Money, finance and credit R

UDK 657.15:332.6 (477) DOI 10.26906/eir.2018.68.1016

PRESENTATION OF INFORMATION ABOUT LAND IN THE FINANCIAL
STATEMENTS ACCORDING TO IFRS

V. Dubovaia, PhD Economics
I. Davydova
Poltava National Technical Yuri Kondratyuk University

© Dubovaia V., 2018.
© Davydova 1., 2018.

Cmamma ompumana pedaryieio 26.02.2018 p.

Introduction. Today in the Statement of Financial Position it doesn’t require the separation of the
«Land» article as a specific category of tangible assets with indefinite economic life (which do not require
depreciation). And the requirements on the evaluation and disclosure of information about the land as a
component of real estate depend on its classification in the Statement of Financial Position by the nature and
intent of use: owner-occupied property (IAS 16), investment property (IAS 40), inventory (IAS 2) or
property held for sale (IFRS 5).

Certainly, some companies independently identify land in assets of the Statement of Financial Position
that is of interest for users of general-purpose financial reporting, but IFRS do not allow companies to use
the same land valuation bases of these four categories.

Review of recent researches and publications. To the rescue in the preparation of information about
real estate (including land) of these four categories in accordance with IFRS, accountants are offered [3, 4]
guidance materials and practical manuals [5]. But recent scientific publications draw attention to the
standardization of accounting and financial reporting of land resources [6-8]. As rightly pointed out by
Podvysotska L.Ya. (2016), in IAS/IFRS uses the terms «land» (IAS 16, TAS 17, TAS 40, IAS 41, IFRS 16),
«land asset» (IAS 16), «land element» (IAS 17), «land parcel» (IFRS 16), but without specific definitions.

In Ukraine, in accordance with the Tax Code of Ukraine, a land plot is a part of the earth’s surface
with established boundaries, a specific location, a targeted (economic) purpose and with defined rights to it
[2, paras.14.1.74].

Object. The purpose of the article is to make proposals on the improvement of international norms of
the delivery of information about the land (land parcels) in financial statements.

The main materials and results. A structured comparison of requirements in IAS 16 and TAS 40
regarding the disclosure of financial statements about the land parcels, as a type of property, indicates that
the Notes must necessarily disclose a reconciliation between the carrying amounts at the beginning and end
of the period (Table 1). And additionally to disclose in the application:

cost model — the gross carrying amount and the accumulated impairment losses, fair value (as part of
owner-occupied property it’s in the case of a significant difference fair value from cost; in investment
property it’s necessary);

and in the case of revaluation model it’s the gross carrying amount and the accumulated impairment
losses, the net carrying amount by cost model for each revalued class of PP&E, the fair value.

In accordance with IFRS 5 in the Statement of Financial Position or in Notes, it should be disclosed
the main classes of assets and liabilities classified as held for sale [IFRS 5, P. 38]. Additionally in the period
when the non-current asset (or disposal group) was classified as held for sale or sold, any economic entity in
the notes should disclose the impairment loss or its reversal [IFRS 5, P.20-22, 41].

In order to study the practice of providing information about the land parcels, it were analyzed the
financial statements of seven economic entities for 2016 year, in which was provided land parcels as a part of
owner-occupied property [9-15], and three is with the land parcels as part of investment property [16-18],
including six foreign and four Ukrainian economic entities.

In this case, in three of the six Statements of Financial Position of foreign companies there was
included such articles about the land as: «Land» [11], «Land and residential unit inventories» [16], «Land

and buildings» [17].
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Table 1
Matrix of financial indicators requiring disclosure about the land parcels
as a part of ownership-occupied property and investment property
PP&E Investment property
Cost model Revaluation model Cost model Fair value model
For each class of PP&E: For investment property:
a reconciliation of the carrying amount at the beginning and a reconciliation between the carrying
end of the period showing: amounts at the beginning and end of the period,
additions, showing the following: additions, assets classified
assets classified as held for sale, as held for sale, net gains or losses from fair
impairment losses ets [IAS 16, 73e; IAS 40, 79d] value adjustments ets [IAS 40,76]

For each class of PP&E:
- the gross carrying amount and the accumulated depreciation
(aggregated with accumulated impairment losses) at the beginning
and end of the period [[AS 16, 73d; IAS 40, 79¢];

For each revalued class of
PP&E, the net carrying
amount under the cost
model [IAS 16, 77¢]

The fair value of PP&E when thisis | The fair value of
materially different from the carrying | investment property
amount [IAS 16, 79d] [IAS 40,79¢]

The amounts recognized in profit or loss for: rental income; direct
operating expenses cts [IAS 40,75f]

Thus, in the financial statements of the American company Seneca Foods Corporation, which is a
producer and distributor of food products, there was detailed in the Consolidated Balance Sheet the gross
residual amount of each class of property, plant and equipment including of the «Land» class (Table 2).

