in
accordance with IPSAS 17 (see paragraph 97).

to clarify that an entity shall retrospectively apply accounting policies in accordance with
IPSAS 3 when it initially adopts IPSAS 17 (see paragraph 99).

Amendments to Other IPSASs

to include an authoritative appendix of amendments to other IPSASs that are not part of
the IPSASs Improvements project and will be impacted as a result of the proposals in this
IPSAS.
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(Please note: Staff have relocated the paragraph under the title of
IPSAS 17 to this separate page and reflected the decision made on equal
authority. It is also consistent with the IASB’s approach.)

International Public Sector Accounting Standard 17
Property, Plant and Equipment (IPSAS 17) is set out in
paragraphs 1-108 and the Appendix. All the paragraphs
have equal authority. IPSAS 17 should be read in the
context of its objective, the Basis for Conclusion (if any),
and the Preface to the International Public Sector
Accounting Standards. IPSAS 3 Accounting Policies,
Changes in Accounting Estimates and Errors provides a
basis for selecting and applying accounting policies in the
absence of explicit guidance.

IPSAS 17 Property, Plant and Equipment
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INTERNATIONAL PUBLIC SECTOR
ACCOUNTING STANDARD IPSAS 17

This para
has been

updated and
relocated to
the
preceding
page.

Property, Plant and Equipment
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Objective

1. The objective of this Standard is to prescribe the accounting
treatment for property, plant and equipment so that users of
financial statements can discern information about an entity’s
investment in its property, plant and equipment and the changes
in_such investment. The principal issues in accounting for
property, plant and equipment are the timing—ofrecognition of
the assets, the determination of their carrying amounts and the
depreciation charges and impairment losses to be recognized in
relation to them.

Scope

2. An  entity—whieh _that prepares and presents financial
statements under the accrual basis of accounting-should shall
apply this Standard in accounting for property, plant and
equipment, except:

(a) when a different accounting treatment has been adopted
in accordance with another International Public Sector
Accounting Standard; and

(b) in respect of heritage assets. However, the disclosure
| requirements of paragraphs 7388, 7489 and 7792 apply to
those heritage assets that are recognized.

| 23. This Standard applies to all public sector entities other than
Government Business Enterprises.
| 34 This Standard applies to property, plant and equipment

including:
(a) specialist military equipment; and

IPSAS 17 Property, Plant and Equipment
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(b) infrastructure assets.

The transitional provisions in paragraphs 8095 to 87104 provide
relief from the requirement to recognize all property, plant and
equipment during the five year transitional period.

45. This Standard does not apply to:

(a) forests and similar regenerative natural resources; and

(b) mineral rights;—the—exploration—for—and—extraction—of

minerals; and mineral reserves such as oil, natural gas and
similar non-regenerative resources.

However, this Standard—dees appliesy to property, plant and
equipment used to develop or maintain the-aetivities—er assets

eovereddescribed in 45(a) or 45(b)-but-which-are-separable-from
| L .

Staff did NOT incorporate changes made to above para 5 by IASB upon issue of IFRS 5 per

decision in NY meeting. Subpara (a) was also retained per decision in BA meeting. The

equivalent para in IAS 16 is as follows:

3. This Standard does not apply to:

(a) property, plant and equipment classified as held for sale in accordance with IFRS 5 Non-
current Assets Held for Sale and Discontinued Operations;

(b) Dbiological assets related to agricultural activity (see IAS 41 Agriculture); or

(c) mineral rights and mineral reserves such as oil, natural gas and similar non-regenerative

resources.
However, this Standard applies to property, plant and equipment used to develop or maintain the
assets described in (b) and (c).

56. Fhis—Standard-also—deesnot-apply—where-oOther International

Public Sector Accounting Standards or, in the absence of an

Staff are concg

L ned International Public Sector Accounting Standard, other relevant

that the first s

bntence international guidance, may—permits require the—initial

of para 6 is ng
consistent wit]

t recognition of-the-earryingameount_an item of property, plant
L the and equipment—te—be-determined—using based on an approach

hierarchy in I

Staff suggest
remove “or in

absence of ...

A5 3. different from that preseribed-in this Standard. For example,
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relevant interi]

ational . | .. ired—i | . bi .

guidance.” in
sentence.

the IPSAS 13 Leases requires an entity to evaluate its recognition of
an 1tem of property, plant and equipment on the basis of the

transfer of risks and rewards. However, in such cases al-other
aspects of the accounting treatment for these assets, including

| depreciation, are-determined_prescribed by-therequirements—of

this Standard.

IPSAS 17 Property, Plant and Equipment
Item 12.4 Marked-up IPSASs 17 16, 3 and 6
PSC New Delhi November 2004



page 12.18

An entity shall apply this Standard to property that is being

constructed or developed for future use as investment property
but does not yet satisfy the definition of “investment property”
in IPSAS 16 Investment Property. Once the construction or
development is complete, the property becomes investment
property and the entity is required to apply IPSAS 16. IPSAS 16
also applies to investment property that is being redeveloped for
continued future use as investment property. An entity using the
cost model for investment property in accordance with
IPSAS 16 shall use the cost model in this Standard.

Heritage Assets

| 78.

This Standard does not require an entity to recognize heritage
assets that would otherwise meet the definition of, and
recognition criteria for, property, plant and equipment. If an
entity does recognize heritage assets, it must apply the
disclosure requirements of this Standard and may, but is not
required to, apply the measurement requirements of this
Standard.

Some assets are described as “heritage assets” because of their
cultural, environmental or historical significance. Examples of
heritage assets include historical buildings and monuments,
archaeological sites, conservation areas and nature reserves, and
works of art. Certain characteristics, including the following,
are often displayed by heritage assets (although these
characteristics are not exclusive to such assets):

(a) their value in cultural, environmental, educational and
historical terms is unlikely to be fully reflected in a
financial value based purely on a market price;

(b) legal and/or statutory obligations may impose prohibitions
or severe restrictions on disposal by sale;

(c) they are often irreplaceable and their value may increase
over time even if their physical condition deteriorates; and

IPSAS 17 Property, Plant and Equipment
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(d) it may be difficult to estimate their useful lives, which in
some cases could be several hundred years.

Public sector entities may have large holdings of heritage assets
that have been acquired over many years and by various means,
including purchase, donation, bequest and sequestration. These
assets are rarely held for their ability to generate cash inflows,
and there may be legal or social obstacles to using them for such
purposes.

Some heritage assets have service potential other than their
heritage value, for example, an historic building being used for
office accommodation. In these cases, they may be recognized
and measured on the same basis as other items of property, plant
and equipment. For other heritage assets, their service potential
is limited to their heritage characteristics, for example,
monuments and ruins. The existence of alternative service
potential can affect the choice of measurement base.

The disclosure requirements in paragraphs 7388 to 7994 require
entities to make disclosures about recognized assets. Therefore,
entities that recognize heritage assets are required to disclose in
respect of those assets such matters as, for example:

(a) the measurement basis used;
(b) the depreciation method used, if any;
(c) the gross carrying amount;

(d) the accumulated depreciation at the end of the period, if
any; and

(e) a reconciliation of the carrying amount at the beginning
and end of the period showing certain components thereof.

Government Business Enterprises

H12.
Para 12 had been
updated to feflect
the latest v¢rsion
agreed by BSC in
IPSAS 21.

The Preface to International Financial Reporting Standards
issued by the International Accounting Standards Board (IASB)
explains that International Financial Reporting Standards
(IFRSs) are designed to apply to the general purpose financial
statements of all profit-oriented entities. Government Business
Enterprises (GBEs) are defined in IPSAS 1 Presentation of
Financial Statements. They are profit-oriented entities.
Accordingly, they are required to comply with

IF R Ss International-Accounting-Standards-ASs) issucd by the
I onal e Stardards € oo The Publi
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Definitions

| 1213. The following terms are used in this Standard with the
meanings specified:

Carrying amount (for the purpose of this Standard) is the
amount at which an asset is recognized after deducting any
accumulated depreciation and accumulated impairment
losses.

Class of property, plant and equipment means a grouping of
assets of a similar nature or function in an entity’s operations,
that is shown as a single item for the purpose of disclosure in
the financial statements.

Cost is the amount of cash or cash equivalents paid or the fair
value of the other consideration given to acquire an asset at
the time of its acquisition or construction.

The amendments to defn of cost by IASB upon issue of IFRS 2 Share-based Payments are
NOT included per decision in NY meeting. The definition of cost in IAS 16 is as follows:
Cost is the amount of cash or cash equivalents paid or the fair value of the other
consideration given to acquire an asset at the time of its acquisition or construction or,
where applicable, the amount attributed to that asset when initially recognized in
accordance with the specific requirements of other IFRSs, eg IFRS 2 Share-based

Payment.

Depreciation is the systematic allocation of the depreciable
amount of an asset over its useful life.

Depreciable amount is the cost of an asset, or other amount

substituted for cost in-the financial statements, less its residual

value.

Entity-specifi

valueis | Entity-specific value is the present value of the cash flows an

a new term ad|

ded by entity expects to arise from the continuing use of an asset and

IASB due to t

change in the
measurement

¢ from its disposal at the end of its useful life or expects to incur
when settling a liability.

bf asset

exchange tran

bactions.
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Fair_value is the amount for which an asset could be
exchanged, or a liability settled, between knowledgeable,
willing parties in an arm’s length transaction.

An impairment loss (of a cash-generating asset) is the amount
by which the carrying amount of the asset exceeds its
recoverable amount.

An impairment loss of a non-cash-generating asset is the
amount by which the carrying amount of the asset exceeds its
recoverable service amount.

Property, plant and equipment are tangible assets items that:

(a) are held by-an-entity for use in the production or supply
of goods or services, for rental to others, or for
administrative purposes; and

(b) are expected to be used during more than one reporting
period.

Recoverable amount is the higher of a cash-generating asset’s
net selling price and its value in use.

Recoverable service amount is the higher of a non-cash-
oenerating asset’s net selling price and its value in use.

The Rresidual value of an_asset is the net-_estimated amount
which_that the an_entity expeetsto- would currently obtain for
an_from _disposal of the asset,-at-the-end-of-itsuseful-life after
deducting the expeeted- estimated costs of disposal, if the asset

were already of the age and in the condition expected at the
end of its useful life.

Useful life is either:
(a)

the period of-tine over which an asset is expected to be
available for used by-the an entity; or

(b) the number of production or similar units expected to be
obtained from the asset by-the an entity.
Terms defined in other International Public Sector

Accounting Standards are used in this Standard with the same
meaning as in those other Standards, and are reproduced in
the Glossary of Defined Terms published separately.
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Recognition-ef Property;Plant-and
Equipment

1314.  The cost of Aan item of property, plant and equipment-should
— shall be recognized as an asset-when if, and only if:
Pls note recoghition
principle in pgra 14 (a) it is probable that future economic benefits or service
applies to botl initial potential associated with the-asset_item will flow to the
costs and subdequent entity; and
costs as per IASB’s
changes. (b) the cost or fair value of the-asset item to-the-entity-can be
measured reliably.

15.

In determining whether an item satisfies the first criterion for
recognition, an entity needs to assess the degree of certainty

Paras 15, 16 W
removed by th

fere
e IASB.

Staff retained

them

because of lag

k of the

framework in

[PSASs.

attaching to the flow of future economic benefits or service
potential on the basis of the available evidence at the time of

initial recognition. Existence of sufficient certainty that the
future economic benefits or service potential will flow to the
entity necessitates an assurance that the entity will receive the
rewards attaching to the asset and will undertake the associated

16.

17.

risks. This assurance is usually only available when the risks
and rewards have passed to the entity. Before this occurs, the
transaction to acquire the asset can usually be canceled without
significant penalty and, therefore, the asset is not recognized.

The second criterion for recognition is usually readily satisfied
because the exchange transaction evidencing the purchase of the
asset identifies its cost. In the case of a self-constructed asset, a
relevant and reliable measurement of the cost can be made from
the transactions with parties external to the entity for the
acquisition of the materials, labor and other inputs used during
the construction process. In addition, as outlined in paragraphs
2226 to 2529 of this Standard, under certain circumstances cost
is determined by reference to fair value.

The first part

f para

17 was reloca

current para 1
minor change

cdfpSAS
R wlj%hm
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T . ’ . ’ .
1g 1  eaui ’j! | ]f Dot ]
ageregate-value—MestsSpare parts and servicing equipment are
usually carried as inventory and recognized as—an—expensein
surplus or deficit as consumed. However, major spare parts and
stand-by equipment qualify as property, plant and equipment
when thean entity expects to use them during more than one
period. Similarly, if the spare parts and servicing equipment can
be used only in connection with an item of property, plant and
equipment—and—theiruse—is—expected—to—be—irregular, they are
accounted for as property, plant and equipment—and—are

e e
therelated-asset,

3 . L . " ] |
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This standard does not prescribe the unit of measure for

recognition, ie what constitutes an item of property, plant and

Para 18 was r{

located

from previous|

para 17

with changes.

19.

equipment. Thus, judgment is required in applying the
recognition criteria to an entity’s specific circumstances. It may
be appropriate to aggregate individually insignificant items,
such as library books, computer peripherals and small items of
equipment, and to apply the criteria to the aggregate value.

An entity evaluates under this recognition principle all its

20.

property, plant and equipment costs at the time they are
incurred. These costs include costs incurred initially to acquire
or construct an item of property, plant and equipment and costs
incurred subsequently to add to, replace part of, or service it.

Specialist military equipment will normally meet the definition
of property, plant and equipment and should be recognized as
an asset in accordance with this Standard.

Infrastructure Assets

21.

Some assets are commonly described as “infrastructure assets”.
While there is no universally accepted definition of
infrastructure assets, these assets usually display some or all of
the following characteristics:

(a) they are part of a system or network;

(b) they are specialized in nature and do not have alternative
uses;

(c) they are immovable; and

(d) they may be subject to constraints on disposal.

Although ownership of infrastructure assets is not confined to
entities in the public sector, significant infrastructure assets are
frequently found in the public sector. Infrastructure assets meet
the definition of property, plant and equipment and should be
accounted for in accordance with this Standard. Examples of
infrastructure assets include road networks, sewer systems,
water and power supply systems and communication networks.

IPSAS 17 Property, Plant and Equipment
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Initial Costs

22. Items of property, plant and equipment may be required for
safety or environmental reasons. The acquisition of such
Para 22 was r¢located property, plant and equipment, although not directly increasing
from previous{para 19 the future economic benefits or service potential of any
with minor changes. particular existing item of property, plant and equipment, may
be necessary for an entity to obtain the future economic benefits
or service potential from its other assets. Such items of property,
plant and equipment qualify for recognition as assets because
they enable an entity to derive future economic benefits or
service potential from related assets in excess of what could be
. derived had those items not been acquired. For example, fire

The PSC is cufrently . . .
developing anj IPSAS safety regulations may require a hospital to retro-fit new
on cash-generthting sprinkler systems. These enhancements are recognized as an
assets based oh IAS asset because without them the entity is unable to operate the
36. This para ill be hospital in accordance with the regulations. However, the
updated when|the resulting carrying amount of such an asset and related assets is

IPSAS based ¢n IAS

36 is approveq(

.

reviewed for impairment in accordance with IPSAS 21
Impairment of Non-Cash-Generating Assets.

Subsequent Costs

23. Under the recognition principle in paragraph 14, an entity does

. not recognize in the carrying amount of an item of property,

Para 23 was iftroduced |1 1 and equipment the costs of the day-to-day servicing of th
by IASB to clhrify that | 21antand equipme e costs of the day-to-day servicing of the

day-to-day sejjvicing

item. Rather, these costs are recognized in surplus or deficit as

costs are recogmized in incurred. Costs of day-to-day servicing are primarily the costs
surplus or deflcit as of labor and consumables, and may include the cost of small
incurred. parts. The purpose of these expenditures is often described as
for the ‘repairs and maintenance’ of the item of property, plant

and equipment.
24. Parts of some items of property, plant and equipment may
require replacement at regular intervals. For example, a road
Para 24 was r¢located may need resurfacing every few years, a furnace may require
from previous|para 37 relining after a specified number of hours of use, or aircraft

with changes.

interiors such as seats and galleys may require replacement
several times during the life of the airframe. Items of property,
plant and equipment may also be required to make a less
frequently recurring replacement, such as replacing the interior
walls of a building, or to make a non-recurring replacement.
Under the recognition principle in paragraph 14, an entity
recognizes in the carrying amount of an item of property, plant

IPSAS 17 Property, Plant and Equipment
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and equipment the cost of replacing part of such an item when
that cost is incurred if the recognition criteria are met. The
carrying amount of those parts that are replaced is derecognized
in accordance with the derecognition provisions of this Standard
(see paragraphs 82-87).

