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New Zealand Equivalent to International Accountingn8tad 40Investment Property
(NZ IAS 40)is set out in paragraphs 1-86. NZ IAS 40 is baselt@nnational Accounting
Standard 40Investment Property(IAS 40) (2003) initially issued by the Internatan
Accounting Standards Committee (IASC) and subsequeastlised by the International
Accounting Standards Board (IASB). All the paragrapage equal authority but retain the
IASC format of the Standard when it was adopted byYi&SB. NZ IAS 40 should be read
in the context of its objective the IASC’s and IASBasis for Conclusions on IAS 4thd
the New Zealand Equivalent to the IA$Bamework for the Preparation and Presentation
of Financial StatementéNZ FrameworR. NZ IAS 8 Accounting Policies, Changes in
Accounting Estimates and Erropsovides a basis for selecting and applying actogn
policies in the absence of explicit guidance.

Any additional material is shown with grey shadingheTparagraphs are denoted with
“NZ” and identify the types of entities to which tharagraphs apply.

This Standard uses the terminology adopted innat@nal Financial Reporting Standards
(IFRSs) to describe the financial statements ahdraglements. NZ IAS Presentation of
Financial Statementgas revised in 2007) paragraph 5 explains thatientother than
profit-oriented entities seeking to apply the Stmddmay need to amend the descriptions
used for particular line items in the financialtetaents and for the financial statements
themselves. For example, profit/loss may be refeto surplus/deficit and capital or share
capital may be referred to as equity.
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This table lists the pronouncements establishind) substantially amending NZ IAS 40.

The table is based on amendments approved as@dt8ber 2010.
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Introduction to NZ IAS 40

The Standard prescribes the recognition and measumte of investment property and
related disclosure requirements.

In adopting IAS 40 for application as NZ IAS 40 thdldwing changes have been made.
NZ IAS 40:

(a) includes a definition of public benefit entitiparagraph NZ 5.1);

(b) in respect of public benefit entities, includeiditional examples of properties that
are not investment properties (paragraph NZ 9.1);

(c) requires that public benefit entities that haeeeived an investment property for no
or nominal cost use fair value as the deemed -cost ifitial recognition
(paragraph NZ 20.1);

(d) requires that entities use the fair value mddehccount for investment properties.
A number of editorial changes have been made to vemeference to the cost
model throughout the Standard (paragraphs 30-32);

(e) requires valuations to be conducted either byirmlependent valuer or by an
experienced employee so long as the basis of vafuét subject to review by an
independent valuer (paragraph NZ 33.1); and

) requires entities to disclose details of eaaluer employed (paragraph NZ 75.1).

Profit-oriented entities, other than qualifying ides applying any differential reporting

concessions, that comply with NZ IAS 40 will simultansly be in compliance with

IAS 40. Public benefit entities using the “NZ” pamaghs in the Standard that specifically
apply to public benefit entities may not simultangly be in compliance with IAS 40.

Whether a public benefit entity will be in compli@with IAS 40 will depend on whether
the “NZ” paragraphs provide additional guidance famblic benefit entities or contain

requirements that are inconsistent with the cormedpg IASB Standard and will be

applied by the public benefit entity.

Differential Reporting

Qualifying entities are given a concession to tlgiirements of this Standard (as identified
in the Standard).
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New Zealand Equivalent to International
Accounting Standard 40

Investment Property (NZ IAS 40)

Objective

1 The objective of this Standard is to prescribe #tcounting treatment for
investment property and related disclosure requeérdm

Scope

2 This Standard shall be applied in the recognition measurement and
disclosure of investment property.

3 Among other things, this Standard applies to tteasurement in a lessee’s
financial statements of investment property intesréeld under a lease accounted
for as a finance lease and to the measuremenlessar’s financial statements of
investment property provided to a lessee underpamnading lease. This Standard
does not deal with matters covered in NZ IASLEAsesincluding:

(@) classification of leases as finance leaseperating leases;

(b) recognition of lease income from investment perty (see also
NZ IAS 18Revenug

(c) measurement in a lessee’s financial statemangsoperty interests held
under a lease accounted for as an operating lease;

(d) measurement in a lessor’s financial statemehits net investment in a
finance lease;

(e) accounting for sale and leaseback transactant;
)] disclosure about finance leases and operatiagds.
4 This Standard does not apply to:

(a) biological assets related to agricultural ditiv (see NZIAS 41
Agriculture); and

(b) mineral rights and mineral reserves such asnaitural gas and similar
non-regenerative resources.
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Qualifying Entities

NZ 4.1

Entities which qualify for differential reporting concessions in accordance
with the Framework for Differential Reporting for Entities Applying the
New Zealand Equivalents to International Financial Reporting Standards
Reporting Regime (2005) may account for investment properties in
accordance with:

(a) NZ IAS 40. Under NZ IAS 40 an entity is required after initial
recognition, to measure investment property at itfair value at the
end of the reporting period (paragraphs 33 and 38)or

(b) the cost model in NZ IAS 16.

