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(HKAS 17)

• Leases
(HKAS 17)
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Property, Plant and Equipment (HKAS 16)

Numerous change ……
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Before HKAS 16 ……

• Accounting policy (2004/05) on “leasehold 
improvements, furniture, fixtures and equipment”:
– All additions are charged and proceeds on 

disposals are credited to the general fund in the 
statement of operations and fund balances.

CaseCase

• Accounting policy (2003/04) on “property, plant 
and equipment”:
– Property, plant and equipment are written off to 

the income and expenditure account during the 
year of acquisition.

• SSAP 17 exempted charitable, government 
subvented and not-for-profit organisations from 
compliance of SSAP 17 but now ……

• SSAP 17 exempted charitable, government 
subvented and not-for-profit organisations from 
compliance of SSAP 17 but now ……
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From SSAP 17 to HKAS 16 – Summary

• Derecognition rule introduced
• No exemption on disclosure of comparative 

figures (comparative on reconciliation needed)
7. Disclosure

• Sections of transfer, retirements and disposals 
eliminated

6. Derecognition

• Commencement and cessation of depreciation 
revised

• Annual review of residual value needed

5. Measurement 
after recognition

• Element of cost extended
• Measurement of assets from exchange of 

assets revised

4. Measurement at 
recognition

• Same recognition principle applied to all costs3. Recognition
• Cost and residual value revised2. Definitions

• Exempted entities deleted, some properties 
excluded

1. Scope
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Scope of HKAS 16

Exemption for not-for-profit entities eliminated

• The exemption in SSAP 17 for 
charitable, government 
subvented and not-for-profit 
organisations was eliminated in 
HKAS 16

Implies that all such entities are 
required to depreciate its PPE 
from the financial period 
beginning from 1 Jan. 2005

• Specific transitional provisions
for this elimination additionally 
introduced in Nov. 2005

Those entities that have 
previously taken advantage of 
the exemption under SSAP 17 
are permitted

to deem the carrying amount of 
an item of PPE immediately 
before applying HKAS 16 on 
its effective date (or earlier) as 
the cost of that item

Charities, 
not-for-profit 
entities must 
follow

More to be 
discussed later ….

More to be 
discussed later ….
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• investment property under
re-development 

• property held for a currently 
undetermined future use

• leasehold land separated
from the leasehold building

Scope of HKAS 16

Including

Some properties are not classified as PPE now

HKAS 40

HKAS 40

HKAS 17
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Definition

• Property, plant and equipment (PPE) are tangible items that:
a) are held 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 period.

• The cost of an item of PPE shall be recognised as an asset if, and only 
if:
a) it is probable that future economic benefits associated with the item 

will flow to the entity; and
b) the cost of the item can be measured reliably. 

• Major spare parts, servicing equipment, replacement and inspection 
can also be qualified as PPE.

Recognition CriteriaRecognition Criteria

• If the recognition criteria is met, such cost is recognised; the carrying 
amount of the replaced parts or previous inspection is derecognised. 

• If the recognition criteria is met, such cost is recognised; the carrying 
amount of the replaced parts or previous inspection is derecognised. 
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Definition

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 recognised in accordance with the specific 
requirements of other HKFRSs

Residual 
value

• Revised but …… 
discussed later

Cost 

extended
Residual 

value
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Recognition – Principle Change

Recognition criteria 
(capitalisation) for Initial CostInitial Cost Subsequent 

Expenditure
Subsequent 
Expenditure

In SSAP 17 Criteria not 
the same

In HKAS 16 Same 
criteria

• Probable that future 
economic benefit of 
the asset will flow to 
the enterprise

• Cost measured 
reliably

• Probable that future 
economic benefit of 
the asset will flow to 
the enterprise

• Cost measured 
reliably

• Probable that future 
economic benefits in 
excess of the originally 
assessed standard of 
performance of the 
existing asset will flow 
to the entity 

• Probable that future 
economic benefits in 
excess of the originally 
assessed standard of 
performance of the 
existing asset will flow 
to the entity 

• Probable that future economic benefit of the asset 
will flow to the entity

• Cost measured reliably
Same criteria applied to both costs

• Probable that future economic benefit of the asset 
will flow to the entity

• Cost measured reliably
Same criteria applied to both costs

Clearer approach on so-called
Component Accounting

Clearer approach on so-called
Component Accounting

Expenditure not fulfilling the recognition 
criteria will be charged to income statement
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Recognition – Principle Change

Accounting policy on fixed assets (annual report 2004/05):
• Major items of expenditure representing leasehold 

improvements and computer development are depreciated 
on a straight line basis over three years.

• Other fixed assets are written off in the year of purchase.
• Subsequent expenditure relating to a fixed asset that has 

already been recognised is added to the carrying amount of 
the asset when it is probable that future economic benefits, 
in excess of the originally assessed standard of 
performance of the existing asset, will flow to the Chest.

• All other subsequent expenditure is recognised as an 
expense in the period in which it is incurred.

CaseCase

Would be affected 
by HKAS 16
Would be affected 
by HKAS 16
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Recognition – Principle Change

Hong Kong Exchange and Clearing Limited (HKEx)
• Consolidated financial statements of 2004 early adopted all HKFRSs issued 

up to 31 Dec. 2004, including HKAS 16, 17, 32, 39, 40 ……
• Accounting policy on fixed assets states –

– Subsequent costs are included in the asset’s carrying amount or 
recognised as separate asset, as appropriate, only when
• it is probable that future economic benefits associated with the item 

will flow to the Group and
• the cost of the item can be measure reliably

– All other repairs and maintenance are charged to the profit and loss 
account during the year in which they are incurred

CaseCase
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Measurement at Recognition

• An item of property, plant and equipment that
qualifies for recognition as an asset shall be
measured at its cost.

• The cost of an item of property, plant and equipment comprises:
a) its purchase price, including import duties and non-refundable purchase 

taxes, after deducting trade discounts and rebates;
b) any costs directly attributable to bringing the asset to the location and 

condition necessary for 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 located, the obligation for which
an entity incurs either
– when the 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.

Also refer to HKAS 37 Also refer to HKAS 37 

Element of cost extended
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Measurement at Recognition

• Several same air-condition plants have been installed by GV in several leasehold 
properties.  When the properties are returned to the landlord in 4 years, the plants 
should be removed.

• The properties include factory (3 plants installed), show room (1 plant installed) 
and head office (2 plants installed).

• The purchase cost of each plant is $1,000.  The installation cost is $1,000 for 
each plant. Present value of removal costs of the plant include $400 resulted from 
installation only and $400 from the usage during the 4 years.

• What is the cost of each plant to be recognised?

In accordance with HKAS 16
• the cost of each plant installed in the factory should be $2,400 (the purchase 

cost, installation cost and present value of removal cost from installation).
• the cost of each plant installed in the show room and head office should be 

$2,800 (including the present value of all removal costs)
• Since the removal costs of such plants are incurred as a consequence of 

having used the machine during a particular period for purposes, other than 
to produce inventories during that period

In accordance with HKAS 16
• the cost of each plant installed in the factory should be $2,400 (the purchase 

cost, installation cost and present value of removal cost from installation).
• the cost of each plant installed in the show room and head office should be 

$2,800 (including the present value of all removal costs)
• Since the removal costs of such plants are incurred as a consequence of 

having used the machine during a particular period for purposes, other than 
to produce inventories during that period

ExampleExample
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Measurement at Recognition

If the acquired item is not measured at fair value, its cost is 
measured at the carrying amount of the asset given up.

Commercial 
Substance

Commercial 
Substance

Fair Value of 
Exchanged Asset

Fair Value of 
Exchanged Asset

Rule on Exchange of Assets Revised Same amendment in 
HKAS 38 and

HKAS 40

Same amendment in 
HKAS 38 and

HKAS 40

Cost of PPE acquired in exchange is measured at fair value

But not required if:

In HKAS 16 
– the exchange transaction lack of

Commercial Substance, or 

In SSAP 17
– it is an exchange for similar assets

– the Fair Value is not reliably measurable
(both asset received and given up)

© 2006 Nelson 16

Measurement after Recognition

• An entity shall choose either:

Cost ModelCost Model

Revaluation ModelRevaluation Model

as its accounting policy and shall apply that policy to an entire class of 
PPE.
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Measurement after Recognition

Cost ModelCost Model

Revaluation ModelRevaluation Model

• After recognition as an asset, an item of 
PPE shall be carried at its cost less any 
accumulated depreciation and any 
accumulated impairment losses

• After recognition as an asset, an item of PPE, whose fair value can be 
measured reliably, shall be carried at a revalued amount,
– being its fair value at the date of the revaluation, less any subsequent 

accumulated depreciation and subsequent accumulated impairment 
losses.

• Revaluations shall be made with sufficient regularity
– to ensure that the carrying amount does not differ materially from that 

which would be determined using fair value at the balance sheet date. 
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Measurement after Recognition

Revaluation ModelRevaluation Model

• If an item of property, plant and equipment is revalued, the entire class
of PPE to which that asset belongs shall be revalued

• If an asset’s carrying amount is increased as a result of a revaluation, 
the increase shall be credited directly to equity under the heading of 
revaluation surplus.
– However, the increase shall be recognised in profit or loss to the extent 

that it reverses a revaluation decrease of the same asset previously 
recognised in profit or loss.