25. A condition of continuing to operate an item of property, plant
Para 25 was alided to and equlpmen‘F (for §xample, an aircraft) may be performing
explain how the regular major inspections for faults regardless of whether parts
general recogiition of the item are replaced. When each major inspection is
principle applfes to performed, its cost is recognized in the carrying amount of the

subsequent
expenditures.

| 2327.

item of property, plant and equipment as a replacement if the
recognition criteria are satisfied. Any remaining carrying
amount of the cost of previous inspection (as distinct from
physical parts) i1s derecognized. This occurs regardless of
whether the cost of the previous inspection was identified in the
transaction in which the item was acquired or constructed. If
necessary, the estimated cost of a future similar inspection may
be used as an indication of what the cost of the existing
inspection component was when the item was acquired or
constructed.

Initial- Measurement at Recognitionef
Property- Plant-and Equipment

2226,

An item of property, plant and equipment-which_that qualifies
for recognition as an asset-should-initially shall be measured
at its cost.

Where an asset is acquired at no cost, or for a nominal cost,
its cost is its fair value as at the date of acquisition.

An item of property, plant and equipment may be gifted or
contributed to the entity. For example, land may be contributed
to a local government by a developer at nil or nominal
consideration, to enable the local government to develop parks,
roads and paths in the development. An asset may also be
acquired at nil or nominal consideration through the exercise of
powers of sequestration. Under these circumstances the cost of
the item is its fair value as at the date it is acquired.

For the purposes of this Standard, the #nitial-measurement at
recognition of an item of property, plant and equipment,
acquired at no or nominal cost, at its fair value consistent with

IPSAS 17 Property, Plant and Equipment
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the requirements of paragraph 2327, does not constitute a
revaluation.  Accordingly, the revaluation requirements in
paragraph 3944, and the supporting commentary in paragraphs
4045 to 4550, only apply where an entity elects to revalue an
item of property, plant and equipment in subsequent reporting
periods.

ComponentsElements of Cost

2630.  The cost of an item of property, plant and equipment comprises:

Previous paral26 was (a) -its purchase price, including 1mp0rt‘ duties agd non-

split into currdnt para refundable purchase taxes, after deducting trade discounts

30 and 31 with and rebates.;-and

hanges. . . .. L.

S (b) any costs directly attributable eoests-efbringing to bringing
the asset to the location and werkine-condition necessary
for—ts—intended—use it to be capable of operating in the
manner intended by management.-

(c) the initial estimate of the costs of dismantling and
removing the item and restoring the site on which it is

Subpara (?)Was relocated located, the obligation for which an entity incurs either

from previous|para 26(e) h he i . ired £ havi

with chanoes, when t e item is acquired or as a consequence of having
used the item during a particular period for purposes other
than to produce inventories during that period:—anytrade
y I rel od L . |

31. Examples of directly attributable costs are:

In the bracket$ of ta—(a) costs of employee benefits (for example, as defined in

subpara (a), Sfaff have IAS 19 Employee Benefits) arising directly from the

used “for exaiple, as construction or acquisition of the item of property, plant

defined in IA$ 19” to and equipment:

replace “as deffined in :

IAS 197 in IAS 16. (ab) thecosts of site preparation;

This approach was

used in IPSAY 21. (bc) initial delivery and handling costs;

(ed) installation and assembly costs;

(e)  costs of testing whether the asset is functioning properly,
after deducting the net proceeds from selling any items
produced while bringing the asset to that location and
condition (such as samples produced when testing
equipment); and

(df) professional fees. such-asforarchiteetsand-engineers—and

Previous subppra (e)

was relocated

current para 3
changes.

PSCN

17 Property, Plant and Equipment

to

2 IPSAS
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Para 27 was 1y

located

to current parg

37 with

minor changeg.

32. An _entity applies IPSAS 12 Inventories to the costs of
obligations for dismantling, removing and restoring the site on
which an item is located that are incurred during a particular
period as a consequence of having used the item to produce
inventories during that period. The obligations for costs
accounted for in accordance with IPSAS 12 and IPSAS 17 are
recognized and measured in accordance with IPSAS 19

Provisions, Contingent Liabilities and Contingent Assets.

Examples of costs that are not the costs of an item of property,
plant and equipment are:

(a)

costs of opening a new facility:

(b)

costs of introducing a new product or service (including
costs of advertising and promotional activities):

(c) costs of conducting business in a new location or with a
new class of customers (including costs of staff training):

and

(d) Aadministration and other general overhead costs—arenot
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Recognition of costs in the carrying amount of an item of

Para 34 wa

previous p4
with chang|

o

relocated fijom

ra 28

35.

property, plant and equipment ceases when the item is in the
location and condition necessary for it to be capable of
operating in the manner intended by management. Therefore,
costs incurred in using or redeploying an item are not included
in the carrying amount of that item. For example, the following
costs are not included in the carrying amount of an item of
property, plant and equipment:

(a) costs incurred while an item capable of operating in the
manner intended by management has vet to be brought into
use or is operated at less than full capacity:

(b) initial operating losses, such as those incurred while
demand for the item’s output builds up: and

(c) _costs of relocating or reorganizing part or all of the entity’s
operations.

Some operations occur in connection with the construction or

Para 35 was i

troduced

by the IASB t

b explain

more clearly i

ems that

do not constity

ite an

element of co

.

development of an item of property, plant and equipment, but
are not necessary to bring the item to the location and condition
necessary for it to be capable of operating in the manner
intended by management. These incidental operations may
occur before or during the construction or development
activities. For example, revenue may be earned through using a
building site as a car park until construction starts. Because
incidental operations are not necessary to bring an item to the
location and condition necessary for it to be capable of
operating in the manner intended by management, the revenue
and related expenses of incidental operations are recognized in
surplus or deficit for the period, and included in their respective
classifications of revenue and expense.

The cost of a self-constructed asset is determined using the
same principles as for an acquired asset. If an entity makes
similar assets for sale in the normal course of business, the cost
of the asset is usually the same as the cost of—producing
constructing—the—an assets for sale (see International Public
Sector Accounting Standard IPSAS 12 Inventories). Therefore,
any internal surpluses are eliminated in arriving at such costs.
Similarly, the cost of abnormal amounts of wasted material,
labor, or other resources incurred in the-preduction—of-a-self-
constructinged an asset; is not included in the cost of the asset.
IPSAS 5 Borrowing Costs establishes criteria swhich-need-to-be
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satisfied—before—for the recognition of interest—eests—ean—be
recognized as a component of the carrying amount of a self-
constructed item of property, plant and equipment-cest.

Measurement of cost

37. The cost of an item of property, plant and equipment is the cash
Para 37 was r¢located price equivalent or, for an item referred to in paragraph 27, its
from previougipara 27 fair value at the recognition date. If payment is deferred beyond
with changes. Ch.an €5 M normal credit terms, the difference between the cash price
used slightly different B B 3 B
wording from|IASB’s equivalent and the total payment is recognized as interest over
due to the reqhirement | the period of credit unless such interest is recognized in the
in para 27. carrying amount of the item in accordance with the allowed
alternative treatment in IPSAS 5.
38. One or more items of property, plant and equipment may be
acquired in exchange for a non-monetary asset or assets, or a
Paras 38-40 wlere combination of monetary and non-monetary assets. The
introduced bylIASB following discussion refers simply to an exchange of one non-
due to the chahge in monetary asset for another, but it also applies to all exchanges
the measuremgnt of ; ; B B
asset oxchanh described in the precedlpg sentqnce. The cost of guch an item of
transactions. property, plant and equipment is measured at fair value unless
(a) the exchange transaction lacks commercial substance or (b)
the fair value of neither the asset received nor the asset given up
is reliably measurable. The acquired item is measured in this
way even if an entity cannot immediately derecognize the asset
given up. If the acquired item is not measured at fair value, its
cost 1s measured at the carrying amount of the asset given up.
39. An entity determines whether an exchange transaction has

commercial substance by considering the extent to which its
future cash flows or service potential is expected to change as a
result of the transaction. An exchange transaction has
commercial substance if:

(a) the configuration (risk, timing and amount) of the cash
flows or service potential of the asset received differs from
the configuration of the cash flows or service potential of

the asset transferred; or

(b) the entity-specific value of the portion of the entity’s
operations affected by the transaction changes as a result

of the exchange: and

IPSAS 17 Property, Plant and Equipment
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(¢) the difference in (a) or (b) is significant relative to the fair
value of the assets exchanged.

For the purpose of determining whether an exchange transaction
for the acquisition of items of property, plant and equipment for
cash-generating purpose has commercial substance, the entity-
specific value of the portion of the entity’s operations affected
by the transaction shall reflect post-tax cash flows, if tax
applies. The result of these analyses may be clear without an
entity having to perform detailed calculations.

Staff added “for the acquisition of items of property, plant and equipment for cash-
generating purpose” in the beginning of this subpara as Staff consider this subpara only
applies to cash-generating assets. In addition, Staff introduced “if tax applies” as some
public sector entities may not be subject to tax.

40. The fair value of an asset for which comparable market
transactions do not exist is reliably measurable if (a) the
variability in the range of reasonable fair value estimates is not
significant for that asset or (b) the probabilities of the various
estimates within the range can be reasonably assessed and used
in estimating fair value. If an entity is able to determine reliably
the fair value of either the asset received or the asset given up,
then the fair value of the asset given up is used to measure the
cost of the asset received unless the fair value of the asset
received is more clearly evident.

3041. The cost of an-asset item of property, plant and equipment held
by a lessee under a finance lease is determined in accordance

o e e b Tl e Dl
Accounting-Standard-IPSAS 13 Leases.

This section was deleted due to restructuring the Standard.

E*ehaﬂges—mets The relevant contents are now located in paras 38-40.
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This section was deleted due to restructuring the
Standard. The relevant contents are now located in

Subsequent-Expenditure | paal4andpans 2325,
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Para 37 was r¢located %mae%;&aﬂeqh&f%re}ﬂﬁﬁg—&ﬁe&a—spee}ﬁed—ﬂhm
to current pard 24 with . . .
minor changeg. of H.S aEe—OraHrere SHE ] . . g _i )
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Since IASB
no longer
uses
“benchmark
or
alternative”
treatment,
para 42 was
therefore
introduced

by the
IASB.

42.

page 12.34

Measurement Subsequent-to-Initial-after

Recognition

An entity shall choose the cost model in paragraph 43 or the

Pls note “imp

losses” in parg
refers to those

could incur fo|

generating PP

revaluation model in paragraph 44 as its accounting policy
and shall apply that policy to an entire class of property, plant
and equipment.

Benchmark TreatimentCost Model

3843. Subsequentto-initial recognitionAfter recognition as an asset,
an item of property, plant and equipment—should shall be
carried at its cost less any accumulated depreciation and any
accumulated impairment losses.

AHowed-Alternative FreatmentRevaluation

Model

3944. Subsequentto-initial recognition-After recognition as an asset,
an item of property, plant and equipment whose fair value can

irment be _measured reliably—should shall be carried at a revalued
| 44 amount, being its fair value at the date of the revaluation less
that any subsequent accumulated depreciation and subsequent
F cash- accumulated impairment losses. Revaluations showuld shall be
= made with sufficient regularity—suelh to _ensure that the
carrying amount does not differ materially from that which
would be determined using fair value at the reporting date.
The accounting treatment for revaluations is set out in
paragraphs 4954 to 5156.
Revaluations
4045.  The fair value of items of property is usually determined from

market-based evidence by appraisal. The fair value of items ofs
plant and equipment is usually their market value; determined
by appraisal. An appraisal of the value of an asset is normally
undertaken by a member of the valuation profession, who holds
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a recognized and relevant professional qualification. For many
assets, the fair value will be readily ascertainable by reference to
quoted prices in an active and liquid market. For example,
current market prices can usually be obtained for land, non-
specialized buildings, motor vehicles and many types of plant
and equipment.

For some public sector assets, it may be difficult to establish
their market value because of the absence of market transactions
for these assets. Some public sector entities may have
significant holdings of such assets.

Wherelf no evidence is available to determine the market value
in an active and liquid market of an item of property, the fair
value of the item may be established by reference to other items
with similar characteristics, in similar circumstances and
location. For example, the fair value of vacant government land
that has been held for a long period during which time there
have been few transactions may be estimated by reference to the
market value of land with similar features and topography in a
similar location for which market evidence is available. In the
case of specialized buildings and other man-made structures,
fair value may be estimated using depreciated replacement cost,
or the restoration cost or service units approaches (see IPSAS
21). In many cases, the depreciated replacement cost of an asset
can be established by reference to the buying price of a similar
asset with similar remaining service potential in an active and
liquid market. In some cases, an asset’s reproduction cost will
be the best indicator of its replacement cost. For example, in
the event of loss, a parliament building may be reproduced
rather than replaced with alternative accommodation because of
its significance to the community.

Eeor-If there is no market-based evidence of fair value because of
the specialized nature of the items of plant and equipment-of-a
speeialized-nature, an entity may need to estimate fair value may
be-based-en using, for example, either-reproduction cost, er-en
depreciated replacement cost, or the restoration cost or service
units approaches (see IPSAS 21). The depreciated replacement
cost of an item of plant or equipment may be established by
reference to the market buying price of components used to
produce the asset or the indexed price for the same or a similar
asset based on a price for a previous period. When the indexed
price method is used, judgment is required to determine whether
production technology has changed significantly over the
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period, and whether the capacity of the reference asset is the
same as that of the asset being valued.

The frequency of revaluations depends upon the mevements
changes in the fair values of the items of property, plant and
equipment being revalued. When the fair value of a revalued
asset differs materially from its carrying amount, a further
revaluation is necessary. Some items of property, plant and
equipment-may experience significant and volatile mevements
changes in fair value, thus necessitating annual revaluation.
Such frequent revaluations are unnecessary for items of
property, plant and equipment with only insignificant
mevements changes in fair value. Instead, it may be necessary
to revalueation the item only every three or five years-maybe
sttfretent.

When an item of property, plant and equipment is revalued, any
accumulated depreciation at the date of the revaluation is
eithertreated in one of the following ways:

(a) restated proportionately with the change in the gross
carrying amount of the asset so that the carrying amount of
the asset after revaluation equals its revalued amount.
This method is often used when an asset is revalued by
means of an index to its depreciated replacement cost:-ox.

(b) eliminated against the gross carrying amount of the asset
and the net amount restated to the revalued amount of the
asset. Fer—example,—+tThis method is often used for
buildings which-are revalued-to-their market-value.

The amount of the adjustment arising on the restatement or
elimination of accumulated depreciation forms part of the
increase or decrease in carrying amount-whieh that is dealt with
in accordance with paragraphs 4954 and 5655.

Whenlf an item of property, plant and equipment is revalued,
the entire class of property, plant and equipment to which that
asset belongs should shall be revalued.

A class of property, plant and equipment is a grouping of assets
of a similar nature or function in an entity’s operations. The
following are examples of separate classes:

(a) land; In subpara (b), IASB used “land and
buildings” rather than “operating
buildings” in both previous and current
IAS 16. Staff did not change it as this was

(b) operational buildings;

IPSAS 17 Properly, Plant and Equipmeﬁlpsc amendment when finalizing existing
Item 12.4 Marked-up IPSASs 17 16, 3|adhd®s> 17
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(c) roads;

(d) machinery;

(e) electricity transmission networks;
(f)  ships;

(g) aircraft;

(h) specialist military equipment;

(i) motor vehicles;

(j) furniture and fixtures;

(k) office equipment; and

(1) oil rigs.

The items within thea class of property, plant and equipment are
revalued simultaneously in order to avoid selective revaluation
of assets and the reporting of amounts in the financial
statements which that are a mixture of costs and values as at
different dates. However, a class of assets may be revalued on a
rolling basis provided revaluation of the class of assets is
completed within a short period eftime—and provided the
revaluations are kept up to date.

Whenlf the carrying amount of a class of assets is increased
as a result of a revaluation, the increase—should shall be
credited directly to revaluation surplus. However,—a
revaluation the increase-should shall be recognized-asrevenue
in_surplus or deficit to the extent that it reverses a revaluation
decrease of the same class of assets previously recognized—as
an-expense in surplus or deficit.