Table 2
Fragment “Consolidated Balance Sheets of «Seneca Foods Corporation and Subsidiaries»
as at March 31 2016” [11]

in thousands $ 2016 2015
Assets

Property, plant, and equipment: 587,301 568,879
Land 22,430 20,971
Buildings and improvements 204,944 200,739
Equipment 359,927 347,169

Less accumulated depreciation and amortization 398,464 383,322

Net property, plant, and equipment 188,837 185,557

In Ukraine, as is known, the national form of Statement of Financial Position does not provide for
possibility of additional inclusion of the article with land.

As a result of studying the Notes of the analyzed ten companies there were selected four examples of
the best disclosure of relevant information about the alternative evaluation models of land parcels (Table 3).

Table 3
Selected illustrative companies with information disclosure about the land parcels under the
alternative models of balance sheet valuation [9, 12, 16, 17]

Entity Class of PP&E / Investment property for Land | Model of measurement for Land
British Petroleum (Great Britain) Land and land improvements (PP&E) cost model
Emlak Konut GYO (Turkey) Land (Investment property) cost model

PrISC «Strakhova kompaniia « ASKO-

Medservis» (Ukraine) Land parcels (PP&E) revaluation model

BTA Baltic Insurance Company

(Latvia) Buildings and land (Investment property) fair value model
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Cost model (PP&E)

Thus, in the financial statements of the British transnational monopoly «British Petroleum», which is
one of the largest publicly traded oil and gas companies in the world, there was allocated class «Land and
land improvements» as a part of property, plant and equipment, by which there were elaborately disclosed a
reconciliation of the gross carrying amount (cost) and the accumulated deletion aggregated with
accumulated impairment losses (Table 4).

Table 4
Fragment “Notes to the Financial Statements of British Petroleum
«Property, plant and equipment» as at 31 December 2016 [9, Note 11]
Land and land improvements Land and land improvements
2016 $ million 2015 $ million

Cost Cost

At 1 January, 2016 3,194 At | January, 2015 3,415
Exchange adjustments | (119) Exchange adjustments (259)
Additions 106 Additions 96
Acquisitions 46 Acquisitions -
Remeasurements - Transfers -
Transfers - Reclassified as assets held for sale | -
Deletions (161) Deletions (58)

At 31 December 2016 3,06 At 31 December 2015 3,14

Depreciation Depreciation

At 1 January, 2016 642 At 1 January, 2015 639
Exchange adjustments | (9) Exchange adjustments (10)
Charge for the year 40 Charge for the year 37
Remeasurements - Impairment losses 14
Impairment losses 9 Impairment reversals -
Impairment reversals (2) Transfers -
Transfers - Reclassified as assets held for sale | -
Deletions (96) Deletions (38)

At 31 December 2016 584 At 31 December 2015 642

New book amount New book amount

at 31 December 2016 2,482 at 31 December 2015 2,552

Cost model (Investment property)

The following are provided in the Notes to the financial statements of the Turkish company «Emiak
Konut GYO», whose primary activity is coordination and realization of real estate projects (mostly
residential):

a reconciliation of the carrying amount at the beginning and end of the period under the cost model is
presented separately in the part of the «Land» ta «Office A Block» (Table 5);

the fair values, determined by independent experts, that twice as much as cost (balance sheet
evaluation) in the «Land» part and four times the cost in the «Office A Block» part (Table 6). In this regard,
there is the issue of the reliability of the value of total assets in the Statement of Financial Position.

Table 5
The movement of Investment Property of Emlak Konut GYO in the Notes to the financial statements
as at 31 December 2016 [16, Note 9]

Istanbul Atasehir General in thousands
Dursunkdy Land Management Office A Block of Turkish Lira

1 January 2016 16,000 - 16,000

(Impairment charge) / - - N
reversal of impairment

Additions - - -
Disposals - - -
Transfer - 22,199 22,199
31 December 2016 16,000 22,199 38,199
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Table 6

The fair values of the Investment Property determined by independent valuation of Emlak Konut
GYO in the Notes to the financial statements as at 31 December 2016 [16, Note 9]

31 December 2016 31 December 2015
Avcilar Land 34,942 18,047
Atasehir General Management Office A Block 82,032 -
116,974 18,047

By the way, «Emlak Konut GYO» for the previous 2015 year in the Statement of Financial Position
has twice identified the article «Land and residential unit inventories» separately as part in current and non-
current assets for land parcels that have not yet been used as investment property, with disclosure in Notes on
the carrying amount of each parcel at the beginning and end of the period.