• If an asset’s carrying amount is decreased as a result of a revaluation, 
the decrease shall be recognised in profit or loss.
– However, the decrease shall be debited directly to equity under the 

heading of revaluation surplus to the extent of any credit balance existing 
in the revaluation surplus in respect of that asset.
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Measurement after Recognition

• 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, less its residual value.
– Useful life is:

a) the period over which an asset is expected to be available for use by an 
entity; or

b) the number of production or similar units expected to be obtained from 
the asset by an entity.

– The residual value of an asset is the estimated amount that an entity would 
currently obtain from disposal of the asset, after deducting the estimated 
costs of disposal, if the asset were already of the age and in the condition 
expected at the end of its useful life. 

DepreciationDepreciationRevaluation ModelRevaluation Model

Cost ModelCost Model
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Measurement after Recognition

• Each part of an item of PPE with a 
cost that is significant in relation to the 
total cost of the item shall be 
depreciated separately.
– e.g. it may be appropriate to 

depreciate separately the airframe 
and engines of an aircraft

• The depreciation charge for each 
period shall be recognised in profit or 
loss
– unless it is included in the carrying 

amount of another asset. 

DepreciationDepreciation

Clearer approach on so-called
Component Accounting

Clearer approach on so-called
Component Accounting

Each significant component 
shall be depreciated separately 
(not clearly required in the past)
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• Cost of each part is significant in 
relation to the total cost of the parts

• Each part should be depreciated 
separately

• Cost of each part is significant in 
relation to the total cost of the parts

• Each part should be depreciated 
separately

Measurement after Recognition

At 1 Jan. 2005, AX bought a laser 
printing machine of HK$50 million
• The machine will be used for

5 years (maximum useful life) 
and then dispose of at zero 
value

• The machine’s laser head can 
operate 500 hours, after that  
replacement of a new laser 
head is needed

• The cost of a new laser head 
was HK$10 million at that time 
and its residual value is zero.

At 1 Jan. 2005, AX bought a laser 
printing machine of HK$50 million
• The machine will be used for

5 years (maximum useful life) 
and then dispose of at zero 
value

• The machine’s laser head can 
operate 500 hours, after that  
replacement of a new laser 
head is needed

• The cost of a new laser head 
was HK$10 million at that time 
and its residual value is zero.

ExampleExample

Laser machine other than laser 
head is depreciated over 5 years

Laser machine other than laser 
head is depreciated over 5 years

Laser head is depreciated over 500 
hours

Laser head is depreciated over 500 
hours

Under usage methods of 
depreciation, the depreciation 
charges can be zero while there is 
no production

DepreciationDepreciation
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Depreciation
for 2nd year

If the laser head is
depreciated
• over 500 hours

(unit of production)
• 5 years on

a straight-line basis

Depreciation
for 2nd year

If the laser head is
depreciated
• over 500 hours

(unit of production)
• 5 years on

a straight-line basis

Measurement after Recognition

At 1 Jan. 2005, AX bought a laser 
printing machine of HK$50 million
• The machine will be used for

5 years (maximum useful life) 
and then dispose of at zero 
value

• The machine’s laser head can 
operate 500 hours, after that  
replacement of a new laser 
head is needed

• The cost of a new laser head 
was HK$10 million at that time 
and its residual value is zero.

At 1 Jan. 2005, AX bought a laser 
printing machine of HK$50 million
• The machine will be used for

5 years (maximum useful life) 
and then dispose of at zero 
value

• The machine’s laser head can 
operate 500 hours, after that  
replacement of a new laser 
head is needed

• The cost of a new laser head 
was HK$10 million at that time 
and its residual value is zero.

ExampleExample

Depreciation
• Assume the laser head can operate 

500 hours or 5 years, which is 
shorter.

• If the machine has not been used in 
the 2nd year, calculate depreciation 
on the laser head under different 
depreciation methods

zero

$2 million

DepreciationDepreciation
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Measurement after Recognition

• The depreciable amount of an asset shall be allocated on a systematic 
basis over its useful life.

DepreciationDepreciation

Depreciable amountDepreciable amountResidual Value 

• The residual value and the useful life of an asset shall be reviewed at 
least at each financial year-end
– if expectations differ from previous estimates, the change shall be accounted 

for as a change in an accounting estimate in accordance with HKAS 8 
Accounting Policies, Changes in Accounting Estimates and Errors
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Measurement after Recognition

• As stated before, 
definition of 
Residual Value is 
revised

the estimated amount that an entity would currently 
obtain from disposal of the asset, after deducting 
the estimated costs of disposal, if the asset
– were already of the age and
– in the condition expected at the end of its useful life

Inflation may be incorporated in residual value

shall be reviewed at least at each financial year 
end
if expectations differ from previous estimates, the 
change shall be accounted for as a change in an 
accounting estimate in accordance with HKAS 8
No such requirement in SSAP 17

• New requirements 
(on both residual 
value and useful life)

DepreciationDepreciation

Depreciable amountDepreciable amountResidual Value 
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DepreciationDepreciation

Depreciable amountDepreciable amount

Measurement after Recognition

• PPE’s residual value may increase to
an amount equal to or greater than 
the asset’s carrying amount
– If it does, the depreciation charge is 

zero 
– unless and until its residual value 

subsequently decreases to an amount 
below the asset’s carrying amount

Be carefulBe careful
• By referring to the definition of residual 

value
• It is still limited to the estimates that it 

would receive currently for the asset if
– the asset were already of the age and
– in the condition expected at the end of 

its useful life

Implication:
• If 

estimated residual
value > carrying amount
⇒ no depreciation is 

required
• But feasible only if 

– the management clearly 
intends to dispose of the 
PPE before the end of its 
physical usage life

– otherwise, the estimated 
residual value is
• minimal or even zero

Implication:
• If 

estimated residual
value > carrying amount
⇒ no depreciation is 

required
• But feasible only if 

– the management clearly 
intends to dispose of the 
PPE before the end of its 
physical usage life

– otherwise, the estimated 
residual value is
• minimal or even zero
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Measurement after Recognition

At 1 Jan. 2005, AX bought a laser 
printing machine of HK$50 million
• The machine will be used for

5 years (maximum useful life) 
and then dispose of at zero 
value

• The machine’s laser head can 
operate 500 hours, after that  
replacement of a new laser 
head is needed

• The cost of a new laser head 
was HK$10 million at that time 
and its residual value is zero.

At 1 Jan. 2005, AX bought a laser 
printing machine of HK$50 million
• The machine will be used for

5 years (maximum useful life) 
and then dispose of at zero 
value

• The machine’s laser head can 
operate 500 hours, after that  
replacement of a new laser 
head is needed

• The cost of a new laser head 
was HK$10 million at that time 
and its residual value is zero.

ExampleExample

Same laser machine example as before

• At 31 Dec. 2005, the price of a 
new laser machine increases to 
HK$75 million

• No change in cost of a new laser 
head and estimated maximum 
useful life

• Shall AX revise the residual 
value at 31 Dec. 2005?

No! 
• AX has not changed its usage 

plan and the residual value after 
the estimated useful live would 
still be zero 

No! 
• AX has not changed its usage 

plan and the residual value after 
the estimated useful live would 
still be zero 
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Measurement after Recognition

Another one
• At 1 Jan. 1985, Entity A bought a flat in Tai Koo Shing at HK$ 0.5 million

• Entity A aimed to use it for 50 years until the end of its estimated useful life
• The original estimated residual value is zero
• Depreciation is calculated on a straight-line basis
• At 31 Dec. 2004, the depreciated historical cost (and carrying amount) of the 

property was HK$0.3 million 

• Now, the price of a similar flat in 
Tai Koo Shing is about HK$ 3M

• Shall A revise the residual value?

• If A changes its intention and 
aims to dispose of the flat in 10 
years (i.e. 2015)

• Shall A revise the residual value?

ExampleExample

No!
A has not changed its usage plan and 
the residual value after the estimated 
useful live would still be around zero 

No!
A has not changed its usage plan and 
the residual value after the estimated 
useful live would still be around zero 

Yes!
If A can demonstrate that it has an 
intention to dispose of it before the end 
of its economic life

Yes!
If A can demonstrate that it has an 
intention to dispose of it before the end 
of its economic life
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Measurement after Recognition

• Depreciation of an asset begins when it is 
available for use
– i.e. 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 HKFRS 5 and

– the date that the asset is derecognised
• Land and buildings are separable assets 

and are accounted for separately, even 
when they are acquired together. 

DepreciationDepreciation

Depreciable amountDepreciable amount

Implied that depreciation still 
required even PPE
– becomes idle or
– is retired from active use
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Measurement after Recognition

• The depreciation method used
– shall reflect the pattern in which the 

asset’s future economic benefits are 
expected to be consumed by the entity

– shall be reviewed at least at each 
financial year-end and

– such a change shall be accounted for as 
a change in an accounting estimate in 
accordance with HKAS 8

• Other than the above, that method is 
applied consistently from period to 
period
• unless there is a change in the expected 

pattern of consumption of those future 
economic benefits.