Whenlf the carrying amount of a class of assets is decreased
as a result of a revaluation, the decrease—should shall be
recognized-as—an—expense_in_surplus or deficit. However,—a
revaluation _the decrease—showld _shall be—eharged debited
directly-against to-any-related revaluation surplus to the extent
of any credit balance existing that—the—deecrease—does—not
exeeed-the-amount-held-in the revaluation surplus in respect
of that-same class of assets.

Revaluation increases and decreases relating to individual
assets within a class of property, plant and equipment must be
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offset against one another within that class but must not be
offset in respect of assets in different classes.

5257.  Some or all of the revaluation surplus included in net assets in
respect of property, plant and equipment may be transferred
directly to accumulated surpluses or deficits when the surphas
assets is_ are realized derecogmzed Thls may involve

transferring some or
the whole of the surplus when the assets—eﬂ—t-hHeH-Femem—ef

dispesal-ef seme-or-all-ofthe-assets within the class of property,
plant and equipment to which the surplus relates are retired or
disposed of. However, some of the surplus may be realized
transferred as the assets are used by the entity:. {In such a case,
the amount of the surplus realized—is—the transferred would be
the difference between depreciation based on the revalued
carrying amount of the assets and depreciation based on the
assets’ original cost. Fhe-tTransfers from revaluation surplus to
accumulated surpluses or deficits is_are not made through the

statement-of finanetal performanee surplus or deficit.

5358. Guidance on the effects on taxes on surpluses, if any, resulting
from the revaluation of property, plant and equipment can be
found in International Accounting Standard IAS 12, Income
Taxes.

Paras 59-63 were relocated from previous para 18 and split into 5

o e paras with additional contents. Public sector examples contained in
DepreClatIOH existing IPSAS 17 have also been relocated to para 60.

59. Each part of an item of property, plant and equipment with a
cost that is significant in relation to the total cost of the item
shall be depreciated separately.

60. An entity allocates the amount initially recognized in respect of
an item of property, plant and equipment to its significant parts
and depreciates separately each such part. For example, it may
be appropriate to depreciate separately the pavements,
formation, curbs and channels, footpaths, bridges and lighting
within a road system. Similarly, it may be appropriate to
depreciate separately the airframe and engines of an aircraft,
whether owned or subject to a finance lease.

61. A significant part of an item of property, plant and equipment
may have a useful life and a depreciation method that are the
same as the useful life and the depreciation method of another
significant part of that same item. Such parts may be grouped in
determining the depreciation charge.

IPSAS 17 Property, Plant and Equipment
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62. To the extent that an entity depreciates separately some parts of
an item of property, plant and equipment, it also depreciates
separately the remainder of the item. The remainder consists of
the parts of the item that are individually not significant. If an
entity has varying expectations for these parts, approximation
techniques may be necessary to depreciate the remainder in a
manner that faithfully represents the consumption pattern and/or
useful life of its parts.

63. An entity may choose to depreciate separately the parts of an
item that do not have a cost that is significant in relation to the

Para 64 was total cost of the item.

relocated

from the 64. The depreciation charge for each period shall be recognized in
last . . . . 5 .

sentence of surplus or deficit unless it is included in the carrying amount
previous of another asset.

para 54.

6165. The depreciation charge for a period is usually recognized-as-an
expense_in surplus or deficit. However,-in-some-eireumstanees
sometimes, the economic benefits or service potential embodied

Para 65 was r¢located ¢ bsorbed d th ¢
from previous|para 61 in an asset is absorbed-by—the—entity in producing other assets

with minor ch

pNges.

rather—than—gtving—rise—to—an—expense. In this case, the
depreciation charge-eemprises_constitutes part of the cost of the

other asset and is included in its carrying amount. For example,
the depreciation of manufacturing plant and equipment is
included in the costs of conversion of inventories (see
IPSAS 12).  Similarly, depreciation of property, plant and
equipment used for development activities may be included in
the cost of an intangible asset-thatis recognized in accordance
with the relevant international or national accounting standard
dealing with intangible assets.

Depreciation Amount and Depreciation Period

5466. The depreciable amount of an asset—item—of property,—plant
and-equipment-should shall be allocated on a systematic basis
The last two spntences over its useful llfe The 4#’,,3%%”” - ?tll%i used—should
of previous pqra 54 q : bich ¢ : G
were relocated to . . g . . . .
current para 64t and 76. Service ﬁewmm{ &S ea.”‘”““ed b'j the e’ml}: The deﬁ’eemlw”
67. The residual value and the useful life of an asset shall be
reviewed at least at each annual reporting date and, if
Para 67 was r¢located s B N N
; expectations differ from previous estimates, the change(s)
from previous|para 62
with changes.| - ypgAgl17 Property, Plant and Equipment

Ttam
O T
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shall be accounted for as a change in an accounting estimate
in accordance with IPSAS 3 Accounting Policies, Changes in
Accounting Estimates and Errors.

68. Depreciation is recognized even if the fair value of the assets
exceeds its carrying amount, as long as the asset’s residual value
Para 68 was rglocated does not exceed its carrying amount. Repair and maintenance of
from previous|para 64 R .
P an asset does not negate the need to depreciate it. Conversely,
with minor chhnges. . -
some assets may be poorly maintained or maintenance may be
deferred indefinitely because of budgetary constraints. Where
asset management policies exacerbate the wear and tear of an
asset, its useful life should be reassessed and adjusted
accordingly.
69. The depreciable amount of an asset is determined after
deducting its residual value. In practice, the residual value of an
Para 69 was r¢located . ... : X :

asset is often insignificant and therefore immaterial in the
from the first fentence leulat; fth bl
of previous para 59. calculation of the depreciable amount.

70. The residual value of an asset may increase to an amount equal
to or greater than the asset’s carrying amount. If it does, the
asset’s depreciation charge is zero unless and until its residual
value subsequently decreases to an amount below the asset’s
carrying amount.

71. Depreciation of an asset begins when it is available for use, ie
when it is in the location and condition necessary for it to be
capable of operating in the manner intended by management.

Para 71 was r¢located D . £ h h s d ized
from previous| para 72 epreciation of an asset ceases when the asset is derecognized.

with additiong
contents.

il

Therefore, depreciation does not cease when the asset becomes
idle or is retired from active use and held for disposal unless the
asset is fully depreciated. However, under usage methods of
depreciation the depreciation charge can be zero while there is
no production.

Staff did NOT incorporate amendments made by IASB upon issue of IFRS 5 to above
para 71 per decision in NY meeting. Its equivalent paragraph in IAS 16 is as follows:

55.

Depreciation of an asset begins when it is available for use, ie when it is in the
location and condition necessary for it to be capable of operating in the manner
intended by management. Depreciation of an asset ceases at the earlier of the date
that the asset is classified as held for sale (or included in a disposal group that is
classified as held for sale) in accordance with IFRS 5 and the date that the asset is
derecognised. Therefore, depreciation does not cease when the asset becomes idle
or is retired from active use unless the asset is fully depreciated. However, under
usage methods of depreciation the depreciation charge can be zero while there is
no production.
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The future economic benefits or service potential embodied in
an item of property, plant and equipment is consumed by the
entity principally through the use of the asset. However, other
factors such as technical or commercial obsolescence and wear
and tear while an asset remains idle often result in the
diminution of the economic benefits or service potential that
might have been—expected-to—be-available obtained from the
asset. Consequently, all the following factors—need-to-be_are
considered in determining the useful life of an asset:

(a) the—expected usage of the asset-by—the—entity. Usage is
assessed by reference to the asset’s expected capacity or
physical output:.

(b) the—expected physical wear and tear, which depends on
operational factors such as the number of shifts for which
the asset is to be used and the repair and maintenance
program-ef-the-entity, and the care and maintenance of the
asset while idle:.

(c) technical or commercial obsolescence arising from
changes or improvements in production, or from a change

in the market demand for the product or service output of
the asset:-and.

(d) legal or similar limits on the use of the asset, such as the
expiry dates of related leases.

The useful life of an asset is defined in terms of the asset’s
expected utility to the entity. The asset management policy of
an entity may involve the disposal of assets after a specified
time or after consumption of a—eertain specified proportion of
the future economic benefits or service potential embodied in
the asset. Therefore, the useful life of an asset may be shorter
than its economic life. The estimation of the useful life of-an
tem—of property;—plant-and-equipment the asset is a matter of
judgment based on the experience of the entity with similar
assets.

Land and buildings are separable assets and are—dealt—with
accounted for separately—for—acecountine—purpeses, even when
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they are acquired together. With some exceptions, such as
quarries and sites used for landfill, Eland nermally—has an
unlimited useful life and;—therefore; is not depreciated.
Buildings have a limited useful life and; therefore; are
depreciable assets. An increase in the value of the land on
which a building stands does not affect the determination of the
usefullife depreciable amount of the building.

If the cost of land includes the cost of site dismantlement,

De])l'eciati()n Method sentence of previous para 54.

removal and restoration, that portion of the land asset is
depreciated over the period of benefits or service potential
obtained by incurring those costs. In some cases, the land itself
may have a limited useful life, in which case it is depreciated in
a manner that reflects the benefits or service potential to be
derived from it.

Para 76 was relocated from the middle

76.

The depreciation method shall reflect the pattern in which the

77.

asset’s future economic benefits or service potential is
expected to be consumed by the entity.

The depreciation method applied shall be reviewed at least at

Para 77 wap

o

relocated fijom

previous p4
with minor

ra 65
changes.

each annual reporting date and, if there has been a significant
change in the expected pattern of the consumption of the
future economic benefits or service potential embodied in the

The first s¢

htence of

previous p4
was relocat

current par.

ra 59
ed to
L 69.

asset, the method shall be changed to reflect the changed
pattern. Such a change shall be accounted for as a change in
an accounting estimate in accordance with IPSAS 3.

. The_depresiab) : . detormined_af
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A variety of depreciation methods can be used to allocate the
depreciable amount of an asset on a systematic basis over its
useful life. These methods include the straight-line method, the
diminishing balance method and the—sum-of-the- units of
production method.  Straight-line depreciation results in a
constant charge over the useful life of the asset. The
diminishing balance method results in a decreasing charge over
the useful life of the asset. The-sum-ef-the- units of production
method results in a charge based on the expected use or output
of-the-asset. The entity selects the method usedforan-assetis
seleeted-based-oen-that most closely reflects the expected pattern
of consumption of the future economic benefits or service
potential embodied in the asset..-and That method is eonsistently
applied consistently from period to period unless there is a
change in the expected pattern of consumption of those future
economic benefits or service potential-from-that-asset.

6+———relocated to current para 65.
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Impairment-l-osses

6679.

To determine whether an item of property, plant and equipment

is 1mpa1red an entlty apphes—th%appfepr—kaféﬂ&em&&eﬂal—ef

IPSAS 21 lmpalrment of Non Cash Generatmg Assets

}n%emaﬁeﬂaJ—Aeeekm&ng—Sa&nd&fd—h%S%—lmpmwm—ef
A—s—&efs—ee&ta%ns—guid&nee The Standard explains—esn how an

entity reviewsing the carrying amount of its assets—held—for
generating—peositive—eash—flows, how it determinesing the
recoverable service amount or recoverable amount of-sueh an
assets, and when it recognizes, or reverses the recognition of, an

impairment losses.

Please note the equivalent of previous paragraph 67 in IAS 16 has been removed by the IASB
upon issuing IFRS 3. IFRS 3 does not deal with impairment of goodwill. The relevant
guidance is now contained in IAS 36.

This section is a new section. It was dealt with
in SIC-14 and was incorporated in IAS 16.
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Compensation for impairment

80. Compensation from third parties for items of property, plant
and equipment that were impaired, lost or given up shall be
included in surplus or deficit when the compensation becomes

receivable.
81. Impairments or losses of items of property, plant and

equipment, related claims for or payments of compensation
Subpara (a] will be from third parties and any subsequent purchase or construction
updated to feflect of replacement assets are separate economic events and are
the development of
an IPSAS dn accounted for separately as follows:
impairmen{ of cash- ) ) ) )
generating hssets (a) impairments of items of property, plant and equipment are
based on I4S 36. recognized in accordance with IPSAS 21:

(b) derecognition of items of property, plant and equipment
retired or disposed of is determined in accordance with
this Standard;

(c) compensation from third parties for items of property,
plant and equipment that were impaired, lost or given up is
included in determining surplus or deficit when it becomes
receivable; and

(d) the cost of items of property, plant and equipment
restored, purchased or constructed as replacement is
determined in accordance with this Standard.

Retirementsand-DisposalsDerecognition

6882. The carrying amount of Aan item of property, plant and

equipment shallshould be ehﬂ%&ted—ﬁtem—the—sta{emem—qf
financial-positionderecognized

(a) on disposal; or
(b) when the asset is permanently withdrawn from use and

no future economic benefits or service potential is
expected from its use or disposal.

6983. The Ggains or losses arising from the-retirement-or-disposal
derecognition of an item of property, plant and equipment

shall sheuld be included in surplus or deficit when the item is

The sentence flealing derecogmzed deta%med—as—ﬂw—dqfféﬁenee—bem;een—tke

with the determination
of gains or logses in . . .
previous para 69 is ‘ PHi] ) P J

relocated to cyrrdRSAS| 17 Property, Plant and Equipment

para 86. Item 12.4 Marked-up IPSASs 17 16, 3 and 6
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: . . .
> 8 il ; . ;
expense;—as—appropriates_(unless IPSAS 13, Leases requires
otherwise on a sale and leaseback). Gains shall not be

classified as revenue.

Staff have amended the above para 83 to reflect the decision made in NY meeting in
respect of the presentation of disposal gains of plant, property and equipment in IPSAS 1.
This para now specifies that gains shall not be classified as revenue, which is consistent
with IAS 16.

F84.

amended tq

Para 84 wap

o

specify

how to detg

date of a P]

rmine

the derecognition

E item.

85.

The disposal of an item of property, plant and equipment may

occur in a variety ways (eg by sale, by entering into a finance
lease or by donation). In determining the date of disposal of an
item, an entity applies the criteria in IPSAS 9 Revenue from
Exchange Transactions for recognizing revenue from the sale of
goods. IPSAS 13 Leases applies to disposal by a Ssale and
leaseback —transactions—are—accounted—forn—accordance —with
HPSAS-13,

If, under the recognition principle in paragraph 14, an entity

Para 85 was iif

troduced

by IASB so as

not to

result in doub

€~

counting given the
general recogiition

principle in cy

rrent

para 14.

recognizes in the carrying amount of an item of property, plant
and equipment the cost of a replacement for part of the item,
then it derecognizes the carrying amount of the replaced part
regardless of whether the replaced part had been depreciated
separately. If it is not practicable for an entity to determine the
carrying amount of the replaced part, it may use the cost of the
replacement as an indication of what the cost of the replaced
part was at the time it was acquired or constructed.

86. The gain or loss arising from the derecognition of an item of
property, plant and equipment shall be determined as the
Para 86 was r¢located N . -
. difference between the net disposal proceeds, if any, and the
from previous|para 69. - "
carrying amount of the item.
87. The consideration receivable on disposal of an item of property,
Para 87 was alided plant and equipment is recognized initially at its fair value. If
to reflect a common payment for the item is deferred, the consideration received is

practice while

disposing of a
asset.

=

recognized initially at the cash price equivalent. The difference
between the nominal amount of the consideration and the cash
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price equivalent is recognized as interest revenue in accordance

with IPSAS 9 reflecting the effective yield on the receivable.

. L :

para 71. I g. > Y : . i .
Disclosure
| 7388.  The financial statements—should shall disclose, for each class
of property, plant and equipment recognized in the financial
statements:

(a) the measurement bases used for determining the gross
carrying amount—When-more-than-one-basis-has-been
usedi—the—gross—earrying—monntfor—that-basis—in—each
eategory-should-be-diselosed;

(b) the depreciation methods used;

(c) the useful lives or the depreciation rates used;

(d) the gross carrying amount and the accumulated
depreciation (aggregated with accumulated impairment
losses) at the beginning and end of the period; and

(e) a reconciliation of the carrying amount at the beginning
and end of the period showing:

(i) additions;
(ii) disposals;
The amendments to subpara (ii) upon issue of IFRS 5 were not included per decision in
NY meeting. The equivalent subpara (ii) in IAS 16 is as follows:
(ii) assets classified as held for sale or included in a disposal group classified as held
for sale in accordance with IFRS 5 and other disposals.
(iii) acquisitions through business combinations;
(iv) increases or decreases during—theperiod-resulting
Subparal(iv) will be from revaluations under paragraphs 3944, 4954
futher updated when and 5055 and from impairment losses (if any)
the IPSAS based on recognized or reversed directly in net assets/equity
IAS 36 i issued. under__in__accordance _with the appropriate

IPSAS 17 Property, Plant and Equipment
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international or national accounting standard
adopted;

(v) impairment losses (if—any)—recognized in—the
¢ g ol ; Leeri .