Revaluation model (PP&E)

In the Notes to the financial statements of PrJSC «Strakhova kompaniia « ASKO-Medservis», whose
primary activity is other insurance than life insurance, the «L.and parcels» class is allocated as part of fixed
assets and in so doing states the following: «Separate fixed assets (property, plant and equipment) after their
recognition as an asset, are accounted for at a revalued amount, that is its fair value at the date of revaluation
less any further accumulated depreciation and subsequent accumulated impairment losses» [12]. And then in
tabular form the fair value and the amount of appraisal of land parcels for 2015-2016 years are given
(Table 7).

Table 7
Information disclosure about the land parcels in the Notes to the financial statements of PrJSC
«Strakhova kompaniia «<ASKQO-Medservis» as at 31 December 2016 [12, Note 5]

Indicators Investment Land O.fﬁce Other fixed Total
property parcels equipment assets
Initial cost:

31 December 2014 3899 4795 92 1321 10107
Additions 9999 28 10027
Disposals (2) 3) (5)
Appraisal

31 December 2015 3899 14794 118 1381 20129
Additions 32 32
Disposals
Appraisal 1142 18397 19532

31 December 2016 5041 33191 150 1381 39700

Accumulated depreciation:
31 December 2014 1538 24 130 1697
Accrual for 2015 year 14 92 106
31 December 2015 1538 37 222 1797
Accrual for 2016 year (1538) 0 30 109 (1397)
31 December 2016 67 331 398
New book amount:

31 December 2014 2361 4795 68 1191 8415

31 December 2015 2361 14 794 81 1096 18332

31 December 2016 5041 33191 83 987 39302

That is, land parcels as part of PP & E are valued under the revaluation model, while the rest of PP &
E is for the cost model. At the same time it’s without disclosure when applying the revaluation model of
mandatory information about the carrying amount that would have been recognized had the assets been
carried under the cost model [TIAS 16, P. 77].
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Fair value model (Investment property)

The Latvian insurance company «BTA Baltic Insurance Company», which provides a wide range of
insurance services not related to life insurance, are also reflected land parcels in the Statement of Financial
Position for 2016 year in two articles:

«Land and buildings», where is provided other property, that is not included yet directly to
investment property with the evaluation under the cost model,

and «Investment propertyy is with the evaluation under the fair value (Table 8).

Table 8
Fragment “Statement of Financial Position of BTA Baltic Insurance Company
as at December 31, 2016” [17]
Assets N 31.12.2016 EUR’000 31.12.2015 EUR’000
Land and buildings 418 449
Property and equipment 731 876
Investment property 99 99

Since the movement in the Investment property of « BTA Baltic Insurance Company» did not take
place, the reconciliation between the carrying amounts at the beginning and end of the period in Notes to
the Financial Statements is given without movements (Table 9), but the fair values are detailed in terms of
property tracts of a separate localization (Table 10).

Table 9
Fragment “Notes to the Financial Statements «Investment Property»
of BTA Baltic Insurance Company as at December 31, 2016” [17, Note 20(b)]
EUR’000
28.10.2014 (inception date) -
Acquired as a result of reorganization 99
Total as at 31.12.2015 99
Total as at 31.12.2016 99
Table 10
Fair value, . . .. .
Type EUR’000 Valuation technique Significant unobservable inputs
Buildings and land 78 Discounted cash flows | Rental income of EUR 3.50 per m2 Discount
located in Tukums technique rate 10.30%
Buildings and land 71 Discounted cash flows | Rental income of EUR 4.50 per m2 Discount
located in Talsi technique rate 10.30%

In the financial statements of ten examined foreign and domestic companies [9-18] non-current assets,
held for sale, were available only at:

British «British Petroleum» (at the beginning of 2016 year),

French «Total S. A.» (as part of business including goodwill, intangible assets, tangible assets, etc.),

South African « Woolworths Holdings Limited» (shops, shopping centers), but without the allocation of
land parcels.

Regarding land intended for sale, these were only available in the Turkish «Emlak Konut GYO»,
which deals with real estate projects, but in the «/nventories» with the disclosure of the book value of the
objects.

Conclusions. Thus, in order to improve the quality of relevant information on land parcels for users
(investors and creditors), it is proposed to improve the international standards of financial reporting as
follows:

1. Based on the unique nature of the land (property) as a type of assets of economic entities, to
introduce the «Land» (or «Land and buildings») article into the minimum list of articles of the Statement of
Financial Position, that should includes all the land (or land and buildings) held by the owner and leased,
with the exception of land (or land and buildines) held for sale. with the relevant general evaluation models.