DepreciationDepreciation

Depreciable amountDepreciable amount

Depreciation methodDepreciation method
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Measurement after Recognition

HKAS 16 states that:
• 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:

Straight LineStraight Line

Diminishing BalanceDiminishing Balance

Units of ProductionUnits of Production

results in a constant charge over the useful 
life if the asset’s residual value does not 
change

results in a constant charge over the useful 
life if the asset’s residual value does not 
change

results in a decreasing charge over the useful 
life

results in a decreasing charge over the useful 
life

results in a charge based on the expected use 
or output

results in a charge based on the expected use 
or output

DepreciationDepreciation

Depreciable amountDepreciable amount

Depreciation methodDepreciation method
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Measurement after Recognition
• 2 broad schools of thought on 

the meaning of “consumption 
of economic benefits” of an 
infrastructure asset:

Supporters argue
• for the integral asset approach and units-of-

usage depreciation method
• as they consider the usage or traffic flow 

determines the consumption of economic 
benefits for entire toll roads. 

Supporters argue
• for the integral asset approach and units-of-

usage depreciation method
• as they consider the usage or traffic flow 

determines the consumption of economic 
benefits for entire toll roads. 

Supporters argue
• for the component approach and primarily 

straight-line depreciation method
• as they consider the passage of time 

determines the consumption of economic 
benefits for most components of toll roads.

Supporters argue
• for the component approach and primarily 

straight-line depreciation method
• as they consider the passage of time 

determines the consumption of economic 
benefits for most components of toll roads.

Time Based ViewTime Based View

Usage Based ViewUsage Based View
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Year 1 Year 2 Year 3 Total

Straight-line basis
Reducing balance (at 70%)
Sum-of-year-digit

Year 1 Year 2 Year 3 Total

Straight-line basis
Reducing balance (at 70%)
Sum-of-year-digit

200 200 200 600
420 126 38 584
300 200 100 600

Measurement after Recognition

• A machine costs HK$600,000 with an 
estimated useful life of 3 years?

• Calculate deprecation for the years under 
difference depreciation methods.

ExampleExample

DepreciationDepreciation

Depreciable amountDepreciable amount

Depreciation methodDepreciation method
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Year 1 Year 2 Year 3 Total

Straight-line basis
Reducing balance (at 70%)
Sum-of-year-digit

Year 1 Year 2 Year 3 Total

Straight-line basis
Reducing balance (at 70%)
Sum-of-year-digit

150 150 150 450
315 95 28 438
225 150 75 450

Measurement after Recognition
ExampleExample

DepreciationDepreciation

Depreciable amountDepreciable amount

Depreciation methodDepreciation method

• A machine costs HK$600,000 with an 
estimated useful life of 3 years?

• Calculate deprecation for the years under 
difference depreciation methods.

• Estimated residual value is $150,000.
• Depreciable amount = $450,000
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Measurement after Recognition

• To determine whether an item of PPE is 
impaired, an entity applies HKAS 36

• Compensation from third parties for items of 
PPE that were impaired, lost or given up 
shall be included in profit or loss when the 
compensation becomes receivable

DepreciationDepreciation

Depreciable amountDepreciable amount

Depreciation methodDepreciation method

ImpairmentImpairment
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Derecognition

• The carrying amount of an item of PPE shall be derecognised:
a) on disposal; or
b) when no future economic benefits are expected from its use or 

disposal.
• The gain or loss arising from the derecognition of an item of PPE shall 

be included in profit or loss when the item is derecognised (unless 
HKAS 17 requires otherwise on a sale and leaseback).

• Gains shall not be classified as revenue.
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Derecognition

• Derecognition on replacement
– If, under the initial recognition principle, an entity recognises in the carrying 

amount of an item of PPE the cost of a replacement for part of the item, 
then it derecognises the carrying amount of the replaced part regardless of 
whether the replaced part had been depreciated separately. 

• The gain or loss arising from the derecognition of an item of PPE shall 
be determined as the difference between
– the net disposal proceeds, if any, and
– the carrying amount of the item.
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Summary of the changes relating to it

A more clearer approach stated in HKAS 16 on

Derecognition

same recognition principles for all 
costs

each significant part depreciated 
separately 

to derecognise the replaced part (and 
recognise the new part)

• Recognition:
Subsequent cost

• Measurement:
Depreciation

• Derecognition

Component 
Accounting

Component Component 
AccountingAccounting
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• At 31 Dec. 2006, replacement 
of the laser head is needed 
after 400 hours of operation
• The carrying amount of the 

laser head alone would be
HK$ 2 million at that date
[$10M – ($10M ÷ 500 x 400)]

• The cost of a new laser head is 
HK$ 8 million.

• At 31 Dec. 2006, replacement 
of the laser head is needed 
after 400 hours of operation
• The carrying amount of the 

laser head alone would be
HK$ 2 million at that date
[$10M – ($10M ÷ 500 x 400)]

• The cost of a new laser head is 
HK$ 8 million.

• If the laser head is replaced
• Replaced laser head with HK$ 2 

million shall be derecognised
• New laser head of HK$ 8 million 

shall be recognised

• If the laser head is replaced
• Replaced laser head with HK$ 2 

million shall be derecognised
• New laser head of HK$ 8 million 

shall be recognised

Derecognition
ExampleExample

At 1 Jan. 2005, AX bought a laser 
printing machine of HK$50 million
• The machine will be used for

5 years (maximum useful life) 
and then dispose of at zero 
value

• The machine’s laser head can 
operate 500 hours, after that  
replacement of a new laser 
head is needed

• The cost of a new laser head 
was HK$10 million at that time 
and its residual value is zero.

At 1 Jan. 2005, AX bought a laser 
printing machine of HK$50 million
• The machine will be used for

5 years (maximum useful life) 
and then dispose of at zero 
value

• The machine’s laser head can 
operate 500 hours, after that  
replacement of a new laser 
head is needed

• The cost of a new laser head 
was HK$10 million at that time 
and its residual value is zero.

Same laser machine example as before
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Disclosure

• Detailed information and reconciliation of the carrying amount of 
PPE are required 

• The reconciliation of the carrying amount of PPE for prior period, 
i.e. comparative reconciliation is now required 

The carrying amount of the PPE net book value of PPE
• In HK SSAP 17, the requirement is

“a reconciliation of the gross carrying amount and
the accumulated depreciation at the beginning and 
end of the period ……”

© 2006 Nelson 40

Disclosure
 

Leasehold 
buildings

Computer
trading and 

clearing 
systems

Other 
computer 
hardware 

and software

Leasehold
improvements, 

furniture, 
equipment and 
motor vehicles Total 

 $’000 $’000 $’000 $’000 $’000 
Net book value at 1 Jan 2003   
– as previously reported (note ii) 117,000 444,232 105,304 71,572 738,108 
– effect of adopting HKAS 17 (98,500) – – – (98,500) 
   
– as restated (note i) 18,500 444,232 105,304 71,572 639,608 
   
Additions – 13,431 16,775 6,041 36,247 
Disposals – (3,474) (6,659) (1,604) (11,737) 
Depreciation (748) (109,510) (39,703) (31,778) (181,739) 
Revaluation (note 34) 548 – – – 548 
   
Net book value at 31 Dec 2003 18,300 344,679 75,717 44,231 482,927 
   
At 31 Dec 2003   
At cost – 1,345,403 347,385 231,519 1,924,307 
At valuation 18,300 – – – 18,300 
Accumulated depreciation – (1,000,724) (271,668) (187,288) (1,459,680) 
   
Net book value 18,300 344,679 75,717 44,231 482,927 
 

CaseCase
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Transitional Provisions

For exchange of assets
• The requirements regarding the initial measurement of an 

item of PPE acquired in an exchange of assets transaction
– shall be applied prospectively to future transactions.
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Transitional Provisions

• For those entities (charities and not-for-profit 
entities) that have previously taken advantage of 
the exemption under SSAP 17
– They are permitted to deem the carrying amount

of an item of PPE immediately before applying 
HKAS 16 on its effective date (or earlier) as the 
cost of that item.

– Depreciation on the deemed cost of an item of 
property, plant and equipment commences from 
the time at which HKAS 17 is first applied.

– In the case where a carrying amount is used as a 
deemed cost for subsequent accounting, this fact
and the aggregate of the carrying amounts for 
each class of property, plant and equipment 
presented shall be disclosed.
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Transitional Provisions

• All the costs of PPE of an not-
for-profit entity had been written 
off to income and expenditure 
statement before 2005.

The entity is permitted
not to restate the costs of PPE
to carry zero beginning 
balance on PPE in 2005
to follow HKAS 16 from 2005

The entity is permitted
not to restate the costs of PPE
to carry zero beginning 
balance on PPE in 2005
to follow HKAS 16 from 2005

• All the costs of PPE of an not-
for-profit entity had not been 
depreciated before 2005.

The entity is permitted
to begin depreciation from 
2005
to follow HKAS 16 from 2005

The entity is permitted
to begin depreciation from 
2005
to follow HKAS 16 from 2005

ExampleExample

What is the implication on the following cases 
when HKAS 16 is adopted? 
What is the implication on the following cases What is the implication on the following cases 
when HKAS 16 is adopted? when HKAS 16 is adopted? 

For both cases, the fact and the aggregate of the carrying amounts for 
each class of PPE presented shall be disclosed.