Subparal(v) and (vi)
have begn updated to

reflect the issue of
IPSAS 1.

period_surplus or_deficit u#nder in_accordance with

IPSAS 2ithe-appropriate—international-ornational
aceounting-standard-adopted;

(vi) impairment losses (if-any) reversed in the-statement

of finaneial-performance-during-the period- surplus
or_deficit under in_accordance with IPSAS 21the

. . orral oral .
standard adopted;

Subparal(viii) was
changed|due to the
change ip IPSAS 4.

(vii) depreciation;

(viii) the net exchange differences arising on the
translation of the financial statements from _the

7489,

functional currency into_a_different presentation
currency, including the translation of a foreign
entityoperation _into the presentation currency of
the reporting entity; and

(ix) other-movements changes.

The financial statements—should shall also disclose for each
class of property, plant and equipment recognized in the
financial statements:

(a) the existence and amounts of restrictions on title, for and
property, plant and equipment pledged as securities for
liabilities;

fe)(b) __the amount of expenditures-on-acecount recognized in

the carrying amount of an_item_of property, plant and
equipment in the course of its construction;-a

td)(c) the amount of contractual commitments for the
acquisition of property, plant and equipment-; and

(d) if it is not disclosed separately on the face of the

Subpara (d) is|a new
disclosure regpirement
introduced by|IASB.

statement _of financial performance, the amount of
compensation_from_third parties for items of property,
plant and equipment that were impaired, lost or given up
that is included in surplus or deficit.

IPSAS 17 Property, Plant and Equipment
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Fhe-sSelection of the depreciation method and the estimation of
the useful life of the assets are matters of judgment. Therefore,
disclosure of the methods adopted and the estimated useful lives
or depreciation rates provides users of financial statements with
information—which that allows them to review the policies
selected by management and enables comparisons to be made
with other entities. For similar reasons, it is necessary to
disclose:

(a) -the-depreciation-aleeated, whether recognized in surplus
or deficit or as a part of the cost of other assets, during-in a
period; and

(b) the-accumulated depreciation at the end of-that_the period.

In accordance with IPSAS 3 Aan entity discloses the nature and
effect of a change in an accounting estimate that has an material
effect in the current period; or which-is expected to have an
material—effect in subsequent periods;—in—aceordance—with

hternattonalPubleSeetorAccountingStandard HPSAS 3Net
Syrrrligs Defieit—for—the—Period—Eund | Error :
Changes—in—Aeccounting—Poliey.  For property, plant and
equipment, Ssuch disclosure may arise from changes in
estimates with respect to:

(a) residual values;

(b) the estimated costs of dismantling, asd-removing or
restoring items of property, plant-er_and equipment-and
restore-thesite;

(c) useful lives; and

(d) depreciation methods.

Whenlf a class of property, plant and equipment is stated at
revalued amounts, the following-should shall be disclosed:
th)(a) __the effective date of the revaluation;

te)(b) __whether an independent valuer was involved;

(e . . o i ced : .
replacement——costthe _methods _and __significant

assumptions applied in estimating the assets’ fair values;
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(d) _the extent to which the assets’ fair values were
determined directly by reference to observable prices in
an _active market or recent market transactions on arm’s
length terms or were estimated using other valuation

techniques;

(e) the revaluation surplus, indicating the-movenient change
for the period and any restrictions on the distribution of
the balance to shareholders or other equity holders;

(f) the sum of all revaluation surpluses for individual items
of property, plant and equipment within that class; and

(g) the sum of all revaluation deficits for individual items of
property, plant and equipment within that class.

7893,  In accordance with IPSAS 21 Aan entity discloses information

Para 93 will be updated | on impaired property, plant and equipment—under—the
when the IPSAS based | gpnropriate—international —or—national —aceounting —standard
on IAS 36 is ipsued. . . . . .

adepted 1n addition to the information required by
paragraph 7388(e)(iv) to (vi).

7994.  Users of Efinancial statements-users may also find the following
information relevant to their needs:

(a) the carrying amount of temporarily idle property, plant
and equipment;

(b) the gross carrying amount of any fully depreciated
property, plant and equipment that is still in use;

(c) the carrying amount of property, plant and equipment
retired from active use and held for disposal; and

The amendments to subpara (c) upon issue of IFRS 5 were not included per decision in

NY meeting. The equivalent subpara (c)in IAS 16 is as follows:

(c) the carrying amount of property, plant and equipment retired from active use and not
classified as held for-dispesal sale in accordance with IFRS 5; and

(d) when the-benehmarktreatinent cost model is used, the fair
value of property, plant and equipment when this is
materially different from the carrying amount.

Therefore, entities are encouraged to disclose these amounts.

IPSAS 17 Property, Plant and Equipment
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Transitional Provisions

| 8695.

| 8296.

97.

Entities are not required to recognize property, plant and
equipment for reporting periods beginning on a date within
five years following the date of first adoption of this Standard.

An entity that adopts accrual accounting for the first time in
accordance with International Public Sector Accounting
Standards—may_shall initially recognize property, plant and
equipment at cost or fair value. For items of property, plant
and equipment that were acquired at no cost, or for a nominal
cost, cost is the item’s fair value as at the date of acquisition.

The entity shall recognize the effect of the initial recognition

of property, plant and equipment as an adjustment to the
opening balance of accumulated surpluses or deficits for the
period in which the property, plant and equipment is initially

recognized.

Para 97 was added to clarify how to recognize the effect of first-adoption of
IPSAS 17. It was contained in existing IPSAS 16.

WhenPrior to initially adoptionng of this Standard, an entity
may recognize its property, plant and equipment on a basis
other than cost or fair value as defined in this Standard, or may

Para 98 was r¢located
from previous|para 86.
The amendmepnts to
this para were|to
clarify its inteft.

control assets that it has not previously recognized. This
Standard-aHews_requires entities to initially recognize items of
property, plant and equipment at cost or fair value as at the date
of initial recognition in accordance with this Standard. Where

assets are initially—reecognised recognized at cost and were
acquired at no cost, or for a nominal cost, cost will be

99.

determined by reference to the asset’s fair value as at the date of
acquisition. Where the cost of acquisition of an asset is not
known, its cost may be estimated by reference to its fair value
as at the date of acquisition.

IPSAS 3 requires an entity to retrospectively apply accounting

Para 99 wap
introduced fto clarify
the requirefents on
initial adoption.

policies unless it is impracticable to do so. Therefore, when an
entity initially recognizes an item of property, plant and
equipment at cost in accordance with this Standard, it shall also
recognize any accumulated depreciation and any accumulated
impairment losses that relate to that item, as if it had always

applied these accounting policies.
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Paragraph 1314 of this Standard requires the cost of an items of
property, plant and equipment to be recognized as an asset-when

if, and only if:

(a) it is probable that future economic benefits or service
potential associated with the—asset_item will flow to the
entity; and

(b) the cost or fair value of the-asset item to-the-entity can be
measured reliably.

The transitional provisions in paragraphs 8695 and 8196 are
intended to give relief in situations where an entity is seeking to
comply with the provisions of this Standard, in the context of
implementing accrual accounting for the first time in accordance
with International Public Sector Accounting Standards, with
effect from the effective date of this Standard or subsequently.
When entities adopt accrual accounting in accordance with
International Public Sector Accounting Standards for the first
time, there are often difficulties in compiling comprehensive
information on the existence and valuation of assets. For this
reason, for a five-year period following the date of first
adoption of this Standard, entities are not required to comply
fully with the requirements of paragraph 1314.

102. Notwithstanding the transitional provisions in paragraphs €095

and 8196, entities that are in the process of adopting accrual
accounting are encouraged to comply in full with the provisions
of this Standard as soon as possible.

The exemption from the requirements of paragraph 1314
implies that the associated measurement and disclosure
provisions of this Standard do not need to be complied with in
respect of those assets or classes of asset that are not recognized
under paragraphs 8095 and €496.

relocated to current paragraph 98.

When an entity takes advantage of the transitional provisions
in paragraphs 8095 and 8196 that fact—showuld shall be
disclosed. Information on the major classes of asset that have
not been recognized by virtue of paragraph 8095-should shall
also be disclosed. When an entity takes advantage of the
transitional provisions for a second or subsequent reporting
period, details of the assets or classes of asset that were not
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recognized at the previous reporting date but-which that are
now recognized-showuld shall be disclosed.

105. For entities that have previously adopted International Public
Sector Accounting Standards, the requirements of paragraphs
38-40 regarding the initial _measurement _of an__item_of
property, plant and equipment acquired in_an exchange of
assets transaction shall be applied prospectively only to future
transactions.

The wording of para 105 is slightly different from that in IAS 16 as IPSAS 17 deals with both
first time adoption and changeover from existing IPSAS 17, not just first-time adoption.

Effective Date

88106. An__entity shall apply Tthis International Public Sector
Accounting Standard-becomes—effective for annual financial
statements covering periods beginning on or after 1-January
2003 MM DD YYYY. Earlier application is encouraged. If an
entity applies this Standard for a period beginning before MM
DD YYYY, it shall disclose that fact.

€9107. When an entity adopts the accrual basis of accounting, as
defined by International Public Sector Accounting Standards,
for financial reporting purposes, subsequent to this effective
date, this Standard applies to the entity’s annual financial
statements covering periods beginning on or after the date of
adoption.

Withdrawal of IPSAS 17 (2001)

108. This Standard supersedes IPSAS 17 Property, Plant and

The withdraw

b1 para Eqguipment issued in 2001.

was added pet

decision

in NY meetin

p
e
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Appendix — Amendments to Other IPSASs

“Amendments to Other IPSASs” is a new authoritative section. Only the relevant
paragraphs in other IPSASs that are not part of IPSASs Improvements project are
included and shown in marked-up.

The amendments in this appendix shall be applied for annual financial
Statements covering periods beginning on or after MM DD YYYY. If an
entity applies this Standard for an earlier period, these amendments
shall be applied for that earlier period.

Al. In IPSAS 18 Segment Reporting, paragraph 37 is amended to
read as follows:

37.

...... Measurements of segment assets and liabilities
include any adjustments to the prior carrying amounts
of the identifiable segment assets and segment
liabilities of an entity acquired in an entity combination
accounted for as a purchase, even if those adjustments
are made only for the purpose of preparing
consolidated financial statements and are not recorded
in either the controlling entity’s separate or the
controlled entity’s—separate_ individual financial
statements. Similarly, if property, plant, and
equipment has been revalued subsequent to acquisition
in accordance with the alternative-acecountingtreatment
allowed—by revaluation model in International Public
Sector Accounting Standard IPSAS 17 Property, Plant
and Equipment, measurements of segment assets
reflect those revaluations.

IPSAS 17 Property, Plant and Equipment
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: : Staff have renamed this Appendix to
WIIIHStratlve “Illustrative examples” given it is not
D_i_s_el_e_s_ll_lge_sEXamples authoritative. This reflects IASB’s approach.

The-appendix-is-ilustrative-ondy-and-doesThe example accompanies, but
is not—form part of, the—standards IPSAS 17 —The—purpose—of—the

.... % /W ok’ Wa Wak’Va O %
araara O—

The Department of the Interior is a public sector entity that controls a
wide range of property, plant and equipment and is responsible for
replacement and maintenance of the property. The following are extracts
from the notes to its Statement of Financial Position for the year ended
31 December 20X1 and illustrate the principal disclosures required-under
in accordance with this Standard.

Notes

1. Land

a) Land consists of twenty thousand hectares at various locations.
Land is valued at fair value as at 31 December 20X1, as
determined by the Office of the National Valuer, an
independent valuer.

b) Restrictions on Titles:

Five hundred hectares of land (carried at 62,500 currency units)
is designated as national interest land and may not be sold
without the approval of the legislature. Two hundred hectares
(carried at 25,000 currency units) of the national interest land
and a further two thousand hectares (carried at 250,000
currency units) of other land are subject to title claims by
former owners in an international court of human rights and the
Court has ordered that the land may not be disposed of until the
claim is decided; the Department recognizes the jurisdiction of
the Court to hear these cases.

2. Buildings

a) Buildings consist of office buildings and industrial facilities at
various locations.

b) Buildings are initially recognized at cost, but are subject to
revaluation to fair value on an ongoing basis. The Office of the
National Valuer determines fair value on a rolling basis within a
short period of time. Revaluations are kept up to date.

C) Depreciation is calculated on a straight-line basis over the useful
life of the building. Office buildings have a useful life of
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twenty-five years, and industrial facilities have a useful life of
fifteen years.

Fhe Department recoghizes the-es E**.**ate’d cost-of restoration of
bluilelmg sites-if-the-cost e; : Ell.*e b IH' *ld‘ Hgs;-when-these-costs-meet

e)———The Department has entered into five contracts for the

construction of new buildings; total contract costs are 250,000
currency units.

3. Machinery

a) Machinery is measured at cost less depreciation.

b) Depreciation is calculated on a straight-line basis over the
useful life of the machine.

c) The machinery has various useful lives:
Tractors: 10 years
Washing Equipment: 4 years
Cranes: 15 years

d) The Department has entered into a contract to replace the cranes
it uses to clean and maintain the buildings - the contracted cost
1s 100,000 currency units.

4. Furniture and Fixtures

a) Furniture and fixtures are measured at cost less depreciation.

b) Depreciation is calculated on a straight-line basis over the
useful life of the furniture and fixtures.

C) All items within this class have a useful life of five years.

IPSAS 17 Property, Plant and Equipment
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Reconciliations (in '000 of currency units)

Furniture and

Land Buildings Machinery Fixtures
Reporting Period 20X1 20X0 20X1 20X0 20X1 20X0 20X1 20X0
Opening Balance 2,250 2,025 2,090 2,260 1,085 1,100 200 150
Additions - - 250 100 120 200 20 100
Disposals - - 150 40 60 80 20 -
Depreciation (As per Statement - - 160 180 145 135 50 50
of Financial Performance)
Revaluations (net) 250 225/ 30| 50 - - - -
Closing Balance (As per] 2,500 2,250 2,000 2,090 1,000 1,085 150 200
Statement of Financial Position
Sum of Revaluation Surpluses 750 500 250 250 - - - -
(Paragraph 7892(f))
Sum of Revaluation Deficits 25 25 380 350 - - - -
(Paragraph 7892(g))
Gross Carrying Amount 2,500 2,250 2,500 2,430 1,500 1,440 250 250
Accumulated Depreciation - - 500 340 500 355 100 50
Net Carrying Amount 2,500 2,250 2,000 2,090 1,000 1,085 150 200
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Comparison with IAS 16

International Public Sector Accounting Standard IPSAS 17 Property,
Plant and Equipment 1s drawn primarily from International
Accounting Standard IAS 16 (Revised 1998€2003), Property, Plant
and Equipment. The main differences between IPSAS 17 and IAS 16
are as follows:

e At the time of issuing this Standard, the PSC has not considered
the applicability of IAS 41, Agriculture, to public sector entities,
therefore IPSAS 17 does not reflect amendments made to
IAS 16 consequent upon the—issuing issue of International
Accounting Standard IAS 41.

This bullet
reflects that
IPSAS 17 doeks

not

incorporate
consequential
changes to
IAS 16 upon
the issue of

IFRS 5 per
discussion in

NY meeting.