Definitions

5

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

Carrying amount is the amount at which an asset is recognised irhe
statement of financial position.

Cost is the amount of cash or cash equivalents paid ¢he fair value of other
consideration given to acquire an asset at the timef its acquisition or
construction or, where applicable, the amount attdbuted to that asset when
initially recognised in accordance with the specié requirements of other
New Zealand equivalents to IFRSs, eg NZ IFRS @hare-based Payment.

Fair value is the amount for which an asset could be exchangeoetween
knowledgeable, willing parties in an arm’s length tansaction.

Investment property is property (land or a building—or part of a building—
or both) held (by the owner or by the lessee undea finance lease) to earn
rentals or for capital appreciation or both, rather than for:

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

(b)  sale in the ordinary course of business.

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

Public Benefit Entities

NZ 5.1

The following term is used in this Standardvith the meaning specified:

Public benefit entities are reporting entities whose primary objective isto
provide goods or services for community or social dnefit and where any
equity has been provided with a view to supportinghat primary objective
rather than for a financial return to equity holders.
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6 A property interest that is held by a lessee undegin operating lease may be
classified and accounted for as investment propertyf, and only if, the
property would otherwise meet the definition of aninvestment property and
the lessee uses the fair value model set out in pgraphs 33-55 for the asset
recognised. This classification alternative is aviable on a property-by-
property basis. However, once this classificatioalternative is selected for
one such property interest held under an operatinglease, all property
classified as investment property shall be accourdefor using the fair value
model. When this classification alternative is setted, any interest so
classified is included in the disclosures requirelly paragraphs 74—78.

7 Investment property is held to earn rentals ordapital appreciation or both.
Therefore, an investment property generates casvsflargely independently of
the other assets held by an entity. This dististges investment property from
owner-occupied property. The production or supglgaods or services (or the
use of property for administrative purposes) gemsracash flows that are
attributable not only to property, but also to ethssets used in the production or
supply process. NZ IAS 1Broperty, Plant and Equipmenapplies to owner-
occupied property.

8 The following are examples of investment property:

(a) land held for long-term capital appreciatiothea than for short-term sale
in the ordinary course of business.

(b) land held for a currently undetermined futuse.u (If an entity has not
determined that it will use the land as owner-ocaligeoperty or for
short-term sale in the ordinary course of busingss]and is regarded as
held for capital appreciation.)

(c) a building owned by the entity (or held by tmeity under a finance lease)
and leased out under one or more operating leases.

(d) a building that is vacant but is held to beséghout under one or more
operating leases.

(e) property that is being constructed or develoged future use as
investment property.

9 The following are examples of items that are meestment property and are
therefore outside the scope of this Standard:

(a) property intended for sale in the ordinary seuof business or in the
process of construction or development for sucte gake NZ IAS 2
Inventorie$, for example, property acquired exclusively witlviaw to
subsequent disposal in the near future or for dgwveént and resale.

(b) property being constructed or developed on lheifathird parties (see
NZ IAS 11Construction Contrac)s

(c) owner-occupied property (see NZ IAS 16), inclgdfamong other things)
property held for future use as owner-occupied ptypproperty held for
future development and subsequent use as owneriedcypoperty,
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property occupied by employees (whether or not thpleyees pay rent
at market rates) and owner-occupied property avgadiaposal.

(d) [deleted by IASB]
(e) property that is leased to another entity ursdiémance lease.

Public Benefit Entities

NZ 9.1

In respect of public benefit entities, prapenay be held to meet service delive
objectives rather than to earn rental or for cagipgreciation. In such situation
the property will not meet the definition of investmt property and will be
accounted for under NZ IAS 16, for example:

(@) property held for strategic purposes; and

(b) property held to provide a social serviceJuding those which generat
cash inflows where the rental revenue is inciderdathe purpose fo
holding the property.

02

@

10

11

12

13

14

Some properties comprise a portion that is heléarn rentals or for capital
appreciation and another portion that is held & in the production or supply of
goods or services or for administrative purposiéshese portions could be sold
separately (or leased out separately under a finlaase), an entity accounts for
the portions separately. If the portions could m®tsold separately, the property
is investment property only if an insignificant gon is held for use in the
production or supply of goods or services or fanadstrative purposes.

In some cases, an entity provides ancillaryisesvto the occupants of a property
it holds. An entity treats such a property as itmest property if the services
are insignificant to the arrangement as a whole.example is when the owner
of an office building provides security and maireteoe services to the lessees
who occupy the building.

In other cases, the services provided are gignif. For example, if an entity
owns and manages a hotel, services provided to gyaest significant to the
arrangement as a whole. Therefore, an owner-martagtetlis owner-occupied
property, rather than investment property.