For both cases, the fact and the aggregate of the carrying amounts for 
each class of PPE presented shall be disclosed.
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Leases (HKAS 17)

Little change but significant impact

For 
Rent
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HKAS 17 is largely the same as SSAP 14, but has just been amended to 
align with IAS 17 (in respect of land and buildings) by

Leases – Little Change?

Little change but significant impact

2. Introducing several new paragraphs

In addition, a new locally developed interpretations was issued in May 
2005

• HK Interpretation 4, Leases – Determination of the Length of Lease 
Term in respect of Hong Kong Land Leases

1. Deleting one sentence, and
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Leases – Deleting One Sentence

1. Deleting one sentence

Properties in HK are leasehold interest in land

• Not freehold land → Not a “purchase” but a “lease”
• In the past, SSAP 14 had an exemption:

– deemed all the risks and rewards incident to ownership of 
the “leasehold property” were transferred

– therefore, such interest was accounted for as a “purchase” in 
accordance with

• SSAP 13 Accounting for investment properties or
• SSAP 17 Property, plant and equipment, as appropriate
• instead of SSAP 14
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Building 
only

Building 
only

Leases – Introducing New Paragraphs

New requirements with significant 
impact, mainly ……

Separate 
measurement

(of the land and 
buildings elements)

Separate 
measurement

(of the land and 
buildings elements)

Land onlyLand only

Land and 
Building

Land and 
Building

2. Introducing several new paragraphs
1. Deleting one sentence
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Leases – Separate Measurement

• As before, lease classification is made
– at the inception of the lease
– leases of land and buildings are classified as operating or finance 

leases
in the same way as leases of other assets

Building 
only

Building 
only

Land onlyLand only
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Operating 
Lease

Operating 
LeaseLand onlyLand only

Leases – Separate Measurement

Lease of landLease of land
• Land normally has an indefinite economic life
• If title of leasehold land is not expected to pass to

the lessee
⇒ Lessee normally does not receive substantially 

all of the risks and rewards incidental to the 
ownership

⇒ In which case the lease of land will be an 
operating lease
• payment acquiring such leasehold 

represents prepaid lease payments
• amortised over the lease term in accordance 

with the pattern of benefits provided

Leasehold land
without title pass

Examples:
• Land purchased 

in HK
• Land use right 

acquired in PRC

Examples:
• Land purchased 

in HK
• Land use right 

acquired in PRC
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Leases – Separate Measurement

Finance
Lease

Finance
Lease

Title passed to
the lessee?

Yes

LandLand

No

BuildingBuilding

Operating 
Lease

Operating 
Lease

Lease of land and buildingsLease of land and buildings

If a lease contains land and buildings
elements

2 elements are considered 
separately for lease classification

If title of both elements is expected to 
pass to the lessee

Both elements are classified as 
finance lease

Lease of landLease of land

If title of land or both elements is 
NOT expected to pass to the lessee

The land element alone is 
normally classified as an 
operating lease
The building element is 
considered separately
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Leases – Separate Measurement

Lease of land and buildingsLease of land and buildings
• To classify and account for a lease of land and buildings

• the minimum lease payments (including any lump-sum upfront payments) 
are allocated between the land and the buildings elements

• in proportion to the relative fair values of the leasehold interests in the land 
element and buildings element of the lease at the inception of the lease

• If the lease payments cannot be allocated reliably between the 2 
elements
• the entire lease is classified as a finance lease
• unless it is clear that both elements are operating leases,

in which case the entire lease is classified as an operating lease
• For a lease of land and building if the land is immaterial

• The lease may be treated as a single unit and
classified as finance or operating leases Building 

only
Building 

only

Land onlyLand only
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Leases – Separate Measurement

Finance
Lease

Finance
Lease

Title passed to
the lessee?

Yes

LandLand

No

BuildingBuilding

Operating 
Lease

Operating 
Lease

Lease of land and buildingsLease of land and buildings

Can land and building be 
reliably separated?

No

No

Yes

Minimum lease payment allocated 
in proportion to the relative fair 
values of land and building elements

Minimum lease payment allocated 
in proportion to the relative fair 
values of land and building elements
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Leases – Separate Measurement

Entity A

ExampleExample

• paid a land premium 
to lease a land from 
the HKSAR 
government for 50 
years

• paid a land premium 
to lease a land from 
the HKSAR 
government for 50 
years

• then, constructed a 
building on the land 
for own use

• then, constructed a 
building on the land 
for own use

Finance
Lease

Finance
Lease

Operating 
Lease

Operating 
Lease

Can land and building be 
reliably separated?

Title passed to
the lessee?

LandLand

No

BuildingBuilding

No

Yes

Lease of land and buildingsLease of land and buildings
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Finance
Lease

Finance
Lease

Operating 
Lease

Operating 
Lease

Leases – Separate Measurement

Entity A

ExampleExample

• paid a land premium 
to lease a land from 
the HKSAR 
government for 50 
years

• paid a land premium 
to lease a land from 
the HKSAR 
government for 50 
years

• then, constructed a 
building on the land 
for own use

• then, constructed a 
building on the land 
for own use

Land premium
• assumed to be the fair value of the land 

and accounted for as an operating lease 
under HKAS 17

• amortised over 50 years
• disclosed separately from the building cost 

as a non-current asset

Land premium
• assumed to be the fair value of the land 

and accounted for as an operating lease 
under HKAS 17

• amortised over 50 years
• disclosed separately from the building cost 

as a non-current asset

Building cost
• accounted for as property, plant and 

equipment under HKAS 16
• carried in accordance with the accounting 

policies adopted for that class of assets 
(either cost model or revaluation model)

Building cost
• accounted for as property, plant and 

equipment under HKAS 16
• carried in accordance with the accounting 

policies adopted for that class of assets 
(either cost model or revaluation model)
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Leases – Separate Measurement

Entity A

ExampleExample

• paid a land premium 
to lease a land from 
the HKSAR 
government for 50 
years

• paid a land premium 
to lease a land from 
the HKSAR 
government for 50 
years

• then, constructed a 
building on the land 
for own use

• then, constructed a 
building on the land 
for own use

10 years later, Entity B “acquired” the interest of 
the land and building for own use

At the inception of the lease (of Entity B)
• allocated between the land and the buildings

elements in proportion to the relative fair values
of the leasehold interests in the land element 
and buildings element of the lease

At the inception of the lease (of Entity B)
• allocated between the land and the buildings

elements in proportion to the relative fair values
of the leasehold interests in the land element 
and buildings element of the lease

If NO recent transaction for a similar land
• It may be impossible to reliably identify the 

relative fair value of the land
• Whole lease as a finance lease

If NO recent transaction for a similar land
• It may be impossible to reliably identify the 

relative fair value of the land
• Whole lease as a finance lease

If there is recent transaction for a similar land
• The relative fair value of the land and building 

may be reliably identified
• Land as operating lease under HKAS 17
• Building as PPE under HKAS 16

If there is recent transaction for a similar land
• The relative fair value of the land and building 

may be reliably identified
• Land as operating lease under HKAS 17
• Building as PPE under HKAS 16
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Leases – Separate Measurement

Entity A

• paid a land premium 
to lease a land from 
the HKSAR 
government for 50 
years

• paid a land premium 
to lease a land from 
the HKSAR 
government for 50 
years

• then, constructed a 
building on the land 
for own use

• then, constructed a 
building on the land 
for own use

10 years later, Entity B “acquired” the interest of 
the land and building for own use 

Assuming Entity B “acquired” the property at 
HK$20 million and

A similar land has a fair value of $12M
Construction cost of a similar building is $4M

• HK$ 20M to be separated in proportion to 
the relative fair values of the land and 
building element at the inception of the 
lease, i.e. by HK$ 12M to HK$ 4M

• Then, the separate measurement will result 
in:
Land = HK$15M ($20M ×$12M / $16M)
Building = HK$ 5M ($20M × $ 4M / $16M)

• HK$ 20M to be separated in proportion to 
the relative fair values of the land and 
building element at the inception of the 
lease, i.e. by HK$ 12M to HK$ 4M

• Then, the separate measurement will result 
in:
Land = HK$15M ($20M ×$12M / $16M)
Building = HK$ 5M ($20M × $ 4M / $16M)

ExampleExample



29

© 2006 Nelson 57

Leases – Separate Measurement

“The early adoption of HKAS 17 has resulted in a change in accounting 
policy relating to leasehold land.”

“Leasehold land and buildings were previously carried at valuation less 
accumulated depreciation.”

“In accordance with the provisions of HKAS 17, a lease of land and 
building should be split into a lease of land and a lease of building in 
proportion to the relative fair values of the leasehold interests in the 
land element and the building element of the lease at the inception of 
the lease.”

“The lease premium for land is stated at cost and amortised over the 
period of the lease whereas the leasehold building is stated at 
valuation less accumulated depreciation.”

2004 Annual Report, HKEX

CaseCase
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“The early adoption of HKAS 17 has resulted in a change in accounting 
policy relating to leasehold land.”

“Leasehold land and buildings were previously carried at valuation less 
accumulated depreciation.”

“In accordance with the provisions of HKAS 17, a lease of land and 
building should be split into a lease of land and a lease of building in 
proportion to the relative fair values of the leasehold interests in the 
land element and the building element of the lease at the inception of 
the lease.”