° IAS 16 does not apply to property, plant and equipment
classified as held for sale in accordance with IFRS 5 Non-
current Assets Held for Sale and Discontinued Operations. At
the time of issuing this Standard, the PSC has not considered the
applicability of IFRS 5, to public sector entities, therefore
IPSAS 17 does not reflect amendments made to IAS 16
consequent upon the issue of International Financial Reporting
Standard IFRS 5.

e IPSAS 17 does not require or prohibit the recognition of

heritage assets. An entity which recognizes heritage assets is
required to comply with the disclosure requirements of this
Standard with respect to those heritage assets that have been
recognized and may, but is not required to, comply with other
requirements of this Standard in respect of those heritage assets.
IAS 16 does not have a similar exclusion.

e IAS 16 requires items of property, plant and equipment to be

This
difference no
longer exists
because the
general asset
recognition
principle
applies to botlp
initial costs
and
subsequent
expenditures.

initially measured at cost. IPSAS 17 states that where an item is
acquired at no cost, or for a nominal cost, its cost is its fair value
as at the date it is acquired.
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Transitional
provisions in
IPSASs deal
with both firsf
time adoption
and
changeover

from existing
IPSASs, whilg

transitional
provisions in
IFRSs only
apply to
entities that
have applied
IFRSs. The
first time

application of]
IFRSs is

specified in
IFRS 1.

Staff deleted
this dot point
as IPSAS 17
did not

specifically
define term

“asset”.

IAS 16 requires, where an enterprise adopts the—alewed
alternative—treatment_revaluation model and carries items of
property, plant and equipment at revalued amounts, the
equivalent historical cost amounts to be disclosed. This
requirement is not included in IPSAS 17.

Under IAS 16, revaluation increases and decreases may only be
matched on an individual item basis. Under IPSAS 17,
revaluation increases and decreases may be offset on a class of
asset basis.

IPSAS—I7—does—not—provide —an—exemptiontrom quHH*ﬁg’
eempmatl‘e.Tﬁematleﬂ tor .Ehe diselosures—in-paragraph—73

IPSAS 17 contains transitional provisions for both the first time
adoption and changeover from the previous version of
IPSAS 17. 1AS 16 only contains transitional provisions for
entities that have already used IFRSs. Specifically, IPSAS 17
contains transitional provisions allowing entities to not
recognize property, plant and equipment for reporting periods
beginning on a date within five years following the date of first
adoption of this Standard. The transitional provisions also
allow entities to recognize property, plant and equipment at fair
value on first adopting this Standard. IAS 16 does not include
these transitional provisions.

IPSAS 17 contains definitions of “impairment loss of a non-
cash-generating asset” and ‘recoverable service amount”a

different setof definitions-of technical- terms from1AS16. IAS
16 does not contain these definitions.

Commentary additional to that in IAS 16 has been included in
IPSAS 17 to clarify the applicability of the standards to
accounting by public sector entities.

IPSAS 17 uses different terminology, in certain instances, from
IAS 16. The most significant examples are the use of the terms

This

lifference no

onger exists
s the

mproved IAS
6 does not
rovide an
ixemption for

omparative
nformation.
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“entity; “revenue”, “statement of financial performance”,
“statement of financial position” and “net assets/equity” in
IPSAS 17. The equivalent terms in [AS 16 are “enterprise™

29 ¢¢

“income”, “income statement”, “balance sheet” and “equity”.
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Summary of Main Changes
IPSAS 16 Investment Property

The main changes proposed are:

Property Interests Held by a Lessee under An Operating Lease

to allow in paragraph 8 a property interest held by a lessee under an operating lease to be
classified and accounted for as investment property provided that certain criteria are met.

to require a lessee that classifies a property interest held under an operating lease as
investment property to account for the lease as if it were a finance lease in accordance
with IPSAS 13 Lease, ie the asset shall be recognized at the lower of the fair value of the
property interest and the present value of the minimum lease payments. The fair value is
determined by reference to that interest and not the underlying property (see paragraphs
34-35).

to specify that the subsequent measurement choice between the cost model and the fair
value model is not available for a lessee accounting for a property interest held under an
operating lease that it has elected to classify as investment property. Such investment
property is required to be measured using the fair value model. Once this alternative is
selected for one such property, all other properties classified as investment property held
by the entity are to be accounted for consistently on a fair value basis (see paragraphs 42-
43).

Previously, IPSAS 16 did not contain these requirements.

Changes to Reflect Equivalent Requirements in Proposed IPSAS 17 Property, Plant and
Equipment

to require an entity to apply one general asset recognition principle to all investment
property costs at the time they are incurred, including initial costs and subsequent
expenditures. Previously, IPSAS 16 contained two recognition principles: one applied to
initial costs while another applied to subsequent expenditures (see paragraphs 20-23, 25).

to require an entity to measure investment property acquired in an asset exchange
transaction at fair value unless the transaction lacks commercial substance, or the fair
value of neither the asset given up nor the asset received can be reliably measured.
Previously, IPSAS 16 did not contain requirements with regard to the accounting
treatment for asset exchange transactions (see paragraphs 36-38).

to require an entity to derecognize the carrying amount of a part of an investment
property if that part has been replaced and the cost of replacement has been included in
the carrying amount of the asset (see paragraph 79). Previously, the derecognition
principle contained in IPSAS 16 did not apply to replaced parts. The recognition
principle for subsequent expenditures in IPSAS 16 effectively precluded the cost of a
replacement from being included in the carrying amount of the asset.

to require an entity to include compensation from third parties for an investment property
that was impaired, lost or given up in surplus or deficit when the compensation becomes
receivable. Previously, IPSAS 16 did not contain this requirement (see paragraphs 83).
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(Please note: Staff have relocated the paragraph under the title of
IPSAS 16 to this separate page and reflected the decision made on equal
authority. It is also consistent with the IASB’s approach.)

International Public Sector Accounting Standard 16 Investment
Property (IPSAS 16) is set out in paragraphs 1-103. All the
paragraphs have equal authority. IPSAS 16 should be read in
the context of its objective, the Basis for Conclusion (if any),
and the Preface to the International Public Sector Accounting
Standards.  IPSAS 3 Accounting Policies, Changes in
Accounting Estimates and Errors provides a basis for selecting
and applying accounting policies in the absence of explicit
guidance.

IPSAS 16 Investment Property
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INTERNATIONAL PUBLIC SECTOR
ACCOUNTING STANDARD IPSAS 16

This para
has been

updated
and

relocated to

the
preceding
page.

Investment Property

Objective

| 1L

The objective of this International Public Sector Accounting
Standard is to prescribe the accounting treatment for investment
property and related disclosure requirements.

Scope

12.

An entity—which__that prepares and presents financial
statements under the accrual basis of accounting-should shall
apply this Standard in accounting for investment property.

This Standard applies to all public sector entities other than
Government Business Enterprises.

This Standard-deals—with_applies to accounting for investment
property including the measurement in a lessee’s financial
statements of investment property interests held under a lease
accounted for as a finance lease and-with to the measurement in
a lessor’s financial statements of investment property-leased-out
provided to a lessee under an operating lease. This Standard
does not deal with matters covered in International Public
Sector Accounting Standard IPSAS 13 Leases, including:

(a) classification of leases as finance leases or operating
leases;
(b) recognition of lease revenue-earned-on from investment

property (see also International Public Sector
Accounting Standard IPSAS 9 Revenue from Exchange
Transactions);

(©) measurement in a lessee’s financial statements of
property interests held under a lease accounted for as
an operating lease;

IPSAS 16 Investment Property
Item 12.4 Marked-up IPSASs 17 16, 3 and 6
PSC New Delhi November 2004



page 12.64

(d) measurement in a lessor’s financial statements of
property-leased-out its net investment #nderin a finance
lease;

(e) accounting for sale and leaseback transactions; and

) disclosure about finance leases and operating leases.

This Standard does not apply to:

(a) forests and similar regenerative natural resources; and

(b) mineral rights;—the—exploration—for—and—extraction—of

minerals; and mineral reserves such as oil, natural gas
and similar non-regenerative resources.

Please note Staff retained current text of para 5(a) per BA meeting’s decision. The
equivalent paragraph 4 in IAS 40 is as follows:
4.

This Standard does not apply to:
(a) biological assets related to agricultural activity (see IAS 41 Agriculture); and

(b) mineral rights and mineral reserves such as oil, natural gas and similar non-
regnerative resources.

56.

The revision |

b para 6

is to be consig

tent with

The Preface to International Financial Reporting Standards
issued by the International Accounting Standards Board (IASB)
explains that International Financial Reporting Standards
(IFRSs) are designed to apply to the general purpose financial

its latest versi

bn in

IPSAS 21.

statements of all profit-oriented entities. Government Business
Enterprises (GBEs) are defined in IPSAS 1 Presentation of
Financial Statements. They are profit-oriented entities.
Accordingly, they are required to comply with

U nternatonabAccountine StandardsHASSY
I onal e Stardards € oo The Publi

Definitions

| 67.

The following terms are used in this Standard with the
meanings specified:

Carrying amount is (for the purpose of this Standard) the
amount at which an asset is recognized in the statement of
financial position.

IPSAS 16 Investment Property
Item 12.4 Marked-up IPSASs 17 16, 3 and 6
PSC New Delhi November 2004




page 12.65

Cost is the amount of cash or cash equivalents paid or the fair
value of the other consideration given to acquire an asset at
the time of its acquisition or construction.

The definition of cost was not updated to reflect the consequential amendments made
by IASB upon issuing IFRS 2 Share-based Payment per decision in NY meeting. The
definition of cost in IAS 40 is as follows:

Cost is the amount of cash or cash equivalents paid or the fair value of other
consideration given to acquire an asset at the time of its acquisition or construction
or, where applicable, the amount attributed to that asset when initially recognized in
accordance with the specific requirements of other IFRSs, eg IFRS 2 Share-based

Payment.

Fair_value is the amount for which an asset could be
exchanged, or a liability settled, between knowledgeable,
willing parties in an arm’s length transaction.

Investment property is property (land or a building — or part of
a building — or both) held to earn rentals or for capital
appreciation or both, rather than for:

(a)  use in the production or supply of goods or services or
for administrative purposes; or

(b)  sale in the ordinary course of operations.

Owner-occupied property is property held (by the owner or by
the lessee under a finance lease) for use in the production or
supply of goods or services or for administrative purposes.

Terms defined in other International Public Sector
Accounting Standards are used in this Standard with the same
meaning as in those other Standards, and are reproduced in
the Glossary of Defined Terms published separately.

Property Interest held by a Lessee under An Operating Lease

8. A property interest that is held by a lessee under an operating
lease _may be classified _and accounted for as investment
property if, and only if, the property would otherwise meet the
definition of an_investment property and the lessee uses the
fair value model set out in_paragraphs 42-64_for the asset
recognized. This classification alternative is available on _a
property-by-property basis. However, once this classification
alternative is selected for one such property interest held
under an operating lease, all property classified as investment
property shall be accounted for using the fair value model,
When_this classification alternative is selected, any interest so

IPSAS 16 Investment Property
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classified is included in the disclosures required by
paragraphs 85-89.

Investment Property

| 79.

There are a number of circumstances in which public sector
entities may hold property to earn rental and for capital
appreciation. For example, a public sector entity (other than a
GBE) may be established to manage a government’s property
portfolio on a commercial basis. In this case, the property held
by the entity, other than property held for resale in the ordinary
course of operations, meets the definition of an investment
property. Other public sector entities may also hold property for
rentals or capital appreciation and use the cash generated to
finance their other (service delivery) activities. For example, a
university or local government may own a building for the
purpose of leasing on a commercial basis to external parties to
generate funds, rather than to produce or supply goods and
services. This property would also meet the definition of
investment property.

Investment property is held to earn rentals or for capital
appreciation or both. Therefore, investment property generates
cash flows largely independently of the other assets held by an
entity. This distinguishes investment property from other land
or buildings controlled by public sector entities, including
owner-occupied property. The production or supply of goods or
services (or the use of property for administrative purposes) can
also generate cash flows. For example, public sector entities
may use a building to provide goods and services to recipients
in return for full or partial cost recovery. However, the building
is held to facilitate the production of goods and services and the
cash flows are attributable not-merely only to the building, but
also to other assets used in the production or supply process.
International Public Sector Accounting Standard IPSAS 17
Property, Plant and Equipment applies to owner-occupied

property.

In some public sector jurisdictions, certain administrative
arrangements exist such that an entity may control an asset that
may be legally owned by another entity. For example, a
government department may control and account for certain
buildings that are legally owned by the State. In such
circumstances, references to owner-occupied property means

IPSAS 16 Investment Property
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property occupied by the entity that recognizes the property in
its financial statements.

The following are examples of investment property:

(a)

(b)

(©)

(d)

land held for long-term capital appreciation rather than
for short-term sale in the ordinary course of operations.
For example, land held by a hospital for capital
appreciation which may be sold at a beneficial time in
the future:.

land held for a currently undetermined future use. (If
an entity has not determined that it will use the land
either as owner-occupied property, including
occupation to provide services such as those provided
by national parks to current and future generations, or
for short-term sale in the ordinary course of operations,
the land is-censidered-te-be regarded as held for capital
appreciation):.

a building owned by thereperting entity (or held by the
reporting entity under a finance lease) and leased out
under one or more operating leases on a commercial
basis. For example, a university may own a building
that it leases on a commercial basis to external parties.:
st

a building that is vacant but is held to be leased out
under one or more operating leases on a commercial
basis to external parties.

The following are examples of items that are not investment
property and are therefore—fall outside the scope of this
Standard:

(2)

property held for sale in the ordinary course of
operations or in the process of construction or
development for such sale (see International Public
Sector Accounting Standard IPSAS 12 [Inventories).
For example, a municipal government may routinely
supplement rate income by buying and selling property,
in which case property held exclusively with a view to
subsequent disposal in the near future or for
development for resale is classified as inventory. A
housing department may routinely sell part of its
housing stock in the ordinary course of its operations

IPSAS 16 Investment Property
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as a result of changing demographics, in which case
any housing stock held for sale is classified as
inventorys.

property being constructed or developed on behalf of
third parties. For example, a property and service
department may enter into construction contracts with
entities external to its government (see International
Public Sector Accounting Standard IPSAS 11
Construction Contracts)s;.

owner-occupied property (see IPSAS 17), including
(among other things) property held for future use as
owner-occupied property, property held for future
development and subsequent use as owner-occupied
property, property occupied by employees such as
housing for military personnel (whether or not the
employees pay rent at market rates) and owner-
occupied property awaiting disposal;.

property that is being constructed or developed for
future use as investment property. IPSAS 17 applies to
such property until construction or development is
complete, at which time the property becomes
investment property and this Standard applies.
However, this Standard—dees—appliesy to existing
investment property that is being redeveloped for
continued future use as investment property (see
paragraph 6168);.

property that is leased to another entity under a finance

lease.

tey(f)  property held to provide a social service and which also

generates cash inflows. For example, a housing
department may hold a large housing stock used to
provide housing to low income families at below
market rental. In this situation, the property is held to
provide housing services rather than for rentals or
capital appreciation and rental revenue generated is
incidental to the purposes for which the property is
held. Such property is not considered an “investment
property” and would be accounted for in accordance
with IPSAS 17.:-and

IPSAS 16 Investment Property
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H(g)  property held for strategic purposes which would be
accounted for in accordance with [IPSAS 17.

| 1214. In many jurisdictions, public sector entities will hold property to
meet service delivery objectives rather than to earn rental or for
capital appreciation. In such situations the property will not
meet the definition of investment property. However, where a
public sector entity does hold property to earn rental or for
capital appreciation, this Standard is applicable. In some cases,
public sector entities hold-eertain_some property that—ineludes
comprises a portion that is held to earn rentals or for capital
appreciation rather than to provide services and another portion
that is held for use in the production or supply of goods or
services or for administrative purposes. For example, a hospital
or a university may own a building, part of which is used for
administrative purposes, and part of which is leased out as
apartments on a commercial basis. If these portions could be
sold separately (or leased out separately under a finance lease),
an entity accounts for the portions separately. If the portions
could not be sold separately, the property is investment property
only if an insignificant portion is held for use in the production
or supply of goods or services or for administrative purposes.

1315. In-eertain_some cases, an entity provides ancillary services to

the occupants of a property it holds—held-by—the—entity. An
entity treats such a property as investment property if the

services are—a—relatively insignificant—eempenent—of to the
arrangement as a whole. An example-would-be-where is when a
government agency owns an office building which is held
exclusively for rental purposes and rented on a commercial
basis and also provides security and maintenance services to the
lessees who occupy the building.