That is, to introduce in the Statement of Financial Position a grouping of long-term tangible assets not
for the intended purpose in the form of articles «Property, plant and equipmenty and «Investment
propertyy, and with the allocation of resource (asset) types. But with the requirement of detailing on the
value of land parcels in the Notes that the owner takes and leases.
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2. Considering that the cost of land is not depreciated to propose, for the book valuation of land
parcels held for the purpose of long-term use, to apply a fair value model, which is currently allowed by
international standards to choose accounting policy only for investment property [TAS 40, P. 30, 33].

3. Given the fundamental importance for investors and creditors of the classification of assets in the
Statement of Financial Situation for current and non-current, in particular for the indicator of «Working
capitaly» [4, p. 62], to display the land for sale in the current assets segment, but at the net realizable value.
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Jyb6oraa BanenTnHa BomoamMupiBHa, KaHIUJaT €KOHOMIYHHMX Hayk, JoneHT. /lapumora Ipuna
BsaiuecnapiBHa, cTynenTka. [TonTaBebkuii HanioHansHUH TexHIUHUI yHiBepcHTeT iMeHi I0pis KonnpaTioka.
IMopanusa indopmanii npo 3eMeabHi TIIAHKA Yy (pinaHcoRii 3BiTHOCTI 3a MC®3.

Meroro craTTi € ONPHIIIOAHCHHS IMPOMO3UILINH 3 YIOCKOHAJIGHHS MIKHAPOAHUX HOPM MOJAHHS
iHpopmanil npo 3emnro (3eMenbHi AiNAHKH) y iHAHCOBIH 3BITHOCTI. 3 METOH MiABHINEHHS SAKOCTi
penepaHTHO! iH(oOpManii mpo 3eMenbHI JAUAHKM JUIS  KOpHCTyBadiB (IHBECTOpiB 1 KPEIUTOpIB)
3aIIPOINOHOBAHO BJOCKOHAJIUTH MDKHAPOAHI cTanaapTH (GiHaHCOBOI 3BITHOCTI HACTYIIHHM YHHOM: BUXOAA4H
3 YHIKaIlkHOTO XapakTepy 3eMii (HepyXoMocTi) K BHIY aKTHBIB Cy0'€KTIB IocCroJlapioBaHHs, BBECTH JIO
MiHIMaJIbHOTO nepeniky crareil 3BiTy npo ¢inancoBuii cran cratTio «Land» (abo «Land and buildings»), no
AKOi BKJIFOYATH yci 3emii (abo 3emni 1 OyJisni), 1o 3aiimMae BIacHUK H 371a€ B opeHy, KpiM 3emenb (abo
3eMelb 1 OyIUHKIB), M0 YTPUMYIOTE AJS NPOAaKy, i3 BiAMOBIAHMMHM 3aranbHUMH Mojensmu ouinku. To0to
3alpoBaJiuTH y 3BIiTi Ipo (iHAHCOBUI cTaH IpylyBaHHS JOBFOCTPOKOBHUX MaTepiaJlbHUX aKTHBIB HE 3a
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[UTLOBUM TIpH3HadYeHHSIM y (opmi crareii «Property, plant and equipment» i «Investment property», a 3
BHOKPEMJICHHAM BHJIIB pecypciB (akTHBIB). Ane 3 BUMorow jeranizanii y [IpumiTkax BapTocTi 3eMesIbHHX

JUISTHOK, 110 3aiMa€ Ta 3/1a€ B OPEHIY BIACHHK.

BpaxoByrouH, 110 BapTicTh 3eMETbHUX JAUISHOK HE aMOPTHU3YIOTh, 3allPOMOHYBATH JUIs OanaHCOBOI
OLIHKH 3eME/IbHUX IUISHOK, LI0 YTPHMYIOTHCS 3 METOK IOBFOCTPOKOBOTO BHKOPHCTAHHSI, 3aCTOCOBYBATH
fair value model, sixy 3apa3 3rifHO MDKHApPOJAHHMX CTAHAAPTIB J03BOJIIEHO OOMPATH OOJIKOBOKI HOJITHKOK

JIUIIE 1010 iHBECTHIIHHOT HepyXoMoOcCTi.