“The lease premium for land is stated at cost and amortised over the 
period of the lease whereas the leasehold building is stated at 
valuation less accumulated depreciation.”

2004 Annual Report, HKEX

Effect of adopting HKAS 17 Leases Increase/(Decrease)
Balance sheet as at 31 December 2004 HK$’000
Fixed assets (170,100)
Lease premium for land 95,218
Deferred tax liabilities (19,139)
Revaluation reserves (73,815)
Retained earnings 18,072

Income statement for the year 2004
Increase in premises expenses 548
Decrease in depreciation (1,749)
Increase in taxation 128

Effect of adopting HKAS 17 Leases Increase/(Decrease)
Balance sheet as at 31 December 2004 HK$’000
Fixed assets (170,100)
Lease premium for land 95,218
Deferred tax liabilities (19,139)
Revaluation reserves (73,815)
Retained earnings 18,072

Income statement for the year 2004
Increase in premises expenses 548
Decrease in depreciation (1,749)
Increase in taxation 128

Leases – Separate Measurement

From valuation to cost (for land)
• Non-current assets reduced by 

HK$ 75 million

From valuation to cost (for land)
• Non-current assets reduced by 

HK$ 75 million

CaseCase
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A new locally developed interpretations was also issued in May 2005
• HK Interpretation 4, Leases – Determination of the Length of Lease 

Term in respect of Hong Kong Land Leases (HK-Int. 4)

Leases – HK Interpretation 4

Clarified
how the length of the lease term of a
HK land lease should be determined
• for the purpose of applying

the amortisation requirements
under HKAS 16 and 17

Have a review on such requirement 
on HKAS 16 and 17 first ……
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In HKAS 16
• In the case where the entire lease is classified as 

a finance lease
– the related leasehold property interest can be 

accounted for using the cost or valuation 
model under HKAS 16 if such property 
interest meets the definition of PPE under 
HKAS 16. 

• Under the cost or valuation model in HKAS 16, 
the depreciable amount of that leasehold 
property interest should be allocated on a 
systematic basis over its useful life
– Lease Term would normally provide an 

indication of the useful life of that property 
interest

Leases – HK Interpretation 4



31

© 2006 Nelson 61

In HKAS 17
• Lease payments under an operating lease shall be

recognised as an expense on a straight-line basis over
the Lease Term ( unless another systematic basis is more representative 

of the time pattern of the user’s benefit)

Leases – HK Interpretation 4

Lease Term is defined as the non-cancellable period for which
• the lessee has contracted to lease the asset
• together with any further terms

– for which the lessee has the option to continue to
lease the asset, with or without further payment,

– when at the inception of the lease it is reasonably
certain that the lessee will exercise the option.

Lessee has 
the option
Lessee has 
the option

At the 
inception
At the 
inception
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Leases – HK Interpretation 4

HK-Int. 4 further interprets that:
• For the purpose of applying the amortisation 

requirements under HKAS 16 and 17
– the lease term of a HK land lease shall be 

determined by reference to the legal form and 
status of the lease

– renewal of a lease is assumed only when
• the lessee has a renewal option

and
• it is reasonably certain at the inception of the lease

that the lessee will exercise the option.

Options for extending the lease term that are not at the 
discretion of the lessee shall not be taken into account by 
the lessee in determining the lease term.

Options for extending the lease term that are not at the 
discretion of the lessee shall not be taken into account by 
the lessee in determining the lease term.

Further ……

Lessee has 
the option
Lessee has 
the option

At the 
inception
At the 
inception
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Lessee has 
the option
Lessee has 
the option

At the 
inception
At the 
inception

Leases – HK Interpretation 4

As a result (HK-Int. 4 also specifically stated)
• Lessees shall not assume that the lease term of a HK 

land lease will be extended for a further 50 years, or any 
other period
– while the HKSAR Government retains the sole 

discretion as to whether to renew
• Any general intention to renew certain types of property 

leases expressed by the HKSAR Government
– is not sufficient grounds for a lessee to include such 

extensions in the determination of the lease term for 
amortisation

Options for extending the lease term that are not at the 
discretion of the lessee shall not be taken into account by 
the lessee in determining the lease term.

Options for extending the lease term that are not at the 
discretion of the lessee shall not be taken into account by 
the lessee in determining the lease term.
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Leases – HK Interpretation 4

• For the leases in the New Territories expiring shortly before 30 June 
2047

The legal limit in these leases shall be assumed to be the maximum lease 
term

• For those leases which extend beyond 30 June 2047 (e.g. those with an 
original lease term of 999 years)

Lessees shall assume that any legal rights under the leases that extend the 
lease term to beyond 30 June 2047 will be protected for the full duration of 
the lease in the absence of any indication to the contrary

Options for extending the lease term that are not at the 
discretion of the lessee shall not be taken into account by 
the lessee in determining the lease term.

Options for extending the lease term that are not at the 
discretion of the lessee shall not be taken into account by 
the lessee in determining the lease term.

ExampleExample

HK Interpretation 4 becomes effective on 24 May 2005
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Leases – Transition

The adoption of HKAS 17 represents a change in accounting policy.
HKAS 17 requires:

An entity that has previously applied SSAP 14 (revised 2000) shall 
apply the amendments made by HKAS 17 retrospectively for all leases

Retrospective 
Application

Retrospective Retrospective 
ApplicationApplication

⇒ as if that policy had always been applied
⇒ restate opening balance of retained earnings
⇒ restate comparative figures
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Leases – Exemption from Separation
Exemption from separation measurement of land and building if
• the leasehold land and buildings is classified as an investment property 

(if fulfils HKAS 40), and
• the fair value model is adopted.

Such property interest so classified even under an operating lease
• is accounted for as if it were a finance lease
• the fair value model is used
• In addition, such lease shall still be accounted for as 

a finance lease continuously, even if a subsequent 
event changes the nature of the lessee’s property 
interest so that it is no longer classified as 
investment property, examples include
– transferred from investment property to owner-

occupied property (at a deemed cost equal to its 
fair value at the date of change in use); or

– grants a finance lease (sublease) to an unrelated 
third party.
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Investment Property (HKAS 40)

Numerous change with significant impact
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Before HKAS 40 ……

Accounting policy (2004/05) on buildings:
• The cost of construction of the Duke of Windsor 

Social Service Building “the Building” has been 
written down to a nominal value of HK$1.

• The Council hires out meeting rooms and auditorium 
in the Building to third parties and lease out some 
portion of usable floor area to certain bodies 
approved by the Government.

• Income derived from hiring meeting rooms and 
auditorium and leasing out usable floor area have 
been accounted for in the statement of operations as 
hiring fees, rental and management fee income. 

CaseCase

Is it investment property?
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From SSAP 13 to HKAS 40 – Summary

• Introduce new requirements6. Disposals

• Exemption to certain companies removed1. Scope

• Detailed disclosure required, including fair 
value of investment property

7. Disclosure

• Transfer requirements are similar to those in 
SSAP 17 PPE before

5. Transfers

• Introduce cost model, chosen between fair 
value model

• Fair value model refined

4. Measurement after 
recognition

• Same recognition principle applied to all costs 
(aligned with HKAS 16)

• Measurement of assets from exchange of 
assets introduced (aligned with HKAS 16)

3. Recognition and 
Measurement at 
Recognition

• Redefine investment property
• Introduce owner-occupied property

2. Definitions
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Scope – Exemption Removed

Exemption for some entities eliminated

• The exemption in SSAP 13 for 
certain insurance companies 
and charitable, government 
subvented and not-for-profit 
organisations was eliminated in 
HKAS 40

Implies that all these entities are 
required to apply HKAS 40 from 
the financial period beginning 
from 1 Jan. 2005

Specific transitional provisions
for this elimination additionally 
introduced in Nov. 2005

Insurance 
co., not-for-
profit entities 
must follow

More to be 
discussed later ….

More to be 
discussed later ….
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• Amended and clearer definition on an investment property

SSAP 13
An investment property is an interest in land and/or buildings:
a) in respect of which construction work and development have 

been completed; and
b) which is held for its investment potential, any rental income 

being negotiated at arm’s length
HKAS 40

Investment property is property (land or a building – or part of a 
building – or both) held (by the owner or by the lessee under a 
finance lease) 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 business

Definitions – Revised

SSAP 13
An investment property is an interest in land and/or buildings:
a) in respect of which construction work and development have 

been completed; and
b) which is held for its investment potential, any rental income 

being negotiated at arm’s length
HKAS 40

Investment property is property (land or a building – or part of a 
building – or both) held (by the owner or by the lessee under a 
finance lease) 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 business
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• Amended and clearer definition on an investment property

SSAP 13
An investment property is an interest in land and/or buildings:
a) in respect of which construction work and development have 

been completed; and
b) which is held for its investment potential, any rental income 

being negotiated at arm’s length
HKAS 40

Investment property is property (land or a building – or part of a 
building – or both) held (by the owner or by the lessee under a 
finance lease) 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 business

Definitions – Revised

SSAP 13
An investment property is an interest in land and/or buildings:
a) in respect of which construction work and development have 

been completed; and
b) which is held for its investment potential, any rental income 

being negotiated at arm’s length
HKAS 40

Investment property is property (land or a building – or part of a 
building – or both) held (by the owner or by the lessee under a 
finance lease) 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 business

How’s about property held by the lessee under 
an operating lease?