1416. In other cases, the services provided are—a—mere significant
component. For example, a government may own a hotel or
hostel that it manages through its general property management
agency. The services provided to guests are—a significant
component—of to the arrangement as a whole. Therefore, an
owner-managed hotel or hostel is owner-occupied property,
rather than investment property.

| 4517. 1t may be difficult to determine whether ancillary services are so
significant that a property does not qualify as investment
property. For example, a government or government agency
which is the owner of a hotel may transfer—eertain some

IPSAS 16 Investment Property
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responsibilities to third parties under a management contract.
The terms of such management contracts vary widely. At one
end of the spectrum, the government’s or government agency’s
position may, in substance, be that of a passive investor. At the
other end of the spectrum, the government or government
agency may simply have outsourced—eertain day-to-day
functions while retaining significant exposure to variation in the
cash flows generated by the operations of the hotel.

Judgment is needed to determine whether a property qualifies as
investment property. An entity develops criteria so that it can
exercise that judgment consistently in accordance with the
definition of investment property and with the related guidance
in paragraphs 79 to +517. Paragraph 7586(ac) requires an entity
to disclose these criteria when classification is difficult.

. : | ; .

In some cases, an entity owns property that is leased to, and
occupied by, its controlling entity or another controlled entity.
The property does not qualify as investment property in
consolidated financial statements—that—include—both—entities,
because the property is owner-occupied from the perspective of
the economic entity-as-a-whele. However, from the perspective
of the-individual entity that owns it, the property is investment
property if it meets the definition in paragraph 67. Therefore,
the lessor treats the property as investment property in its
individual financial statements. This situation may arise where a
government establishes a property management entity to
manage government office buildings. The buildings are then
leased out to other government entities on a commercial basis.
In the financial statements of the property management entity,
the property would be accounted for as investment property.
However, in the consolidated financial statements of the
government the property would be accounted for as property,
plant and equipment in accordance with IPSAS 17.

Recognition

| 2920.

The recogniti
principle in pg

P11
ra 20

now applies t

both

initial and sul

sequent

costs.

Investment property—should _shall be recognized as an asset
when, and only when:
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(a) it is probable that the future economic benefits or
service potential that are associated with the
investment property will flow to the entity; and

(b) the cost or fair value of the investment property can
be measured reliably.

In determining whether an item satisfies the first criterion for
recognition, an entity needs to assess the degree of certainty
attaching to the flow of future economic benefits or service
potential on the basis of the available evidence at the time of
initial recognition. Existence of sufficient certainty that the
future economic benefits or service potential will flow to the
entity necessitates an assurance that the entity will receive the
rewards attaching to the asset and will undertake the associated
risks. This assurance is usually only available when the risks
and rewards have passed to the entity. Before this occurs, the
transaction to acquire the asset can usually be cancelled without
significant penalty and, therefore, the asset is not recognized.

The second criterion for recognition is usually readily satisfied
because the exchange transaction evidencing the purchase of the
asset identifies its cost. As specified in paragraph 2327 of this
Standard, under certain circumstances an investment property
may be acquired at no cost or for a nominal cost. In such cases,
cost is the investment property’s fair value as at the date of
acquisition.

An entity evaluates under this recognition principle all its

24.

investment property costs at the time they are incurred. These
costs include costs incurred initially to acquire an investment
property and costs incurred subsequently to add to, replace part
of, or service a property.

Under the recognition principle in paragraph 20, an entity does

Current paﬂas 23-25

were relocd

ted from

previous p4

with chang|
illustrate h

general rec|

ra 30

Es to

w the
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principle aj

plies.

25.

not recognize in the carrying amount of an investment property
the costs of the day-to-day servicing of such a property. Rather,
these costs are recognized in surplus or deficit as incurred.
Costs of day-to-day servicing are primarily the costs of labor
and consumables, and may include the cost of minor parts. The
purpose of these expenditures is often described as for the
‘repairs and maintenance’ of the property.

Parts of investment property may have been acquired through

replacement. For example, the interior walls may be
replacements of original walls. Under the recognition principle,
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an entity recognizes in the carrying amount of an investment
property the cost of replacing part of an existing investment
property at the time that cost is incurred if the recognition
criteria_are met. The carrying amount of those parts that are
replaced is derecognized in accordance with the derecognition
provisions of this Standard.

Initial- Measurement at Recognition

2226.

2327,

2731.

Investment property showuld shall be measured initially at its
cost (transaction costs-showld shall be included in this initial
measurement).

Where an investment property is acquired at no cost, or for a
nominal cost, its cost is its fair value as at the date of
acquisition.

The cost of a purchased investment property comprises its
purchase price and any directly attributable expenditure.
Directly attributable expenditure includes, for example,
professional fees for legal services, property transfer taxes and
other transaction costs.

The cost of a self-constructed investment property is its cost at
the date when the construction or development is complete.
Until that date, an entity applies IPSAS 17. At that date, the
property becomes investment property and this Standard applies
(see paragraphs 5966(e) and 6976-below).

The cost of investment property is not increased by:

(a) _ start-up costs (unless they are necessary to bring the
property to its-werking the condition necessary for it to be
capable of operating in the manner intended by

management),

(b) -mtial—operating losses incurred before the investment
property achieves the planned level of occupancy, or

(c) abnormal amounts of wasted material, labor or other
resources incurred in constructing or developing the

property.

If payment for investment property is deferred, its cost is the
cash price equivalent. The difference between this amount and
the total payments is recognized as interest expense over the
period of credit.

IPSAS 16 Investment Property
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An investment property may be gifted or contributed to the
entity. For example, a national government may transfer at no
charge a surplus office building to a local government entity,
which then lets it out at market rent. An investment property
may also be acquired for no cost, or for a nominal cost, through
the exercise of powers of sequestration. In these circumstances,
the cost of the property is its fair value as at the date it is
acquired.

Where an entity initially recognizes its investment property at
fair value in accordance with paragraph 2327, the fair value is
the cost of the property. The entity—may shall decide,
subsequent to initial recognition, to adopt either the fair value
model (paragraphs 3542 to 5764) or the cost model (paragraph

Paras 34-35 %ere
added due to

he new

measurement

requirement apout the

property interg¢

ESts

under an operhting

5865 ) Note para
28 of

The initial cost of a property interest held under a lease and | PSAS13

N N . refers to the

classified as an investment property shall be as prescribed for p_r

a_finance lease by paragraph 28 of IPSAS 13, ie the asset| numberin

shall be recognized at the lower of the fair value of the | proposed
IPSAS 13.

property and the present value of the minimum lease
payments. An_equivalent amount shall be recognized as a

liability in accordance with that same paragraph.

Anv premium paid for a lease is treated as part of the minimum

lease payments for this purpose, and is therefore included in the
cost of the asset, but is excluded from the liability. If a property
interest held under a lease is classified as investment property,
the item accounted for at fair value is that interest and not the
underlying property. Guidance on determining the fair value of
a property interest is set out for the fair value model in
paragraphs 42-61. That guidance is also relevant to the
determination of fair value when that value is used as cost for
initial recognition purposes.

One or more investment properties may be acquired in exchange

lease.

35.

36.
Paras 36-38 were
added to refleft the
change in
measurement pf asset
exchange tranfactions
in IPSAS 17.

for a non-monetary asset or assets, or a combination of
monetary and non-monetary assets. The following discussion
refers to an exchange of one non-monetary asset for another, but
it also applies to all exchanges described in the preceding
sentence. The cost of such an investment property is measured
at fair value unless (a) the exchange transaction lacks

commercial substance or (b) the fair value of neither the asset
received nor the asset given up is reliably measurable. The
acquired asset is measured in this way even if an entity cannot
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immediately derecognize the asset given up. If the acquired
asset is not measured at fair value, its cost is measured at the
carrying amount of the asset given up.

An entity determines whether an exchange transaction has

Staff added “if tax
applies” to reflect the
fact that some public
sector entities may not
not be subject to tax.

commercial substance by considering the extent to which its
future cash flows or service potential is expected to change as a
result of the transaction. An exchange transaction has
commercial substance if:

(a) the configuration (risk, timing and amount) of the cash
flows or service potential of the asset received differs from
the configuration of the cash flows or service potential of
the asset transferred, or

(b) the entity-specific value of the portion of the entity’s
operations affected by the transaction changes as a result
of the exchange, and

(¢) the difference in (a) or (b) is significant relative to the fair
value of the assets exchanged.

For the purpose of determining whether an exchange transaction

has commercial substance, the entity-specific value of the
portion of the entity’s operations affected by the transaction
shall reflect post-tax cash flows, if tax applies. The result of
these analyses may be clear without an entity having to perform
detailed calculations.

38.

The fair value of an asset for which comparable market

This section was
deleted by IAPB. The
recognition pijinciple
in para 20 now applies
to both initial jand
subsequent cgsts. The
relevant contents are
now located i paras
23-25.

transactions do not exist is reliably measurable if (a) the
variability in the range of reasonable fair value estimates is not
significant for that asset or (b) the probabilities of the various
estimates within the range can be reasonably assessed and used
in estimating fair value. If the entity is able to determine reliably
the fair value of either the asset received or the asset given up,
then the fair value of the asset given up is used to measure cost
unless the fair value of the asset received is more clearly

evident.
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Measurement-Subsequent-to-nitial After

Recognition

Accounting Policy

3239,

3340.

With the exception noted in_paragraph 43, Aan entity-should
shall choose as_its_accounting policy either the fair value
model in paragraphs 3542-—te—5764 or the cost model in

paragraph 5865—as—its—aceounting—poliey and—should_shall
apply that policy to all of its investment property.

International Public Sector Accounting Standard IPSAS 3 Aet

Swrplus-or-Deficitfor-thePeriod: Accounting Policies, Changes
in Accounting Estimates and Fundamentat Errors-and-Changes

in—Aecountinge—Policies; states that a voluntary change in
accounting policy-shewld shall be made only if the change will
result in a more appropriate presentation of—events—or
transactions, other events or conditions in the entity’s financial
statements-ef-the-entity. It is highly unlikely that a change from
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the fair value model to the cost model will result in a more
appropriate presentation.

This Standard requires all entities to determine the fair value of
investment property, for the purpose of either measurement (if
the entity uses the fair value model) or disclosure (if it uses the
cost model). An entity is encouraged, but not required, to
determine the fair value of investment property on the basis of a
valuation by an independent valuer who holds a recognized and
relevant professional qualification and—whe has recent
experience in the location and category of the investment
property being valued.

30.

32B.

32C.

The following paragraphs 32A-32C were added after the equivalent above para 41 and a cross-
reference to the equivalent to above para 39 was also included by TASB upon issue of IFRS 4
Insurance Contracts. Staff did not incorporate these changes per decision in NY meeting. (Para 34
mentioned in para 30 below is the equivalent to current para 43 in IPSAS 16.)

With the exceptions noted in paragraphs 32A and 34, an entity shall choose as its
accounting policy either the fair value model in paragraphs 33-55 or the cost model in

paragraph 56 and shall apply that policy to all of its investment property.
Investment property linked to liabilities
32A. An entity may:

(a) choose either the fair value model or the cost model for all investment property
backing liabilities that pay a return linked directly to the fair value of, or returns
from, specified assets including that investment property; and

(b choose either the fair value model or the cost model for all other investment property,
regardless of the choice made in (a).

Some insurers and other entities operate an internal property fund that issues notional units,

with some units held by investors in linked contracts and others held by the entity. Paragraph

32A does not permit an entity to measure the property held by the fund partly at cost and
partly at fair value.

If an entity chooses different models for the two categories described in paragraph 32A, sales

of investment property between pools of assets measured using different models shall be

recognized at fair value and the cumulative change in fair value shall be recognised in profit
or loss. Accordingly, if an investment property is sold from a pool in which the fair value
model is used into a pool in which the cost model is used, the property’s fair value at the date
of the sale becomes its deemed cost.

Fair Value Model

3542,

43.

After initial recognition, an entity that chooses the fair value
model-should shall measure all of its investment property at-its

fair value, except in the—exeeptional cases described in
paragraph 5562.

When a property interest held by a lessee under an operating

lease is classified as an investment property under
paragraph 8, paragraph 39 is not elective; the fair value
model shall be applied.
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A gain or loss arising from a change in the fair value of
investment property-showld shall be-ineluded recognized in-net
surplus/ or deficit for the period in which it arises.

The fair value of investment property is the price at which the
property could be exchanged between knowledgeable, willing
parties in an arm’s length transaction (see paragraph 7).usualhy

value specifically excludes an estlmated price inflated or
deflated by special terms or circumstances such as atypical
financing, sale and leaseback arrangements, special
considerations or concessions granted by anyone associated
with the sale.

An entity determines fair value without any deduction for
transaction costs—that-the—entity it may incur on sale or other
disposal.

The fair value of investment property-should _shall reflect-the

aetual market-state-and-ecircumstaneces-as—of conditions at the
reporting date;not-as-of-either-apast-orfuture-date.

The-estimated+{Fair value 1s time--specific as of a given date.
Because—markets—and market conditions may change, the
estimated—valte amount reported as fair value may be incorrect
or inappropriate if estimated at—as of another time. The
definition of fair value also assumes simultaneous exchange and
completion of the contract for sale without any variation in
price that might be made in an arm’s length transaction between
knowledgeable, willing parties if exchange and completion are
not simultaneous.

The fair value of investment property reflects, among other
things, rental revenue from current leases and reasonable and
supportable assumptions that represent—the—market’ s—view—ef
what knowledgeable, willing parties would assume about rental
revenue from future leases in the light of current—market
conditions. It also reflects, on a similar basis, any cash outflows
(including rental payments and other outflows) that could be
expected in respect of the property. Some of those outflows are
reflected in the liability whereas others relate to outflows that
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are not recognized in the financial statements until a later date
(eg periodic payments such as contingent rents).

50. Paragraph 34 specifies the basis for initial recognition of the

cost of an interest in a leased property. Paragraph 42 requires

. the interest in the leased property to be remeasured, if
This para was|added ; B

by the IASB th clarify | De€cessary, to fair value. In a lease negotiated at market rates, the

the measurement fair value of an interest in a leased property at acquisition, net of

regarding property all expected lease payments (including those relating to

Lnt;’:z;;hellga‘;gder at recognized liabilities), should be zero. This fair value does not

Operatiieteas. change regardless of whether, for accounting purposes, a leased

asset and liability are recognized at fair value or at the present

value of minimum lease payments, in accordance with

Para 28 of IP§AS 13 paragraph 28 of IPSAS 13. Thus, remeasuring a leased asset

mentioned hete refers | from cost in accordance with paragraph 34 to fair value in

g;gl;z:gﬁgig lil 3. accordance with paragraph 42 should not give rise to any initial

Its equivalentlin gain or loss, unless fair value is measured at different times.

existing IPSAS 13 is This could occur when an election to apply the fair value model

para 20. is made after initial recognition.
4251. The definition of fair value refers to “knowledgeable, willing

parties”. In this context, “knowledgeable” means that both the
willing buyer and the willing seller are reasonably informed
about the nature and characteristics of the investment property,
its actual and potential uses, and—the—state—of—the market
conditions-as-ef at the reporting date.

43—A willing buyer is motivated, but not compelled, to buy. This

buyer is neither over-eager nor determined to buy at any price.
L ) » ]i and_with 4 |
ions_rather_d . . | hetical |
that—cannot—be—demonstrated—or—anticipated—to—exist—The
assumed buyer would not pay a higher price than-the a market
comprising knowledgeable, willing buyers and sellers would

FCQUITC — b ool e
B R e e

A willing seller is neither an over-eager nor a forced seller,
prepared to sell at any price, nor one prepared to hold out for a
price not considered reasonable in—the current market
conditions.  The willing seller is motivated to sell the
investment property at market terms for the best price

obtainable.-in-the-open-market-after proper-marketing—whatever
that—price—may—be: The factual circumstances of the actual
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investment property owner are not a part of this consideration
because the willing seller is a hypothetical owner (eg a willing
seller would not take into account the particular tax
circumstances of the actual investment property owner).

(13 < 99

The definition of fair value refers to an arm’s length transaction.
An arm’s length transaction is one between parties-whe_that do
not have a particular or special relationship that makes prices of
transactions uncharacteristic of—the market conditions. The
transaction is presumed to be between unrelated parties, each
acting independently.

The best evidence of fair value is—nermally given by current
prices-es in an active market for similar property in the same
location and condition and subject to similar lease and other
contracts. An entity takes care to identify any differences in the
nature, location or condition of the property, or in the
contractual terms of the leases and other contracts relating to the

property.