It may be difficult to determine whether ancifl@ervices are so significant that a
property does not qualify as investment properar example, the owner of a
hotel sometimes transfers some responsibilities thisd parties under a
management contract. The terms of such contracts widely. At one end of
the spectrum, the owner’'s position may, in substamee that of a passive
investor. At the other end of the spectrum, the owmay simply have
outsourced day-to-day functions while retaining Bigant exposure to variation
in the cash flows generated by the operations ofitel.

Judgement is needed to determine whether a pyopealifies as investment
property. An entity develops criteria so that ithcexercise that judgement
consistently in accordance with the definition oféaetment property and with the
related guidance in paragraphs 7-13. Paragrapb) 76Quires an entity to
disclose these criteria when classification is diffi.
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15

In some cases, an entity owns property thatasele to, and occupied by, its
parent or another subsidiary. The property does qualify as investment
property in the consolidated financial statemebéx;ause the property is owner-
occupied from the perspective of the group. Howefrem the perspective of
the entity that owns it, the property is investm@moperty if it meets the
definition in paragraph 5. Therefore, the lesseats the property as investment
property in its individual financial statements.

Recognition

16

17

18

19

Investment property shall be recognised as anset when, and only when:

(a) it is probable that the future economic benefi that are associated
with the investment property will flow to the entity; and

(b)  the cost of the investment property can be meased reliably.

An entity evaluates under this recognition ppieiall its investment property

costs at the time they are incurred. These costade costs incurred initially to

acquire an investment property and costs incuabdesquently to add to, replace
part of, or service a property.

Under the recognition principle in paragraph d%,entity does not recognise in
the carrying amount of an investment property tlosts of the day-to-day
servicing of such a property. Rather, these cagtgecognised in profit or loss
as incurred. Costs of day-to-day servicing arengrily the cost of labour and
consumables, and may include the cost of minorspafthe purpose of these
expenditures is often described as for the ‘repamd maintenance’ of the
property.

Parts of investment properties may have beenimehthrough replacement. For
example, the interior walls may be replacements rigiral walls. Under the

recognition principle, an entity recognises in tharrying amount of an

investment property the cost of replacing partofaisting investment property
at the time that cost is incurred if the recogmit@iteria are met. The carrying
amount of those parts that are replaced is derésedjin accordance with the
derecognition provisions of this Standard.

Measurement at recognition

20

An investment property shall be measured initiajl at its cost. Transaction
costs shall be included in the initial measurement.

Public Benefit Entities
NZ 20.1 In respect of public benefit entities, notithstanding paragraph 20, where an

investment property is acquired at no cost or for mminal cost, its cost shall
be deemed to be its fair value as at the date of@dsition.

© Copyright 12



21

22
23

24

25

26

27

NZ IAS 40

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

[Deleted by IASB]
The cost of an investment property is not ineeezby:

(a) start-up costs (unless they are necessary itg lthe property to the
condition necessary for it to be capable of opegatin the manner
intended by management),

(b) operating losses incurred before the investnmoperty achieves the
planned level of occupancy, or

(c) abnormal amounts of wasted material, labourtberresources incurred
in constructing or developing the property.

If payment for an investment property is deférrigs cost is the cash price
equivalent. The difference between this amount dmel tbtal payments is
recognised as interest expense over the periockditc

The initial cost of a property interest held unér a lease and classified as an
investment property shall be as prescribed for a fiance lease by
paragraph 20 of NZ IAS 17, ie the asset shall be regnised at the lower of
the fair value of the property and the present vale of the minimum lease
payments. An equivalent amount shall be recogniseds a liability in
accordance with that same paragraph.

Any premium paid for a lease is treated as plaiti® minimum lease payments
for this purpose, and is therefore included indbst of the asset, but is excluded
from the liability. If a property interest held der a lease is classified as
investment property, the item accounted for at ¥alue is that interest and not
the underlying property. Guidance on determining fhir value of a property
interest is set out for the fair value model ingggaphs 33-52. That guidance is
also relevant to the determination of fair value whkteat value is used as cost for
initial recognition purposes.

One or more investment properties may be addumeexchange for a non-

monetary asset or assets, or a combination of rapnahd non-monetary assets.
The following discussion refers to an exchange af aon-monetary asset for
another, but it also applies to all exchanges ds=trin the preceding sentence.
The cost of such an investment property is measatddir value unless (a) the
exchange transaction lacks commercial substan¢e)dhe fair value of neither

the asset received nor the asset given up is helmkasurable. The acquired
asset is measured in this way even if an entity @aimmediately derecognise
the asset given up. If the acquired asset is reatsored at fair value, its cost is
measured at the carrying amount of the asset gigen
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28 An entity determines whether an exchange tramsabtis commercial substance
by considering the extent to which its future cdslwé are expected to change as
a result of the transaction. An exchange transadtas commercial substance if:

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

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

(c) the difference in (a) or (b) is significantatVe to the fair value of the
assets exchanged.