Examples of investment property under HKAS 40 include:
• Property leased out under operating leases
• Property held for long-term capital appreciation
• Property held for a currently undetermined future use
• Vacant property to be leased out under operating leases 

ExampleExample
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Definitions – Extend to Operating Leases

• 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

• 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 properties
classified as investment property shall be accounted for
using the Fair Value Model

An entity has a choice

How’s about property held by the lessee under 
an operating lease?

Simple?Simple?
Let’s term this classification as

“Operating Lease IP Alternative”
Let’s term this classification as

“Operating Lease IP Alternative”
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Definitions – Owner-Occupied Property

• Introduce a new term, owner-occupied property
– Defined as a 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

– In substance, a property under HKAS 16
– Being one of the examples that is NOT an investment property
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Definitions – Owner-Occupied Property

Refer back to HKAS 16 for definition of property, plant and equipment
• Property, plant and equipment are tangible items that:

a) are held 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 period.

Investment 
Property

Investment 
Property

Owner-occupied 
Property

Owner-occupied 
Property

Both for rental, how to distinguish?

Cash Flow Extent of Ancillary 
Services 
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Definitions – Owner-Occupied Property

• One of the key indicators in determining the 
classification between investment property and 
owner-occupied property

Cash Flow

• held to earn rentals or for 
capital appreciation or both

• therefore, generates cash 
flows largely independently 
of the other assets held by 
an entity.

• the production or supply of 
goods or services (or the use 
of property for administrative 
purposes)

• generates cash flows that are 
attributable not only to 
property, but also to other 
assets used in the production 
or supply process 

Investment 
Property

Investment 
Property

Owner-occupied 
property

Owner-occupied 
property
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Investment 
Property

Investment 
Property

Owner-occupied 
property

Owner-occupied 
property

Ancillary services 
not significant

Ancillary services 
not significant

Significant ancillary 
services provided

Significant ancillary 
services provided

Definitions – Owner-Occupied Property

→ investment property

If owner-managed hotel was classified as investment property 
before 2005, it should be reclassified as
• property, plant and equipment (HKAS 16) or
• lease (HKAS 17)

• Significant impact 
on hotel group

• Significant impact 
on hotel group

Cash Flow Extent of Ancillary 
Services 

• provided by an entity to 
the occupants of a 
property it holds is also 
considered

owner-occupied property 
e.g. a owner-managed hotel is not an 

investment property
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Definitions – Owner-Occupied Property
• It may be difficult to determine whether ancillary services are so 

significant that a property does not qualify as investment property
• for example, there may be a spectrum from one end to another:

• Then, judgement is required to determine
• Entities should develop consistent criteria

for use in exercising the judgement

Ancillary services 
not significant

Ancillary services 
not significant

Significant ancillary 
services provided

Significant ancillary 
services provided

Passive investor
⇒ Investment property
⇒ Use HKAS 40

Significant exposure to 
variation in the cash flows 
⇒ Owner-occupied
⇒ Use HKAS 16

How to determine those in 
between these 2 ends?

• Significant impact 
on hotel group

• Significant impact 
on hotel group
How’s its impact on 

Not-For-Profit entity?
How’s its impact on 

Not-For-Profit entity?
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Definitions – Partially Used Only

• Some properties comprise a portion held as investment property and 
another portion NOT held as investment property.

• If these portions:

Could be sold 
separately

Could be sold 
separately

Could not be 
sold separately
Could not be 

sold separately

or leased out separately under a finance lease
⇒ an entity accounts for the portions separately

⇒ the property is investment property
only if an insignificant portion is NOT held as 
investment property

How’s its impact on 
Not-For-Profit entity?
How’s its impact on 

Not-For-Profit entity?
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Definitions

Accounting policy (2004/05) on buildings:
• The cost of construction of the Duke of Windsor 

Social Service Building “the Building” has been 
written down to a nominal value of HK$1.

• The Council hires out meeting rooms and auditorium 
in the Building to third parties and lease out some 
portion of usable floor area to certain bodies 
approved by the Government.

• Income derived from hiring meeting rooms and 
auditorium and leasing out usable floor area have 
been accounted for in the statement of operations as 
hiring fees, rental and management fee income. 

CaseCase

Point for consideration:
• Fulfil the definition of investment property? 
• Generate passive cash flow or owner-occupied?
• Separable under HKAS 40?  If not, significant portion for rental?

Accounting policy (2004/05) on buildings:
• The cost of construction of the Duke of Windsor 

Social Service Building “the Building” has been 
written down to a nominal value of HK$1.

• The Council hires out meeting rooms and auditorium 
in the Building to third parties and lease out some 
portion of usable floor area to certain bodies 
approved by the Government.

• Income derived from hiring meeting rooms and 
auditorium and leasing out usable floor area have 
been accounted for in the statement of operations as 
hiring fees, rental and management fee income. 
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Measurement after Recognition

Introduce Cost Model and choose either

Cost ModelCost Model

Fair Value ModelFair Value Model

HKAS 40 implicitly implies that the choice can only be elected on 
the first-time adoption of HKAS 40
The model chosen should be applied to all investment properties, 
except for some isolated cases.

and
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Measurement after Recognition

• However, even Cost Model is adopted, HKAS 40 still requires all 
entities to determine the fair value of investment property ……
• For disclosure purpose, the fair value of the investment property 

has to be disclosed in notes to the financial statement!
• In determining the fair value of investment property for both cost 

model and fair value model
⇒ an entity is only encouraged, but not required, to rely on a 

professional valuer’s valuation

Cost ModelCost Model

Fair Value ModelFair Value Model

More Flexible?More Flexible?

Introduce Cost Model and choose either

and
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Measurement after Recognition

Fair Value ModelFair Value ModelAfter initial recognition, an entity that chooses →

• shall measure all of its investment property at fair value, except in 
the cases that

1. the fair value cannot be determined reliably, or
2. the cost model is chosen for the investment property backing liabilities that pay a 

return linked directly to the fair value of, or returns from specific assets including 
that investment property

• When a property interest held by a lessee under an operating 
lease is classified as an investment property
⇒ the fair value model must be applied for all investment 

properties
• A gain or loss arising from a change in the fair value of 

investment property shall be recognised in profit or loss for 
the period in which it arises

Depreciation?
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HKAS 40
• Uses fair value, instead of open market value

– but in substance, they are similar
– not the same as SSAP 13, HKAS 40 only encourages, but not 

requires, a profession valuation on a fair value

Measurement after Recognition

Fair Value ModelFair Value Model

• Fair value is defined as the amount for which an asset could be 
exchanged between knowledgeable, willing parties in an arm’s length 
transaction
– Same definition used in other HKFRSs and HKASs
– But HKAS 40 provides more explanations unique for a fair value of a property

• The fair value of investment property shall reflect
market conditions at the balance sheet date

Depreciation?

No depreciation 
required in 
HKAS 40
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Measurement after Recognition

Interim Report 2005 clearly stated that:Interim Report 2005 clearly stated that:

CaseCase

• The directors consider it inappropriate for the company 
to adopt two particular aspects of the new/revised 
HKFRSs as these would result in the financial 
statements, in the view of the directors, either:
• not reflecting the commercial substance of the business or
• being subject to significant potential short-term volatility, as 

explained below …….
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Measurement after Recognition
CaseCase

• HKAS 40 “Investment property” requires an assessment of 
the fair value of investment properties. 

• The group intends to follow the same accounting treatment 
as adopted in 2004, which is to value such investment 
properties on an annual basis.

• Accordingly, the investment properties were not revalued at 
30 June 2005, since the directors consider that such change 
of practice could introduce a significant element of short-
term volatility into the income statement in respect of assets 
which are being held on a long-term basis by the group ……

• It is not practicable to estimate the financial effect of this 
non-compliance as no interim valuation of the properties has 
been conducted.

Interim Report 2005 clearly stated that:Interim Report 2005 clearly stated that:
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Under HKAS 40
Fair value has the following attributes:
• No deduction for transaction costs it may incur on sale or other disposal
• Time-specific as of a given date
• Reflects rental income from current leases and from future leases in 

light of current conditions (with reasonable and supportable assumption)
• Refers to knowledgeable, willing parties
• Refers to an arm’s length transaction
• Difference from value in use, as fair value does not consider the effects 

of factors that may be specific to an entity, including:
a) additional value derived from creation of a portfolio of properties;
b) synergies between investment property and other assets;
c) legal rights or restrictions that are specific only to the current 

owner; and
d) tax benefits or tax burdens that are specific to the current owner.

Measurement after Recognition

Fair Value ModelFair Value Model
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Measurement after Recognition

Fair Value ModelFair Value Model

• The best evidence of fair value is given by current prices 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
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Measurement after Recognition

Fair Value ModelFair Value Model

• If NO current prices in an active market, an entity considers the 
information from a variety of sources, including
a) current prices 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

c) discounted cash flow projections (based on reliable estimates of future 
cash flows, and using discount rate with appropriate adjustments and 
assumptions)

• Considers difference conclusions to arrive reliable estimate of fair 
value within a range of reasonable fair value estimates
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Measurement after Recognition

Fair Value ModelFair Value Model• There is a rebuttable presumption that an 
entity can reliably determine the fair value of 
an investment property on a continuing basis.