BpaxoByloud NPUHIIMIORY BaKIMBICTh JUIS {HBECTOPIR i KPeIMTOPIB Kinacupikalii akTUBIiB y 3BITi
npo (iHaHCORHWIl cTaH Ha MOTOYHI 1 HEMOTOYHI, 30KpeMa JUis BH3Ha4YeHHs nokaszHuka «Working capital»,
BifoOpaXkaTH YTPUMYBaHi OIS IPOJAXy 3eMeNbHI NINSHKM y HACTHHI NMOTOYHHMX aKTUBIB, ane at the net

realisable value.

Kniouoei cioga: HepyxomicTh, 3aiHsATa

BIIACHMKOM, IHBECTHIIIifHA HEPyXOMicTh, MOJIENb

co0iBapToCTi, MOJIENb MEePeoIiHKH, MOJIEIhL CIPABEITUBOT BAPTOCTI.
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JyGosas Basenruna Baagumuposua,
KaH/H/1aT 9KOHOMHYECKMX Hayk, jaoueHTt. JlaBwiiosa
Hpuna BsuecaaBoBHa, cryaenrka. [lonrasckuit
HAIMOHANILHBIH  TEXHWYECCKHI  YHMBEPCHTET HMMCHH
HOpus Konpgpatioka. Ilpeacrasienne nnpopmanun o
3eMe/IbHBIX Y9acTKaX B (PHHAHCOBOH OTYETHOCTH MO
MC®O.

leneto  cratem  sBusieTcss  00HApOMOBaHUE
NPeUIOKEHHIA o COBCPIIICHCTBOBAHUIO
MEKIYHAPOIHBIX HOPM IpencTaBlIeHUA HH(OPMALIHH O
3eMie  (3eMenbHBEIC  yJacTKM) B (pUHAHCOBOIA
oruetHocTH. C  IIeNb0  IOBBINIEHHA  KadyecTBa
peneBaHTHOH MH(OPMAIMH O 3eMENIBHBIX ydacTKax I
nosp30BaTenei (MHBECTOPOB 54 KpeTHTOpPOB)
IPEIOKEHO  YCOBEPILCHCTBOBATh  MEKIYHapOIHbIE
CTaHAapThl (PUHAHCOBOH OTYETHOCTH CIEAYHOLIMM
o0pa3oM: HCXOIA M3 YHHKaIbHOTO XapakTepa 3eMIIH
(HEBMIKMMOCTH) Kak BHMJAa AaKTHBOB  CYOBEKTOB
XO35ICTBOBAHMS, BBCCTH B MWHHMAJILHBII TEpeYeHb
crareii Ortuera O (MHAHCOBOM COCTOSIHUH CTaThiO
«Land» (unmm «Land and buildings»), B kotopyio
BKJIFOYATh BCE 3EMJIM (MM 3EMJIM M 3/1aHHA), KOTOpPBIC
3aHUMACT BIAJICNEI] M CJacT B apeHy, KpOMe 3eMelb
(uau 3eMens M JIOMOB), KOTOpPBIC COJEKaT JUIs
NPOJIa’ku, € COOTBETCTBYIOIIHMH OOIIMMH MOJICISIMH
OIICHKH.

Y4YHTBIBAS, YTO CTOMMOCTh 3€MEIBHBIX YYaCTKOR
HE AMOPTH3HPYIOT, TPEUIOKUTE JUis OanaHcoBOi
OLEHKH 3CMEJIBHBIX YYACTKOB, YACPKUBAIOIIMXCS B
LEJSX JIONTOCPOUHOTO HCIIONB30BAHMS, MPUMEHATE fair
value model, koropyw ceiyac 1o MEXKIYHAPOIHBIM
CTaH/IapPTaM pa3penicHO BBIOHPATh YUETHOH MOIMTHKOH
TOITEKO KacaTeNbHO WHBECTHIMOHHOH HEJIBHIKHMOCTH.

YyuTEIBasg [PUHIUINHAIBHYO BasKHOCTh  JUIA
HHBECTOPOB M KpPEIMTOPOB KlacCH(UKAIlMH aKTHBOB B
Otyere 0 (PUHAHCOBOM MONOKEHHH HA TEKYIIHEe H
JONTOCPOYHBIE, B  YacTHOCTH Ui OIpeeleHHs
MoKa3aTens «Working capital», OTpaKaTh
yIepxKHBaeMble U1 IPONAaKH 3€MENbHBIC YJACTKH B
94aCTH TEKYIUX aKTUBOB, HO at the net realisable value.

Kntwueeste cnosa: HEIBHKHMOCTh, 3aHATas
BIAJICIbIICM, HHBECTHIMOHHAS HEABHKMMOCTh, MOJICIh
ceOeCTOMMOCTH,  MOJICNB  TICPEOLCHKH,  MOJENIb
CTIPaBETHBO CTOMMOCTH.
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