For the purpose of determining whether an excharagesaction has commercial
substance, the entity-specific value of the portafnthe entity’'s operations
affected by the transaction shall reflect postg¢agh flows. The result of these
analyses may be clear without an entity having téopa detailed calculations.

29 The fair value of an asset for which comparahéeket transactions do not exist
is reliably measurable if (a) the variability inetllange of reasonable fair value
estimates is not significant for that asset orti® probabilities of the various
estimates within the range can be reasonably assasseused in estimating fair
value. If the entity is able to determine reliabig fair value of either the asset
received or the asset given up, then the fair vafube asset given up is used to
measure cost unless the fair value of the asseivegtis more clearly evident.

Measurement after Recognition

Accounting policy

30-32 [Paragraphs 30 to 32 are not reproduced i; $tandard. An entity is
not permitted to use the cost model except in tineumstances outlined in
paragraph 53.]

32A-32C [Paragraphs 32A to 32C are not reprodunethis Standard. An entity is not
permitted to use the cost model except in the wistances outlined in
paragraph 53.]

Fair value model

33 After initial recognition, an entity shall measue all of its investment
property at fair value, except in the cases descréal in paragraph 53.

Paragraph 33 has been amended to reflect theéhizcan entity is not permitted to use the costieho
except in the circumstances outlined in paragréph 5

© Copyright 14
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All Entities

NZ 33.1

NZ 33.2

Valuations shall be conducted either:

(@) by an independent valuer; or

(b) where an entity employs a person sufficientlgxperienced to conduct
a valuation, by that person, so long as the valuaih has been subject
to review by an independent valuer.

The fair value of investment property is edetined or reviewed by ah

independent valuer who holds a recognised and mtevyarofessional

qualification and who has recent experience in doation and category of th

investment property being valued.

D

34

35

36

37

38

39

40

41

When a property interest held by a lessee undean operating lease is
classified as an investment property under paragralp 6 the fair value model
shall be applied.

A gain or loss arising from a change in the faivalue of investment property
shall be recognised in profit or loss for the perid in which it arises.

The fair value of investment property is theegrat which the property could be
exchanged between knowledgeable, willing parties iarams length transaction
(see paragraph 5). Fair value specifically exciuale estimated price inflated or
deflated by special terms or circumstances suchtygsical financing, sale and
leaseback arrangements, special considerationsncessions granted by anyone
associated with the sale.

An entity determines fair value without any dedrcfor transaction costs it may
incur on sale or other disposal.

The fair value of investment property shall reféct market conditions at the
end of the reporting period.

Fair value is time-specific as of a given dafecause market conditions may
change, the amount reported as fair value may bernect or inappropriate if
estimated as of another time. The definition ofr faalue also assumes
simultaneous exchange and completion of the canfiac sale without any
variation in price that might be made in an arnéadth transaction between
knowledgeable, willing parties if exchange and coripfieare not simultaneous.

The fair value of investment property refleesiong other things, rental income
from current leases and reasonable and supporsaisiemptions that represent
what knowledgeable, willing parties would assume alveatal income from
future leases in the light of current conditionisalso reflects, on a similar basis,
any cash outflows (including rental payments anceiotutflows) that could be
expected in respect of the property. Some of tloegBows are reflected in the
liability whereas others relate to outflows that ao¢ recognised in the financial
statements until a later date (eg periodic payms&nth as contingent rents).

Paragraph 25 specifies the basis for initiabgedion of the cost of an interest in
a leased property. Paragraph 33 requires the gtterehe leased property to be
remeasured, if necessary, to fair value. In a leegwtiated at market rates, the
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42

43

44

45

46

fair value of an interest in a leased property @jugsition, net of all expected
lease payments (including those relating to recmghliabilities), should be zero.
This fair value does not change regardless of whetbeaccounting purposes, a
leased asset and liability are recognised at falues or at the present value of
minimum lease payments, in accordance with parag2ipdf NZ IAS 17. Thus,
remeasuring a leased asset from cost in accordaitbeparagraph 25 to fair
value in accordance with paragraph 33 should nat gie to any initial gain or
loss, unless fair value is measured at differenes. This could occur when an
election to apply the fair value model is maderdfigial recognition.

The definition of fair value refers to “knowleddme, willing parties”. In this

context, “knowledgeable” means that both the willnger and the willing seller
are reasonably informed about the nature and cesistics of the investment
property, its actual and potential uses, and mackeditions at the end of the
reporting period. A willing buyer is motivated, udt compelled, to buy. This
buyer is neither over-eager nor determined to Bugng price. The assumed
buyer would not pay a higher price than a market prising knowledgeable,

willing buyers and sellers would require.