In the absence of current prices-e#_in an active market of the
kind described in paragraph 4754, an entity considers
information from a variety of sources, including:

(a) current prices-e#_in an active market for properties of
different nature, condition or location (or subject to
different lease or other contracts), adjusted to reflect
those differences;

(b) recent prices of similar properties on less active
markets, with adjustments to reflect any changes in
economic conditions since the date of the transactions
that occurred at those prices; and

() discounted cash flow projections based on reliable
estimates of future cash flows, supported by the terms
of any existing lease and other contracts and (where
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when possible) by external evidence such as current
market rents for similar properties in the same location
and condition, and using discount rates that reflect
current market assessments of the uncertainty in the
amount and timing of the cash flows.

In some cases, the various sources listed in the previous
paragraph may suggest different conclusions-as-te_about the fair
value of an investment property. An entity considers the
reasons for those differences, in order to arrive at the most
reliable estimate of fair value within a-relativelynarrow range
of reasonable fair value estimates.

In exceptional cases, there is clear evidence when an entity first
acquires an investment property (or when an existing property
first becomes an investment property following the completion
of construction or development, or after a change in use) that
the variability in the range of reasonable fair value estimates
will be so great, and the probabilities of the various outcomes
wil-be so difficult to assess, that the usefulness of a single
estimate of fair value is negated. This may indicate that the fair
value of the property will not be reliably determinable-reliably
on a continuing basis (see paragraph 5562).

Fair value differs from value in use, as defined in IPSAS 21
Impairment of Non-Cash-Generating Assets and International
Accounting Standard IAS 36, Impairment of Assets'. Fair value

reflects knowledge and estimates of-participants—in-the-market;
R e

general knowledgeable, willing buyers and sellers. In contrast,
value in use reflects the entity’s—knewledge-and estimates,—as
well-as-entity-speeifie_including the effects of factors that may
be specific to the entity and-that-are not applicable to entities in
general. For example, fair value does not reflect any_of the
following factors to the extent that they would not be generally
available to knowledgeable, willing buyers and sellers:

'IPSAS 21 defines value in use of a non-cash-generating asset as “the present value of the

unit.”

asset’s remaining service potential”. TAS 36, Impairment of Assets, defines value in use as
“the present value of-estimated-the future cash flows expected to-arise be derived from-the

eeﬂ%mum«g—ase—ef an asset-and-from-its—dispesal-at-the—end-ofitslife or cash-generating
The PSC is currently developing a Standard on impairment of cash-generating assets

based on IAS 36. —"Ph%PS&has—rssued—&n—Lm%&tw%He—GemmeM—ﬁ@#mp&m%em—ef
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additional value derived from the creation of a
portfolio of properties in different locations;

synergies between investment property and other
assets;

legal rights or legal restrictions that are specific only to
the current owner; and

tax benefits or tax burdens that are specific to the
current owner.

5259. In determining the fair value of investment property, an entity
aveids does not double--countinng-—of assets or liabilities that are

recognized—in—the—statement—of finaneial position as separate

assets or liabilities. For example:

equipment such as elevators or air-conditioning is often
an integral part of a building and is generally included
in the fair value of the investment property, rather than
being recognized separately as property, plant and
equipment.;

if an office is leased on a furnished basis, the fair value
of the office generally includes the fair value of the
furniture, because the rental revenue relates to the
furnished office. When furniture is included in the fair
value of investment property, an entity does not
recognize that furniture as a separate asset.;-and

the fair value of investment property excludes prepaid
or accrued operating lease revenue,—as because the
entity recognizes it as a separate liability or asset.

the fair value of investment property held under a lease

(a)

(b)

(©)

(d)
Subparal(d) was added
consequgnt on the
amendnjents made to
current para 49.

reflects expected cash flows (including contingent rent
that is expected to become payable). Accordingly, if a
valuation obtained for a property is net of all payments
expected to be made, it will be necessary to add back
any recognized lease liability, to arrive at the fair value

of the investment property for accounting purposes.

5360. The fair value of investment property does not reflect future
capital expenditure that will improve or enhance the property
and does not reflect the related future benefits from this future
expenditure.
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In some cases, an entity expects that the present value of its
payments relating to an investment property (other than
payments relating to recognized-finaneial liabilities) will exceed
the present value of the related cash receipts.—Guidance—on

o Liabilit 41 oo in this situati
be—found—in—AececountingStandards—en—_ An_entity applies

IPSAS 19 Provisions, Contingent Liabilities and Contingent
Assets to determine whether to recognize a liability and, if so,
how to measure it.

Inability to-Measure Determine Fair Value Reliably
5562.

There is a rebuttable presumption that an entity-witl-be-able-to
can reliably determine the fair value of an investment property
reliably on a continuing basis. However, in exceptional cases,
there is clear evidence when an entity first acquires an
investment property (or when an existing property first
becomes investment property following the completion of
construction or development, or after a change in use) that-the
entity—will not—be—able—to—determine the fair value of the
investment property__is not vreliably determinable on a
continuing basis. This arises when, and only when,
comparable market transactions are infrequent and
alternative reliable estimates of fair value (for example, based
on discounted cash flow projections) are not available. In
such cases, an entity—should_shall measure that investment
property using the—benchmark—treatment__cost _model in
IPSAS 17 Property, Plant and Equipment. The residual value
of the investment property-showld shall be assumed to be zero.
The entity-should-continwe—to shall apply IPSAS 17 until-the
disposal of the investment property.

In the exceptional cases when an entity is compelled, for the
reason given in the previous paragraph, to measure an
investment property using the cost model in accordance with

IPSAS 17, benchmark treatment (being  the cost model as
explained—in—paragraph-58-below);—the-entity it measures all its

other investment property at fair value. In these cases, although
an entity may use the cost model for one investment property,
the entity shall continue to account for each of the remaining
properties using the fair value model.

If an entity has previously measured an investment property at
fair value,—the-entity_it-should shall continue to measure the
property at fair value until disposal (or until the property
becomes owner-occupied property or the entity begins to
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develop the property for subsequent sale in the ordinary
course of operations) even if comparable market transactions
become less frequent or market prices become less readily
available.

Cost Model

5865.  After initial recognition, an entity that chooses the cost model
showld shall measure all of its investment property-using—the
benechmark—treatment in accordance with IPSAS 17’s
Property;—Plant-and Equipment_requirements for that model,
that-is; ie_at cost less any accumulated depreciation and any
accumulated impairment losses.

PIs note that the consequential changes to the equivalent para 65 in IAS 40 as a result of issue of

IFRS 5 were NOT incorporated per decision in NY meeting. The equivalent paragraph 56 in

IAS 40 is currently as follows:

56. After initial recognition, an entity that chooses the cost model shall measure all of its
investment properties in accordance with IAS 16’s requirements for that model, other
than those that meet the criteria to be classified as held for sale (or are included in a
disposal group that is classified as held for sale) in accordance with IFRS 5 Non-
current Assets Held for Sale and Discontinued Operations. Investment properties that
meet the criteria to be classified as held for sale (or are included in a disposal group
that is classified as held for sale) shall be measured in accordance with IFRS 5.

Transfers

5966. Transfers to, or from, investment property—showld shall be
made when, and only when, there is a change in use,
evidenced by:

(a) commencement of owner-occupation, for a transfer
from investment property to owner-occupied property;

(b) commencement of development with a view to sale,
for a transfer from investment property to inventories;

(c) end of owner-occupation, for a transfer from owner-
occupied property to investment property;

d) commencement of an operating lease (on a
commercial basis) to another party, for a transfer
from inventories to investment property; or

(e) end of construction or development, for a transfer
from property in the course of construction or
development (covered by IPSAS 17—Property;—Plant
and-Equipment) to investment property.
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A government’s use of property may change over time. For
example, a government may decide to occupy a building
currently used as an investment property or to convert a
building currently used as naval quarters or for administrative
purposes into a hotel and to let that building to private sector
operators. In the former case, the building would be accounted
for as an investment property until commencement of
occupation. In the latter case, the building would be accounted
for as property, plant and equipment until its occupation ceased
and it is reclassified as an investment property.

Paragraph 5966(b)—abeve requires an entity to transfer a
property from investment property to inventories when, and
only when, there is a change in wuse, evidenced by
commencement of development with a view to sale. When an
entity decides to dispose of an investment property without
development,-the-entity it continues to treat the property as an
investment property until it is derecognized (eliminated from
the statement of financial position) and does not treat it as
inventory. Similarly, if an entity begins to redevelop an
existing investment property for continued future use as
investment property,—it_the property remains an investment
property and is not reclassified as owner-occupied property
during the redevelopment.

A government property department may regularly review its
buildings to determine whether they are meeting its
requirements, and as part of that process may identify, and hold,
certain buildings for sale. In this situation, the building may be
considered inventory. However, if the government decided to
hold the building for its ability to generate rent revenue and its
capital appreciation potential it would be reclassified as an
investment property on commencement of any subsequent
operating lease.

Paragraphs 6471-—te—6976—deal—-with_apply to recognition and
measurement issues that-apply arise when an entity uses the fair
value model for investment property. When an entity uses the
cost model, transfers between investment property, owner-
occupied property and inventories do not change the carrying
amount of the property transferred and they do not change the
cost of that property for measurement or disclosure purposes.

For a transfer from investment property carried at fair value
to owner-occupied property or inventories, the property’s cost

16 Investment Property
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for subsequent accounting—under__in__accordance with

IPSAS 17— Propertyy—Plant—and—Eguipment  or IPSAS 12
Inventories-should shall be its fair value at the date of change

in use.

6572. If an owner-occupied property becomes an investment
property that will be carried at fair value, an entity—should
shall apply IPSAS 17-Preperty; Plant-and Equipment up to the
date of change in use. The entity—should _shall treat any
difference at that date between the carrying amount of the
property-under in accordance with IPSAS 17 and its fair value
in the same way as a revaluation-under_in_accordance with
IPSAS 17.

6673. Up to the date when an owner-occupied property becomes an
investment property carried at fair value, an entity-centinues—te
depreciates the property and—te recognizes any impairment
losses that have occurred. The entity treats any difference at
that date between the carrying amount of the property-under in
accordance with IPSAS 17 and its fair value in the same way as
a revaluation-under in accordance with IPSAS 17.—Fhismeans
that In other words:

(a) any resulting decrease in the carrying amount of the
property is recognized in-net surplus/ or deficitfor-the
pertod. However, to the extent that an amount is
included in revaluation surplus for that property, the
decrease is charged against that revaluation surplus:
and.,

(b) any resulting increase in the carrying amount is treated
as follows:

(1) to the extent that the increase reverses a
previous impairment loss for that property, the
increase is recognized in—net surplus/ or

deficit-fer-the-period. The amount recognized
in—ret surplus/ or deficitfer—theperiod does

not exceed the amount needed to restore the
carrying amount to the carrying amount that
would have been determined (net of
depreciation) had no impairment loss been
recognized:and.

(11) any remaining part of the increase is credited
directly to equity—under—the—heading—of In
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revaluation surplus. On subsequent disposal
of the investment property, the revaluation
surplus included in equity may be transferred
to accumulated surpluses or deficits. The
transfer from revaluation surplus to
accumulated surpluses or deficits is not made
through——the——statement—of—finanetal

perfoermanee surplus or deficit.

For a transfer from inventories to investment property that
will be carried at fair value, any difference between the fair
value of the property at that date and its previous carrying
amount-sheuld _shall be recognized in-net surplus/ or_deficit

for-the period,

The treatment of transfers from inventories to investment
property that will be carried at fair value is consistent with the
treatment of sales of inventories.

When an entity completes the construction or development of
a self-constructed investment property that will be carried at
fair value, any difference between the fair value of the
property at that date and its previous carrying amount-should
shall be recognized in-net surplus/ or deficit-for-the-period.

Disposals

79.

An investment property—should _shall be derecognized
(eliminated from the statement of financial position) on
disposal or when the investment property is permanently
withdrawn from use and no future economic benefits or
service potential are expected from its disposal.

The disposal of an investment property may-eeetr be achieved
by sale or by entering into a finance lease. In determining the
date of disposal for investment property, an entity applies the
criteria in [IPSAS 9 for recognizing revenue from the sale of
goods and considers the related guidance in the Appendix to
IPSAS 9. IPSAS 13 applies—en_to a disposal effected by
entering into a finance lease-er-by and to a sale and leaseback.

If, in accordance with the recognition principle in paragraph 20,

Para 79 was a

Hded due

to the recogni
principle in p4

lion
ra 20

now applicab]

e to both

an entity recognizes in the carrying amount of an asset the cost
of a replacement for part of an investment property, it
derecognizes the carrying amount of the replaced part. For
investment property accounted for using the cost model, a

initial and sub

sequent

costs.
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replaced part may not be a part that was depreciated separately.
If it is not practicable for an entity to determine the carrying
amount of the replaced part, it may use the cost of the
replacement as an indication of what the cost of the replaced
part was at the time it was acquired or constructed. Under the
fair value model, the fair value of the investment property may
already reflect that the part to be replaced has lost its value. In
other cases it may be difficult to discern how much fair value
should be reduced for the part being replaced. An alternative to
reducing fair value for the replaced part, when it is not practical
to do so, is to include the cost of the replacement in the carrying
amount of the asset and then to reassess the fair value, as would
be required for additions not involving replacement.

Gains or losses arising from the retirement or disposal of
investment property—should__shall be determined as the
difference between the net disposal proceeds and the carrying
amount of the asset_and shall be recognized in_surplus or
deficit (unless IPSAS 13 Leases requires otherwise on_a sale
and leaseback) in the period of the retirement or disposal.—Fer

the purposes of display in the financial statements, the gain or

The consideration receivable on disposal of an investment
property is recognized initially at fair value. In particular, if
payment for an investment property is deferred, the
consideration received is recognized initially at the cash price
equivalent. The difference between the nominal amount of the
consideration and the cash price equivalent is recognized as
interest revenue—under in accordance with IPSAS 9-en—a—time

propertion—basis—that—takes—into—aceount using the effective
interest methodyield-en-thereceivable.

An entity applies IPSAS 19 or other Standards, as appropriate,

83.

to any-(Guidanee-on-accountingfor liabilities-sueh-as-these that
the—entity it retains after disposal of an investment property.

may  be found i Accounting  Standards  on Provisions.
ot ! | Conti Liabilities).

Compensation from third parties for investment property that

Paras 83-84 wlere
added by the 1ASB.

was impaired, lost or given up shall be recognized in surplus
or deficit when the compensation becomes receivable.
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Impairments or losses of investment property, related claims for

Subpara (a) will be
updated when the
IPSAS based on
IAS 36 is issued.

or payments of compensation from third parties and any
subsequent purchase or construction of replacement assets are
separate_economic events and are accounted for separately as
follows:

(a) impairments of investment property are recognized in
accordance with IPSAS 21 Impairment of Non-Cash-
Generating Assets. IPSAS 21 requires application of
IAS 36 Impairment of Assets to cash-generating assets;

(b) retirements or disposals of investment property are
recognized in accordance with paragraphs 77-82 of this
Standard;

(¢) compensation from third parties for investment

property that was impaired, lost or given up 1is
recognized in surplus or deficit when it becomes
receivable: and

(d) the cost of assets restored, purchased or constructed as
replacements is determined in accordance with
paragraphs 26-38 of this Standard.

Disclosure
Fair Value Model and Cost Model

7485.

The disclosures—set—eut below apply in addition to those in
IPSAS 13. Underln accordance with IPSAS 13, the owner of an
investment property-gives provides-a lessors’s disclosures about
operating—leases_into which it has entered. UnderPSASH3
aAn entity that holds an investment property under a finance
lease or operating lease—gives provides a-lessees’s disclosures
about-that for finance leases and a-lessors’s disclosures-abeout
for any operating leases into which-that-the-entity it has-granted

entered.

An entity-showld shall disclose:

(a) whether it applies the fair value or the cost model.

(b) if it applies the fair value model, whether, and in what
circumstances, __property __interests __held _under
operating leases are classified and accounted for as
investment property.
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(ac) when classification is difficult (see paragraph 1618),
the criteria—developed—by—the—entity it _uses to

distinguish investment property from owner-occupied
property and from property held for sale in the
ordinary course of operationss;.

(bd) the methods and significant assumptions applied in
determining the fair value of investment property,
including a statement whether the determination of
fair value was supported by market evidence or was
more heavily based on other factors (which the entity
showld shall disclose) because of the nature of the
property and lack of comparable market data;.