• However, in exceptional cases and in initial recognition of investment 
property, there is clear evidence that the fair value of the investment 
property is not reliably 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 shall measure that investment property (alone)

using the cost model in HKAS 16
– residual value shall be assumed to be zero
– apply HKAS 16 until disposal of the investment property
– shall continue to account for other investment properties using the

fair value model
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Measurement after Recognition

Fair Value ModelFair Value Model

• If an entity has previously measured an investment property at fair 
value
– it shall continue to measure the property at fair value until disposal or 

cessation to be investment property, even if
• comparable market transactions become less frequent or
• market prices become less readily available.

Once you chose Fair Value Model, 
you cannot fall back to Cost Model

Once you chose Fair Value Model, 
you cannot fall back to Cost Model
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Measurement after Recognition

After initial recognition, an entity that chooses →
• shall measure all of its investment properties in accordance with the 

requirements of HKAS 16 for that cost 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 
HKFRS 5 Non-current Assets Held for Sale and Discontinued Operations

• then, those investment properties shall be measured in accordance with 
HKFRS 5

Cost ModelCost Model

Fair Value ModelFair Value Model

Once you chose Fair Value Model, 
you cannot fall back to Cost Model

Once you chose Fair Value Model, 
you cannot fall back to Cost Model
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Hang Hang SengSeng BankBank (2004 Annual Report)

• Hang Seng Bank has NOT early adopted HKAS 40 but stated that:
“By adoption of HKAS 40, investment properties are carried at fair 

value with the changes in fair value reported directly in the profit 
and loss account.”

“The Group will continue to adopt the fair value model for 
investment properties.”

“The change in fair value of investment properties will cause 
volatility in the profit and loss account.”

Once you chose Fair Value Model, 
you cannot fall back to Cost Model

Once you chose Fair Value Model, 
you cannot fall back to Cost Model

Measurement
CaseCase
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Measurement

Interim Report 2005 stated that:

Six months ended 30 June (HK$’000) 2005 2004

Revenue 1,563,020 1,280,895
Profit before tax 2,783,792 176,357

CaseCase

1,478%1,478%

Once again, profit is even higher than the revenue

Fair value changes on investment properties 2,500,169 -
Profit before tax without HKAS 40 (by estimate) 283,623 176,357
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• Introduce transfer section (but is similar to those in SSAP 17 before)
• Transfers to, or from, investment property shall be made when, and only 

when, there is a change in use, evidenced by:

Measurement at transfer?Measurement at transfer?

a) Commencement of owner-
occupation

b) Commencement of development 
with a view to sale

Change in use Transfer from investment property

a) End of owner-occupation

b) Commencement of an operating 
lease to another party

c) End of construction or 
development

Change in use Transfer to investment property

Depend on the model the entity is using ……

Owner-Occupied 
Property

Owner-Occupied 
Property

InventoriesInventories
Investment 

Property
Investment 

Property

Investment 
Property

Investment 
Property

Owner-Occupied 
Property

Owner-Occupied 
Property

InventoriesInventories

End of 
construction

End of 
construction

Transfer
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• When an entity uses →
– transfers 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.

Measurement at transfer?Measurement at transfer?

Cost ModelCost Model

Transfer
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Fair Value ModelFair Value Model

• For a transfer from investment property (i.e. the following cases) carried
at fair value

Measurement at transfer?Measurement at transfer?

the property’s deemed cost for subsequent accounting in accordance 
with HKAS 16 or HKAS 2 shall be its fair value at the date of change 
in use.

a) Commencement of owner-
occupation

b) Commencement of development 
with a view to sale

Change in use Transfer from investment property

Owner-Occupied 
Property

Owner-Occupied 
Property

InventoriesInventories
Investment 

Property
Investment 

Property

Transfer
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Transfer

• GV has adopted HKAS 40 and stated its investment properties at fair 
value even the properties are held under operating leases.

• On 1 Jan. 2005, GV’s investment property A held under operating lease 
was stated at fair value of $1,000.  Its original cost was $800.

• On 10 Feb. 2005, the lease of property A expired and GV decided and 
began to hold it as its office.

• What is the accounting implication on the decision?

ExampleExample

• Property A would no longer be investment property and would be 
reclassified as owner-occupied property.

• Even property A is held under operating lease, such operating lease 
interest would still be accounted for as a finance lease continuously in 
accordance with HKAS 17 and classified and measured as property, 
plant and equipment in accordance with HKAS 16.

• The fair value at the date of change in use, i.e. 10 Feb. 2005 will be 
regarded as the deemed cost in property, plant and equipment.

• Property A would no longer be investment property and would be 
reclassified as owner-occupied property.

• Even property A is held under operating lease, such operating lease 
interest would still be accounted for as a finance lease continuously in 
accordance with HKAS 17 and classified and measured as property, 
plant and equipment in accordance with HKAS 16.

• The fair value at the date of change in use, i.e. 10 Feb. 2005 will be 
regarded as the deemed cost in property, plant and equipment.
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Fair Value ModelFair Value Model

• For a transfer to investment property (i.e. the following cases) and that 
investment property will be carried at fair value

Measurement at transfer?Measurement at transfer?

a) End of owner-occupation

b) Commencement of an operating 
lease to another party

c) End of construction or 
development

Change in use Transfer to investment property

Investment 
Property

Investment 
Property

Owner-Occupied 
Property

Owner-Occupied 
Property

InventoriesInventories

End of 
construction

End of 
construction

Transfer
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⇒ Revaluation reserve is 
• frozen and
• accounted for in 

accordance with
HKAS 16 subsequently 

Investment 
Property

Investment 
Property

Owner-Occupied 
Property

Owner-Occupied 
Property

Fair Value ModelFair Value Model

Transfer

Measurement at transfer?Measurement at transfer?

apply HKAS 16 up to the date of change in use.
treat any difference at that date between its 
• carrying amount under HKAS 16, and
• its fair value

in the same way as a revaluation under HKAS 16

• For a transfer to investment property (i.e. the following cases) and that 
investment property will be carried at fair value

any difference between
• the fair value of the property 

at that date and
• its previous carrying amount

shall be recognised in profit/loss

InventoriesInventories
Investment 

Property
Investment 

PropertyEnd of 
construction

End of 
construction
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Transfer
• GV has adopted HKAS 40 and stated its investment properties at fair 

value even the properties are held under operating leases.
• On 1 Mar. 2005, freehold property B stated at revalued amount of 

$1,000 (originally used as its own office) has been leased out to derive 
rental income.  Revaluation surplus recognised for B was $300 while B’s 
fair value at that date should be $1,200.

• What is the accounting implication on the decision?

ExampleExample

• Property B would be reclassified as investment property.
• In accordance with HKAS 40, GV should apply HKAS 16 on B up to the 

date of change in use and treat any difference at that date between its 
carrying amount under HKAS 16, and its fair value in the same way as a 
revaluation under HKAS 16.
• Thus, a revaluation surplus of $200 would be further recognised.
• Total revaluation reserves would become $500 ($200 + $300)

• The revaluation reserves of $500 would be frozen and accounted for in 
accordance with HKAS 16 subsequently.

• Property B would be reclassified as investment property.
• In accordance with HKAS 40, GV should apply HKAS 16 on B up to the 

date of change in use and treat any difference at that date between its 
carrying amount under HKAS 16, and its fair value in the same way as a 
revaluation under HKAS 16.
• Thus, a revaluation surplus of $200 would be further recognised.
• Total revaluation reserves would become $500 ($200 + $300)

• The revaluation reserves of $500 would be frozen and accounted for in 
accordance with HKAS 16 subsequently.
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Derecognition (or Disposals)
• An investment property shall be derecognised (eliminated from the 

balance sheet):
1. on disposal or
2. when the investment property is permanently withdrawn from use 

and no future economic benefits are expected from its disposal
• Gains or losses arising from the retirement or disposal of investment 

property shall be determined as the difference between
1. the net disposal proceeds and
2. the carrying amount of the asset,

and shall be recognised in profit or loss (unless HKAS 17 requires 
otherwise on a sale and leaseback) in the period of the retirement or 
disposal
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Disclosure
a) Disclosure for both Fair Value Model and Cost Model

• whether the fair value model or the cost model is adopted
• if fair value model is applied, whether property interests held under 

operating leases are accounted for as investment property 
• if classification is difficult, the criteria to distinguish investment property 

from owner-occupied property and from property held for sale in the 
ordinary course of business

• the methods and significant assumptions applied in determining the fair 
value of investment property

• whether (and the extent to which) the fair value of investment property is 
based on a valuation by a qualified independent valuer

• the amounts recognised in profit or loss, say for rental income from 
investment property, and direct operating expenses (including repairs and 
maintenance) arising from investment property

• the existence and amount of restrictions on the realisability of investment 
property or the remittance of income and proceeds of disposal

• contractual obligations to purchase, construct, or develop investment 
property or for repairs, maintenance or enhancements
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Disclosure
b) Additional Disclosure for Fair Value Model

• A reconciliation between the carrying amounts of investment property at 
the beginning and end of the period similar to that of property, plant and 
equipment

• When a valuation obtained for investment property is adjusted 
significantly for the purpose of the financial statements, the entity shall 
disclose a reconciliation between the valuation obtained and the adjusted 
valuation included in the financial statements

• In the exceptional cases when there is inability to determine fair value 
reliably and cost model is applied to a particular investment property, 
additional disclosures are required
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Disclosure
c) Additional Disclosure for Cost Model

• the depreciation methods used; 
• 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, similar to that of property, plant and 
equipment

• the fair value of investment property
• In the exceptional cases when there is inability to determine fair value 

reliably, additional disclosures are required
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Choose →
• Deem the carrying amount of an investment property immediately 

before the applying HKAS 40 on its effective date (or earlier) as its cost
– Any adjustments shall be made to the opening balance of retained earnings 

for the period in which HKAS 40 is first applied
– Depreciation on deemed cost commences from the time at which HKAS 40 

is first applied

Choose →
• Opening balance of retained earnings shall be adjusted
• Comparative information

– Entities previously disclosed the property’s fair value
⇒ encourage (but not require) to restate comparative information

– Entities NOT previously disclosed the property’s fair value
⇒ shall NOT restate comparative information
⇒ shall disclose this fact

Transitional Arrangements

Cost ModelCost Model

Fair Value ModelFair Value Model

Example: listed co.