A willing seller is neither an over-eager nor ecéal seller, prepared to sell at any
price, nor one prepared to hold out for a price omtsidered reasonable in
current market conditions. The willing seller is timated to sell the investment
property at market terms for the best price obtadma The factual circumstances
of the actual investment property owner are not & pa this consideration
because the willing seller is a hypothetical owner dewilling seller would not
take into account the particular tax circumstanoésthe actual investment
property owner).

The definition of fair value refers to an arrféagth transaction. An arm'’s length
transaction is one between parties that do not revearticular or special

relationship that makes prices of transactions aragieristic of market

conditions. The transaction is presumed to be mtwerelated parties, each
acting independently.

The best evidence of fair value is given by eniriprices in an active market for
similar property in the same location and conditéord subject to similar lease

and other contracts. An entity takes care to ifleatiy differences in the nature,

location or condition of the property, or in thent@ctual terms of the leases and
other contracts relating to the property.

In the absence of current prices in an activeketaof the kind described in
paragraph 45, an entity considers information fremvariety of sources,
including:

(a) current prices in an active market for propgsrtof different nature,
condition or location (or subject to different leasr other contracts),
adjusted to reflect those differences;

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

© Copyright 16
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48

49

50
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(c) discounted cash flow projections based on ridiabtimates of future cash
flows, supported by the terms of any existing less& other contracts and
(when possible) by external evidence such as cumaarket rents for
similar properties in the same location and coadijtiand using discount
rates that reflect current market assessments efutitertainty in the
amount and timing of the cash flows.

In some cases, the various sources listed iprieous paragraph may suggest
different conclusions about the fair value of amestment property. An entity

considers the reasons for those differences, iardmarrive at the most reliable

estimate of fair value within a range of reasonéhilevalue estimates.

In exceptional cases, there is clear evidencenvdre entity first acquires an
investment property (or when an existing propertgtfibecomes investment
property after a change in use) that the varighilitthe range of reasonable fair
value estimates will be so great, and the probasliof the various outcomes so
difficult to assess, that the usefulness of a simgtimate of fair value is negated.
This may indicate that the fair value of the prapewill not be reliably
determinable on a continuing basis (see paragraph 5

Fair value differs from value in use, as defiiedNZ IAS 36 Impairment of
Assets Fair value reflects the knowledge and estimateknowledgeable,
willing buyers and sellers. In contrast, value s ueflects the entity’s estimates,
including the effects of factors that may be spectb the entity and not
applicable to entities in general. For exampl&, falue does not reflect any of
the following factors to the extent that they woulat be generally available to
knowledgeable, willing buyers and sellers:

(a) additional value derived from the creation gbatfolio of properties in
different locations;

(b) synergies between investment property and athsests;

(c) legal rights or legal restrictions that aredsfie only to the current owner;
and

(d) tax benefits or tax burdens that are spedifithée current owner.

In determining the carrying amount of investmprdperty under the fair value
model, an entity does not double-count assetsabilities that are recognised as
separate assets or liabilities. For example:

(a) equipment such as lifts or air-conditioningoféen an integral part of a
building and is generally included in the fair walof the investment
property, rather than recognised separately aepsoglant and equipment.

(b) if an office is leased on a furnished basi® ftair value of the office
generally includes the fair value of the furnitutegcause the rental
income relates to the furnished office. When fuma is included in the
fair value of investment property, an entity doest mecognise that
furniture as a separate asset.
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51

52

53

53A

(c) the fair value of investment property excludesepaid or accrued
operating lease income, because the entity recegritsas a separate
liability or asset.

(d) the fair value of investment property held unddease reflects expected
cash flows (including contingent rent that is expddb become payable).
Accordingly, if a valuation obtained for a propeigynet of all payments
expected to be made, it will be necessary to adk éag recognised lease
liability, to arrive at the carrying amount of thevestment property using
the fair value model.

The fair value of investment property does mdéect future capital expenditure
that will improve or enhance the property and doasreflect the related future
benefits from this future expenditure.

In some cases, an entity expects that the fgregakre of its payments relating to
an investment property (other than payments rejatin recognised liabilities)
will exceed the present value of the related casleipes. An entity applies
NZ IAS 37 Provisions, Contingent Liabilities and ContingenssAts to
determine whether to recognise a liability andpiffsow to measure it.

Inability to Determine Fair Value Reliably

There is a rebuttable presumption that an entitycan reliably determine the
fair value of an investment property on a continuig basis. However, in
exceptional cases, there is clear evidence when antity first acquires an
investment property (or when an existing property fist becomes investment
property after a change in use) that the fair valueof the investment property is
not reliably determinable on a continuing basis. Tis arises when, and only
when, comparable market transactions are infrequentind alternative reliable
estimates of fair value (for example, based on disanted cash flow projections)
are not available. If an entity determines that the fair value of an hvestment
property under construction is not reliably determinable but expects the fair
value of the property to be reliably determinable wlen construction is
complete, it shall measure that investment propertyinder construction at cost
until either its fair value becomes reliably deternmable or construction is
completed (whichever is earlier) If an entity determines that the fair value of
an investment property (other than an investment poperty under
construction) is not reliably determinable on a cotinuing basis, the entityshall
measure that investment property using the cost mad in NZ IAS 16. The
residual value of the investment property shall beassumed to be zero. The
entity shall apply NZ IAS 16 until disposal of the mvestment property.