(ee) the extent to which the fair value of investment
property (as measured or disclosed in the financial
statements) is based on a valuation by an independent
valuer who holds a recognized and relevant
professional qualification and—wvhe has recent
experience in the location and category of the
investment property being valued. If there has been
no such valuation, that fact—should__shall be
disclosed;.

(4f) the amounts—ineluded recognized in-the-statement-of
financial-performanee surplus or deficit for:

(i) rental revenue from investment property;

(i) direct operating expenses (including repairs
and maintenance) arising from investment
property that generated rental revenue
during the period; and

(iii) direct operating expenses (including repairs
and maintenance) arising from investment
property that did not generate rental revenue
during the period;.

A Subpara (f)(iv) re investment property backing liabilities was added to IAS 40 by IASB

upon issuing IFRS 4 Insurance Contracts as follows. Staff did not incorporate it per

decision made in NY meeting.

75()(iv)  the cumulative change in fair value recognized in profit or loss on a sale of
investment property from a pool of assets in which the cost method is used into a
pool in which the fair value model is used (see paragraph 32 C).
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(e2) the existence and amounts of restrictions on the
realizability of investment property or the remittance
of revenue and proceeds of disposal;-and,

(h) material—contractual obligations to purchase,
construct or develop investment property or for
repairs, maintenance or enhancements.

Fair Value Model

#687.  In addition to the disclosures required by paragraph 7586, an
entity that applies the fair value model in paragraphs 3542--to
5764-should shall-alse disclose a reconciliation-of between the
carrying amounts of investment property at the beginning and
end of the period, showing the following—(comparative
" Lo red):

(a) additions, disclosing separately those additions
resulting from acquisitions and those resulting from
capitalized subsequent expenditure recognized in the
carrying amount of an asset;

(b) additions resulting from acquisitions through entity
combinations;

(c) disposals;

The amendments to subpara (c) by ITASB upon issue of IFRS 5 were NOT incorporated

per decision in NY meeting. The equivalent para 76(c) in IAS 40 is as follows:

76(c) assets classified as held for sale or included in_a disposal group classified as
held for sale in accordance with IFRS 5 and other disposals;

(d) net gains or losses from fair value adjustments;
(e) the net exchange differences arising on the
Subphra (¢) was translation of the financial statements—of-a—foreign
amenfed due to the entity_into_a_different presentation currency, and on
change in IPSAS 4. translation _of _a__ foreign __operation _into __the
presentation _currency of the reporting entity;

) transfers to and from inventories and owner-occupied
property; and

(2) other-movements changes.

IPSAS 16 Investment Property
Item 12.4 Marked-up IPSASs 17 16, 3 and 6
PSC New Delhi November 2004



page 12.91

88. When a valuation obtained for investment property is adjusted
significantly for the purpose of the financial statements, for
example to avoid double-counting of assets or liabilities that

Para 88 was aflded due

to the additional
example in cufrent

are recognized as separate assets and liabilities as described in
paragraph 59, the entity shall disclose a reconciliation

para 59(d).

between the valuation obtained and the adjusted valuation
included in the financial statements, showing separately the

7789.

aggregate amount of any recognized lease obligations that
have been added back, and any other significant adjustments.

In the exceptional cases referred to in paragraph 62, when an
entity measures investment property using the—benehmark

treatment__cost _model in IPSAS 17—Property,—Plant—and
Eoui 7 ¢ hetack-of liabletai e,

parasraph-55—above), the reconciliation required by—the
previous paragraph_87-should shall disclose amounts relating

to that investment property separately from amounts relating
to other investment property. In addition, an entity—should
shall disclose:

(a) a description of the investment property;

(b) an explanation of why fair value cannot be
determined reliably-measured;

(c) if possible, the range of estimates within which fair
value is highly likely to lie; and

(d) on disposal of investment property not carried at fair
value:

(i) the fact that the entity has disposed of
investment property not carried at fair value;

(i) the carrying amount of that investment
property at the time of sale; and

(iii) the amount of gain or loss recognized.

Cost Model

7890).

In addition to the disclosures required by paragraph 7586, an
entity that applies the cost model in paragraph 5865-showld
shall-alse disclose:

(a) the depreciation methods used;

IPSAS 16 Investment Property
Item 12.4 Marked-up IPSASs 17 16, 3 and 6
PSC New Delhi November 2004



(b)
(©

(d)

page 12.92

the useful lives or the depreciation rates used;

the gross carrying amount and the accumulated
depreciation (aggregated  with accumulated
impairment losses) at the beginning and end of the
period;

a reconciliation of the carrying amount of investment
property at the beginning and end of the period,

showing the following—(comparative—information—is
not required):

(i) additions, disclosing separately those
additions resulting from acquisitions and

those resulting from—eapitalized subsequent
expenditure recognized as an asset;

(i) additions resulting from acquisitions
through entity combinations;

(iii) disposals;

The amendments to subpara (d)(iii) by TASB upon issue of IFRS 5 were NOT
incorporated per decision in NY meeting. The equivalent para 79 (d)(iii) in IAS
40 is as follows:

79(d)(iii)

classified as held for sale in accordance with IFRS 5 and other_disposals.

assets _classified as held for sale or included in _a disposal group

(iv) depreciation;

) the amount of impairment losses recognized,

Subpara (v) will be
updated when the IPSAS
based on IAS 36 is
isshed;

and the amount of impairment losses
reversed, during the period_in_accordance
with IPSAS 21 and IAS 36;

Vi) the net exchange differences arising on the
translation of the financial statements—of-a

Subparagraph (vi) was
anjended due to the
chinge in IPSAS 4.

foreign—entity_into_a_different presentation
currency, and _on_translation of a foreign
operation_into the presentation currency of
the reporting entity;

(vii) transfers to and from inventories and owner-
occupied property; and

(viii) other-movements changes; and
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(e) the fair value of investment property. In the
exceptional cases described in paragraph 5562, when
an entity cannot determine the fair value of the
investment property reliably, the entity—should shall

disclose:
(i) a description of the investment property;
(i) an explanation of why fair value cannot be

determined reliably; and

(iii) if possible, the range of estimates within
which fair value is highly likely to lie.

Transitional Provisions

Initial Adoption of Accrual Accounting

79-

8091.

relocated to current para 92.

Consistent wi

h IPSAS

17, Staff chanjged the

sequence of p

Fevious

paras 79 and

0.

7992,

&193.

Para 93 was r

1o

cated

from previoug

para 81.

The amendmg

nts to

this para were
clarify its inte|

to

nt.

An entity that adopts accrual accounting for the first time in
accordance with International Public Sector Accounting
Standards-may _shall initially recognize investment property at
cost or fair value. For investment properties that were
acquired at no cost, or for a nominal cost, cost is the
investment property’s fair value as at the date of acquisition.

Grsttime. ity-initiall .o
adoption of this Standard, tThe entity should report_shall
recognize the effect of the initial recognition of investment
property as an adjustment to the opening balance of
accumulated surpluses or deficits for the period in which the
Standard is first adopted.

WhenPrior to initially adoptionng of this Standard, an entity
may recognize investment property on a basis other than cost or
fair value as defined in this Standard, or may control investment
property that it has not previously recognized. This Standard
allews_ requires entities to initially recognize investment
property at cost or fair value as at the date of first adoption of
this Standard. Where assets are initially recognized at cost and
were acquired at no cost, or for a nominal cost, cost will be
determined by reference to the investment property’s fair value
as at the date of acquisition. Where the cost of acquisition of an
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investment property is not known, its cost may be estimated by
reference to its fair value as at the date of acquisition.

Fair Value Model

8294.

Given that tra

hsitional

provisions in

PSASs

still deal with

first-

time adoption|

Staff

retained para
94(previous p

hra 82)

and also adde

[l para 97

per IASB’s cHi

anges to

IAS 40.

8395.

The minor ch{
made here wa

nge
b due to

the eliminatio
allowed altern

h of
ative in

proposed IPS

\S 3.

Under the fair value model, an entity—should—report_shall
recognize the effect of adopting this Standard on its effective
date (or earlier) as an adjustment to the opening balance of
accumulated surpluses or deficits for the period in which the
Standard is first adopted. In addition:

(a) if the entity has previously disclosed publicly (in
financial statements or otherwise) the fair value of its
investment property in earlier periods (determined on
a basis that satisfies the definition of fair value in
paragraph 67 and the guidance in paragraphs 3745-
to—5461), the entity is encouraged, but not required;
to:

(i) to __adjust the opening balance of
accumulated surpluses or deficits for the
earliest period presented for which such fair
value was disclosed publicly; and

(i) to_restate comparative information for those

periods; and

(b) if the entity has not previously disclosed publicly the

information described in (a),-the-entity it-showld shall

not restate comparative information and-sheuld shall
disclose that fact.

On the initial application of this Standard an entity may choose
to apply the fair value model in respect of investment property
already recognized in its financial statements. When this
occurs, this Standard requires any adjustment to the carrying
amount of the investment property to be taken to the opening
balance of accumulated surpluses or deficits for the period in
which the Standard is first applied. This Standard requires a
treatment different-treatment from-the-benchmark-and-allewed
alternative treatments for changes inaccounting policies that
required—under by IPSAS 3. IPSAS 3 requires comparative
information to be restated—(benchmarktreatment)-or-additional
pro forma comparative information on a restated basis to be

chsetosed—taHovwed—alternatne —trentmienty unless—it—is  such
restatement is impracticable—te—de—se._ This Standard only
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encourages such comparative information to be restated in
certain circumstances.

When an entity first-adepts_applies this Standard, the adjustment
to the opening balance of accumulated surpluses or deficits
includes the reclassification of any amount held in revaluation
surplus for investment property.

An entity that has previously applied IPSAS 16 (2001) and

Para 97 was aflded by
IASB. The wqrding

here is slightly
different from that in
IAS 40 as IPSAS 16
deals with both first-

time adoptionfof
IPSASs and

changeover frpm
existing IPSAR 16.

elects for the first time to classify and account for some or all
eligible property _interests _held _under operating leases as
investment property shall recognize the effect of that election
as_an_adjustment to _the opening balance of accumulated
surpluses or deficits for the period in which the election is first
made. _In_addition, if the entity has previously disclosed
publicly (in financial statements or otherwise) the fair value of

those property interests_in_earlier _periods, paragraph 94 (a)
applies. If the entity has not previously disclosed publicly the
information_related to those property interests described in
paragraph 94 (a), paragraph 94 (b) applies.

Cost Model

| 8598.

99.

Prior to initial adoption of this Standard an entity may recognize
its investment property on a basis other than cost, for example
fair value or some other measurement basis. IPSAS 3 applies to
any change in accounting policies that-eeeurs is made when an
entity first-adepts_applies this Standard and chooses to use the
cost model. The effect of the change in accounting policies
includes the reclassification of any amount held in revaluation
surplus for investment property.

IPSAS 3 requires an entity to retrospectively apply accounting

Para 99 wap
introduced|to clarify
requirements on
initial adoption.

policies unless it is impracticable to do so. Therefore, when an
entity initially recognizes investment property at cost and
chooses to use the cost model in accordance with this Standard,
it shall also recognize any accumulated depreciation and any
accumulated impairment losses that relate to that property, as if
it had always applied these accounting policies.

100.

For entities that have previously applied IPSAS 16 (2001), the

The wording of para
100 is slightly
different from IAS 40
as IPSAS 16 deals
with both first-time
adoption and
changover from
existing IPSAS 16.

requirements _of paragraphs 36-38 regarding the initial
measurement _of an__investment property acquired in_an
exchange of assets transaction_shall be applied prospectively
only to future transactions.
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Effective Date

86101,

An__entity _shall _apply _Tthis International Public Sector

87102.

Accounting Standard-becomes—effective for annual financial

statements covering periods beginning on or after
IHanuwary 2003 _MM DD YYYY.  Earlier application is
encouraged. If an entity applies this Standard for_a periods
beginning before—1-Janunary2003_MM DD YYYY, it should
shall disclose that fact.

When an entity adopts the accrual basis of accounting, as
defined by International Public Sector Accounting Standards,
for financial reporting purposes, subsequent to this effective
date, this Standard applies to the entity’s annual financial
statements covering periods beginning on or after the date of
adoption.

Withdrawal of IPSAS 16 (2001)

103.

This Standard supersedes IPSAS 16 Investment Property issued

The withdrawal
para was added per
decision made in
NY meeting.

in 2001.
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This appendix has been deleted in improved IAS
40. However, given its usefulness, Staff retained
and updated it. Also, it is renamed as it is not eC 12.97

o . .
Ap.p.e.n.d.l* authoritative.

Illustrative Decision Tree

The decision tree accompanies, but is not part of, IPSAS 16.

O ho 14 OA) o

Is the

property held
for sale in the Yes IR Use IPSAS 12 Inventories

ordinary >

course of

business?

Yes
Use IPSAS 17 Property, Plant and
Is the property > Equipment
owner- (benehmark cost or alleswved
occupied? alternative revaluation model)
No
\ Yes

Is the property Use IPSAS 17 Property, Plant and

being Equipment
constructed or (Bomshmesconl or—stesmod i
developed? revaluation model until completion

No

\

The property is an
investment property

No

Does the entity Yes Use fair value model in IPSAS

hold any - > 16 Investment Property for all

lnversttmen(; investment properties
property under

operating lease?

No

 J Fair value model

Which model is >
chosen for all
investment
properties?
|

Use IPSAS 17 Property, Plant
Cost model and Equipment (benchmark cost)
\/ with disclosure from IPSAS 16
Investment Property.
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Comparison with IAS 40

International Public Sector Accounting Standard IPSAS 16
Investment Property is drawn primarily from International
Accounting Standard IAS 40 (20002003), Investment Property. The
main differences between IPSAS 16 and IAS 40 are as follows:

IPSAS 16 requires that investment property initially be
measured at cost and specifies that where an asset is acquired for
no cost or for a nominal cost, its cost is its fair value as at the
date of acquisition. IAS 40 requires investment property to be
initially measured at cost.

There is additional commentary to make clear that IPSAS 16
does not apply to property held to deliver a social service which
also generates cash inflows. Such property is accounted for in

accordance with IPSAS 17 Property, Plant and Equipment.

Transitional

provisions in
IPSASs deal ¥

both first-timg

adoption and
changeover,
while transitig
provisions in
IFRSs only ap
to entities thaf

have applied

IFRSs. The figst
time applicatipn

of IFRSs is

vith

nal

ply

specified in IRS

1.

This
difference no
longer exists
because there
is a general
recognition

principle for
initial costs

and
subsequent
expenditures.

IPSAS 16 contains transitional provisions for both the first time
adoption and changeover from the previous version of
IPSAS 17. TAS 40 only contains transitional provisions for
entities that have already used IFRSs. IFRS 1 deals with first
time adoption of IFRSs. IPSAS 16 includes additional
transitional provisions which specify that when an entity adopts
the accrual basis of accounting for the first time and recognizes

investment property that was previously unrecognized, the
adjustment should be reported in the opening balance of

I

accumulated surpluses or deficits. Fhetransitional-provistons
: onting this S g] . PrOpers

IFRS 1 also
provides this
relief to
entities who
choose cost
model.

e At the time of issuing this Standard, the PSC has not considered
the applicability of IAS 41, Agriculture, to public sector entities,
therefore IPSAS 16 does not reflect amendments made to
IAS 40 consequent upon the—issuing issue of International
Accounting Standard IAS 41.
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e At the time of issuing this Standard, the PSC has not considered
the applicability of IFRS 4 Insurance Contracts, to public sector
entities, therefore, IPSAS 16 does not reflect amendments made
to IAS 40 consequent upon the issue of IFRS 4.

e At the time of issuing this Standard, the PSC has not considered
the applicability of IFRS 5 Non-current Assets Held for Sale and
Discontinued Operations, to _public sector entities, therefore
IPSAS 16 does not reflect amendments made to IAS 40
consequent upon the issue of IFRS 5.

e Commentary additional to that in IAS 40 has been included in
IPSAS 16 to clarify the applicability of the standards to
accounting by public sector entities.

e [PSAS 16 uses different terminology, in certain instances, from
IAS 40. The most significant examples are the use of the terms
“entity’5—"“revenue”, “statement of financial performance” and
“statement of financial position” in IPSAS 16. The equivalent
terms in IAS 40 are “enterprise”-“income”, “income statement”
and “balance sheet”.
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