Once an entity becomes able to measure relihlelfair value of an investment
property under construction that has previouslynberasured at cost, it shall
measure that property at its fair value. Once cans8tm of that property is

complete, it is presumed that fair value can beswesl reliably. If this is not the
case, in accordance with paragraph 53, the prophglf be accounted for using
the cost model in accordance with NZ IAS 16.
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The presumption that the fair value of investtrmroperty under construction can
be measured reliably can be rebutted only on IniGaognition. An entity that
has measured an item of investment property urmlestaction at fair value may
not conclude that the fair value of the completeeestment property cannot be
determined reliably.

In the exceptional cases when an entity is cdeghefor the reason given in
paragraph 53, to measure an investment propertygutiie cost model in
accordance with NZ IAS 16, it measures at fair valligts other investment
property, including investment property under camgton. In these cases,
although an entity may use the cost model for omestment property, the entity
shall continue to account for each of the remaiirgperties using the fair value
model.

If an entity has previously measured an investnme property at fair value, it
shall continue to measure the property at fair vale until disposal (or until
the property becomes owner-occupied property or theentity begins to
develop the property for subsequent sale in the omary course of business)
even if comparable market transactions become ledsequent or market
prices become less readily available.

Cost Model

[Paragraph 56 is not reproduced in this Standakd.entity is not permitted to
use the cost model except in the circumstancemedtin paragraph 53.]

Transfers

57

58

Transfers to, or from, investment property shallbe made when, and only
when, there is a change in use, evidenced by:

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

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

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

(d) commencement of an operating lease to anotheagy, for a transfer
from inventories to investment property.

(e) [deleted by IASB]

Paragraph 57(b) requires an entity to transfgoperty from investment property
to inventories when, and only when, there is a changase, evidenced by
commencement of development with a view to sale. Mére entity decides to
dispose of an investment property without develogmiérontinues to treat the
property as an investment property until it is demnised (eliminated from the
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59

60

61

62

statement of financial position) and does not titeas inventory. Similarly, if an
entity begins to redevelop an existing investmewipprty for continued future
use as investment property, the property remainsagstment property and is
not reclassified as owner-occupied property dutiregredevelopment.

Paragraphs 60-65 apply to recognition and measmnt issues that arise when
an entity uses the fair value model for investmenoperty. [Final sentence of
paragraph 59 deleted in NZ IAS 40 — an entity is pertmitted to use the cost
model except in the circumstances outlined in paty53.]

For a transfer from investment property carried at fair value to owner-
occupied property or inventories, the property’s demed cost for subsequent
accounting in accordance with NZ IAS 16 or NZ IAS 2 sall be its fair value
at the date of change in use.

If an owner-occupied property becomes an investnt property that will be
carried at fair value, an entity shall apply NZ IAS 16 up to the date of
change in use. The entity shall treat any differere at that date between the
carrying amount of the property in accordance withNZ IAS 16 and its fair
value in the same way as a revaluation in accordaaavith NZ IAS 16.

Up to the date when an owner-occupied propertyrhes@n investment property
carried at fair value, an entity depreciates thepprty and recognises any
impairment losses that have occurred. The entigts any difference at that date
between the carrying amount of the property in ataoce with NZ IAS 16 and
its fair value in the same way as a revaluationcitoedance with NZ IAS 16. In
other words:

(@) any resulting decrease in the carrying amouhtthe property is
recognised in profit or loss. However, to the extidwtt an amount is
included in revaluation surplus for that propertyie decrease is
recognised in other comprehensive income and redtie revaluation
surplus within equity.

(b) any resulting increase in the carrying amosritéated as follows:

0] to the extent that the increase reverses aiquevimpairment loss
for that property, the increase is recognised ofipor loss. The
amount recognised in profit or loss does not exdbedamount
needed to restore the carrying amount to the cagrgimount that
would have been determined (net of depreciation) mad
impairment loss been recognised.

(ii) any remaining part of the increase is recogdisin other
comprehensive income and increases the revaluaioplus
within equity. On subsequent disposal of the invesiinproperty,
the revaluation surplus included in equity may tendferred to
retained earnings. The transfer from revaluatiamplss to
retained earnings is not made through profit os.los
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For a transfer from inventories to investment poperty that will be carried at
fair value, any difference between the fair value fothe property at that date
and its previous carrying amount shall be recognigkin profit or loss.

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

When an entity completes the construction or delopment of a
self-constructed investment property that will be arried at fair value, any
difference between the fair value of the property tthat date and its previous
carrying amount shall be recognised in profit or I®s.

Disposals

66

67

68

69

70

An investment property shall be derecognised (efinated from the
statement of financial position) on disposal or whethe investment property
is permanently withdrawn from use and no future ecaomic benefits are
expected from its disposal.

The disposal of an investment property may lieesed by sale or by entering
into a finance lease. In determining the dateigasal for investment property,
an entity applies the criteria in NZ IAS 18 for ren@ging revenue from the sale
of goods and considers the related guidance inAgmgendix to NZ IAS 18.
NZ IAS 17 applies to a disposal effected by enteimig a finance lease and to a
sale and leaseback.

If, in accordance with the recognition princiglke paragraph 16, an entity
recognises in the carrying amount of an assetdbeaf a replacement for part of
an investment property, it derecognises the cagrgimount of the replaced part.
Under the fair value model, the fair value of theestment property may already
reflect that the part to be replaced has lostatse In other cases it may be difficult
to discern how much fair value should be reducedHe part being replaced. An
alternative to reducing fair value for the replapadt, when it is not practical to do
S0, is to include the cost of the replacement éencdrrying amount of the asset and
then to reassess the fair value, as would be estjdor additions not involving
replacement. [Second sentence deleted in NZ IAS &0 entity is not permitted to
use the cost model except in the circumstancemedtin paragraph 53.]

Gains or losses arising from the retirement or idposal of investment
property shall be determined as the difference beteen the net disposal
proceeds and the carrying amount of the asset anchall be recognised in
profit or loss (unless NZ IAS 17 requires otherwise m a sale and leaseback)
in the period of the retirement or disposal.

The consideration receivable on disposal ofnaedtment property is recognised
initially at fair value. In particular, if paymerfbr an investment property is
deferred, the consideration received is recognisdihlly at the cash price

equivalent. The difference between the nominal arhofithe consideration and
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72

73

the cash price equivalent is recognised as intem&nue in accordance with
NZ IAS 18 using the effective interest method.

An entity applies NZ IAS 37 or other Standardsagsropriate, to any liabilities
that it retains after disposal of an investmenpprty.

Compensation from third parties for investment poperty that was impaired,
lost or given up shall be recognised in profit ordss when the compensation
becomes receivable.

Impairments or losses of investment propertiated claims for or payments of
compensation from third parties and any subseqoerhase or construction of
replacement assets are separate economic evenégseaadcounted for separately
as follows:

(@) impairments of investment property are recagmhi;n accordance with
NZ IAS 36;

(b) retirements or disposals of investment propestg recognised in
accordance with paragraphs 66—71 of this Standard;

(c) compensation from third parties for investmegmbperty that was
impaired, lost or given up is recognised in profiloss when it becomes
receivable; and

(d) the cost of assets restored, purchased orrcotest as replacements is
determined in accordance with paragraphs 20-29®o8tandard.

Disclosure

74

75

Fair value model and cost model

The disclosures below apply in addition to thos®Z IAS 17. In accordance
with NZ IAS 17, the owner of an investment property vides lessors’
disclosures about leases into which it has enterdeh entity that holds an
investment property under a finance or operatingsde provides lessees’
disclosures for finance leases and lessors’ disodssfor any operating leases
into which it has entered.

An entity shall disclose:

(a) whether it applies the fair value model or, inthe exceptional cases
described in paragraph 53, when an entity cannot detmine the fair
value of the investment property reliably, the costnodel.

Paragraph 75(a) has been amended to reflecatihéhfat under NZ IAS 40 an entity is not permitted
use the cost model, except in the circumstancdsedtn paragraph 53.
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(d)

(e)

()

()]

(h)

NZ IAS 40

if it applies the fair value model, whether, ad in what circumstances,
property interests held under operating leases arelassified and
accounted for as investment property.

when classification is difficult (see paragraptl4), the criteria it uses
to distinguish investment property from owner-occuged property
and from property held for sale in the ordinary couse of business.

the methods and significant assumptions applieth determining the

fair value of investment property, including a staement whether the
determination of fair value was supported by marketevidence or was
more heavily based on other factors (which the eriti shall disclose)
because of the nature of the property and lack ofamparable market

data.

the extent to which the fair value of investmen property (as
measured or disclosed in the financial statementsys based on a
valuation by an independent valuer who holds a regmised and
relevant professional qualification and has recenexperience in the
location and category of the investment property hieg valued. If
there has been no such valuation, that fact shallebdisclosed.

the amounts recognised in profit or loss for:
0] rental income from investment property;

(ii) direct operating expenses (including repairs ad maintenance)
arising from investment property that generated rertal income
during the period; and

(i)  direct operating expenses (including repairsand maintenance)
arising from investment property that did not genemate rental
income during the period.

(iv)  [Paragraph 75(f)(iv) is not reproduced in this 8tmd. An entity
is not permitted to use the cost model except éncilcumstances
outlined in paragraph 53.]

the existence and amounts of restrictions on ¢h realisability of
investment property or the remittance of income andproceeds of
disposal.

contractual obligations to purchase, construcbr develop investment
property or for repairs, maintenance or enhancemers.

All Entities

NZ 75.1 An entity shall disclose in respect of eactaluer employed:
(@)
(b)
(©)

the name of the valuer;
the total fair value of property valued by tha valuer; and
the date(s) of such valuations.
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Fair value model

76 In addition to the disclosures required by paragaph 75, an entity that
applies the fair value model in paragraphs 33-55 sifi disclose a
reconciliation between the carrying amounts of invetment property at the
beginning and end of the period, showing the folloing:

(a) additions, disclosing separately those additian resulting from
acquisitions and those resulting from subsequent ernditure
recognised in the carrying amount of an asset;

(b) additions resulting from acquisitions through husiness
combinations;

(c) assets classified as held for sale or included a disposal group
classified as held for sale in accordance with NZ RS 5 and other
disposals;

(d) net gains or losses from fair value adjustments

(e) the net exchange differences arising on the tmalation of the financial
statements into a different presentation currencyand on translation
of a foreign operation into the presentation curregy of the reporting
entity;

® transfers to and from inventories and owner-ocapied property; and
(9) other changes.

77 When a valuation obtained for investment propest is adjusted significantly
for the purpose of the financial statements, for eample to avoid double-
counting of assets or liabilities that are recognedd as separate assets and
liabilities as described in paragraph 50, the entit shall disclose a
reconciliation between the valuation obtained andhe adjusted valuation
included in the financial statements, showing sepately the aggregate
amount of any recognised lease obligations that haween added back, and
any other significant adjustments.

78 In the exceptional cases referred to in paragrdp 53, when an entity
measures investment property using the cost modehiNZ IAS 16, the
reconciliation required by paragraph 76 shall discbse amounts relating to
that investment property separately from amounts réating to other
investment property. In addition, an entity shalldisclose:

(a) a description of the investment property;
(b) an explanation of why fair value cannot be detenined reliably;

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

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

0] the fact that the entity has disposed of investent property not
carried at fair value;
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(i) the carrying amount of that investment property at the time of
sale; and

(i) the amount of gain or loss recognised.

Cost model

In the exceptional cases described in paragrapb3, when an entity cannot
determine the fair value of the investment propertyreliably and measures
that investment property using the cost model in NZAS 16, it shall also
disclose:

(a) the depreciation methods used;
(b)  the useful lives or the depreciation rates useénd

(c) the gross carrying amount and the accumulated epreciation
(aggregated with accumulated impairment losses) ahe beginning
and end of the period.

(d) [Paragraph 79(d) is not reproduced in this &ath. An entity is not
permitted to use the cost model, except in theunistances outlined in
paragraph 53]

(e) [Paragraph 79(e) is not reproduced in this &eh An entity is not
permitted to use the cost model, except in theunistances outlined in
paragraph 53]

Transitional provisions

80-84

[Paragraphs 80 to 84 have not been reprodugke transitional provisions in
IAS 40 are not applicable to entities adopting NZ W.

Effective date

85

85A

This Standard becomes operative for an entfigancial statements that cover
annual accounting periods beginning on or aftesiriudry 2007. Early adoption
of this Standard is permitted only when an entitjwpbes with NZ IFRS TFirst-
time Adoption of New Zealand Equivalents to Inteoretl Financial Reporting
Standarddor an annual accounting period beginning on teref January 2005.

NZ IAS 1Presentation of Financial Statemerfés revised in 2007) amended the
terminology used throughout New Zealand equivalemt#RSs. In addition it
amended paragraph 62. An entity shall apply thosendments for annual
periods beginning on or after 1 January 2009. Ifeatity applies NZ IAS 1
(revised 2007) for an earlier period, the amendmehiall be applied for that
earlier period.
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85B Paragraphs 8, 9, 48, 53, 54 and 57 were amepdearaph 22 was deleted and
paragraphs 53A and 53B were addedltmprovements to NZ IFRSssued in
June 2008. An entity shall apply those amendmentsperctively for annual
periods beginning on or after 1 January 2009. Aityeist permitted to apply the
amendments to investment property under constmudiiom any date before
1 January 2009 provided that the fair values ofestment properties under
construction were determined at those dates. Eayiglication is permitted. If an
entity applies the amendments for an earlier peitiathall disclose that fact and
at the same time apply the amendments to paragiaphsl 81E of NZ IAS 16
Property, Plant and Equipment

Withdrawal of IAS 40 (2000)

86 [Paragraph 86 is not reproduced. The withdrawhl peevious IASB
pronouncements is not relevant to this Standard.]
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