Example: unlisted 
co., charities

Included the charities taken 
exemption of SSAP 13 before
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Hang Hang SengSeng BankBank (2004 Annual Report)

• Hang Seng Bank has NOT early adopted HKAS 40 but stated that:
“By adoption of HKAS 40, investment properties are carried at fair 

value with the changes in fair value reported directly in the profit 
and loss account.”

“The Group will continue to adopt the fair value model for 
investment properties.”

The change in fair value of investment properties will cause 
volatility in the profit and loss account.”

“On transition, the investment revaluation reserve will be 
transferred to retained profits.”

“The Group will not restate its 2004 accounts, as permitted under 
paragraph 80 of HKAS 40.”

Transitional Arrangements
CaseCase
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Transitional Arrangements

Beijing Enterprises Holdings LimitedBeijing Enterprises Holdings Limited
• Has early adopted all the new HKFRS in 2004 Annual 

Report

• Transitional arrangement on hotel properties

– In the absence of any specific transitional requirements 
in HKAS 16, HKAS 40 and SSAP-Int 23, the new 
accounting policy has been applied retrospectively.

– The comparative statements for the year ended 31 Dec. 
2003 have been restated to conform to the new policy.

CaseCase
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That’s all ……

• When HKAS 40 Meets HKAS 16 and HKAS 17 in HK ……
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Application of HKAS 40 in HK

Cost ModelCost Model

Fair Value ModelFair Value Model

When HKAS 40 Meets 
HKAS 16 and HKAS 17 

in Hong Kong ……

When HKAS 40 Meets 
HKAS 16 and HKAS 17 

in Hong Kong ……
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When HKAS 40 Meets 
HKAS 16 and HKAS 17 

in Hong Kong ……

When HKAS 40 Meets 
HKAS 16 and HKAS 17 

in Hong Kong ……

Application of HKAS 40 in HK

Cost ModelCost Model

• As stated before, when a property interest held by 
a lessee under an operating lease is classified as 
an investment property
⇒ the fair value model must be applied for all 

investment properties
⇒ a gain or loss arising from a change in the fair 

value of investment property shall be 
recognised in profit or loss for the period in 
which it arises

Fair Value ModelFair Value Model

Since the land element of an property in HK can only be held 
under “operating leases” (per HKAS 17), does it imply that:
• There is no choice for all investment properties in HK?
• All such properties shall use Fair Value Model? With all 

resulting gain or loss recognised in profit or loss?
• Alternatively, they can only accounted for as operating 

leases in accordance with HKAS 17?

Since the land element of an property in HK can only be held 
under “operating leases” (per HKAS 17), does it imply that:
• There is no choice for all investment properties in HK?
• All such properties shall use Fair Value Model? With all 

resulting gain or loss recognised in profit or loss?
• Alternatively, they can only accounted for as operating 

leases in accordance with HKAS 17?
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When HKAS 40 Meets 
HKAS 16 and HKAS 17 

in Hong Kong ……

When HKAS 40 Meets 
HKAS 16 and HKAS 17 

in Hong Kong ……

Application of HKAS 40 in HK

Complicated by HKAS 17 since land in HK 
can only be held under operating lease

Since the land element of an property in HK can only be held 
under “operating leases” (per HKAS 17), does it imply that:
• There is no choice for all investment properties in HK?
• All such properties shall use Fair Value Model? With all 

resulting gain or loss recognised in profit or loss?
• Alternatively, they can only accounted for as operating 

leases in accordance with HKAS 17?

Since the land element of an property in HK can only be held 
under “operating leases” (per HKAS 17), does it imply that:
• There is no choice for all investment properties in HK?
• All such properties shall use Fair Value Model? With all 

resulting gain or loss recognised in profit or loss?
• Alternatively, they can only accounted for as operating 

leases in accordance with HKAS 17?

Can the lease of land and 
building be reliably separated?

Cannot be 
reliably separated

Reliably 
separated

Property held to earn 
rentals and/or for 

capital appreciation

Property held to earn 
rentals and/or for 

capital appreciation
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Application of HKAS 40 in HK

The entire lease is accounted for as a 
finance lease (under HKAS 17)
If the definition of investment property 
under HKAS 40 is fulfilled, HKAS 40 
must be followed and either one of the 
following models can be chosen
• Cost Model 
• Fair Value Model

The entire lease is accounted for as a 
finance lease (under HKAS 17)
If the definition of investment property 
under HKAS 40 is fulfilled, HKAS 40 
must be followed and either one of the 
following models can be chosen
• Cost Model 
• Fair Value Model

Can the lease of land and 
building be reliably separated?

Cannot be 
reliably separated

Land and 
Building

Land and 
Building

Finance
Lease

Finance
Lease

Fair Value 
Model

Fair Value Fair Value 
ModelModel

Cost
Model
CostCost

ModelModel

Simple!Simple!
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Application of HKAS 40 in HK

Land (and building) under 
operating lease
Choose to either
• HKAS 17
• HKAS 40

(using Operating Lease IP 
Alternative)

Land (and building) under 
operating lease
Choose to either
• HKAS 17
• HKAS 40

(using Operating Lease IP 
Alternative)

Can the lease of land and 
building be reliably separated?

Reliably 
separated

LandLand

Operating 
Lease

Operating 
Lease

At CostAt CostAt Cost Fair Value 
Model

Fair Value Fair Value 
ModelModel

Cost
Model
CostCost

ModelModel

Finance
Lease

Finance
Lease

BuildingBuilding

Fair Value 
Model

Fair Value Fair Value 
ModelModel

Building under finance lease
HKAS 40 must be followed and 
either one of the following 
models can be chosen
• Cost Model 
• Fair Value Model

Building under finance lease
HKAS 40 must be followed and 
either one of the following 
models can be chosen
• Cost Model 
• Fair Value Model Be careful ……

Under 
HKAS 17

Under 
HKAS 40
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Application of HKAS 40 in HK

If land is accounted for under 
HKAS 40 by using Operating 
Lease IP Alternative
• all the investment properties 

must be accounted for by 
using Fair Value Model

• no choice for all investment 
properties then!

If land is accounted for under 
HKAS 40 by using Operating 
Lease IP Alternative
• all the investment properties 

must be accounted for by 
using Fair Value Model

• no choice for all investment 
properties then!

Can the lease of land and 
building be reliably separated?

Reliably 
separated

LandLand

Operating 
Lease

Operating 
Lease

Fair Value 
Model

Fair Value Fair Value 
ModelModel

Finance
Lease

Finance
Lease

BuildingBuilding

Fair Value 
Model

Fair Value Fair Value 
ModelModel

Under 
HKAS 40
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Cost
Model
CostCost

ModelModel

Application of HKAS 40 in HK

Finance
Lease

Finance
Lease

LandLandBuildingBuilding

Operating 
Lease

Operating 
Lease

Can the lease of land and 
building be reliably separated?

Reliably 
separated

Fair Value 
Model

Fair Value Fair Value 
ModelModel At CostAt CostAt Cost

Under 
HKAS 17

Under 
HKAS 40

Choice under HKAS 40 exists 
only if land is not accounted 
for as investment property.

Choice under HKAS 40 exists 
only if land is not accounted 
for as investment property.
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Cost
Model
CostCost

ModelModel

Application of HKAS 40 in HK

Finance
Lease

Finance
Lease

LandLandBuildingBuilding

Operating 
Lease

Operating 
Lease

Can the lease of land and 
building be reliably separated?

Cannot be 
reliably separated

Reliably 
separated

Land and 
Building

Land and 
Building

Finance
Lease

Finance
Lease

Fair Value 
Model

Fair Value Fair Value 
ModelModel

Cost
Model
CostCost

ModelModel
Fair Value 

Model
Fair Value Fair Value 

ModelModel At CostAt CostAt Cost Fair Value 
Model

Fair Value Fair Value 
ModelModel

Under 
HKAS 17

Under 
HKAS 40

Under 
HKAS 40
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Cost
Model
CostCost

ModelModel

Application of HKAS 40 in HK

Finance
Lease

Finance
Lease

LandLandBuildingBuilding

Operating 
Lease

Operating 
Lease

Can the lease of land and 
building be reliably separated?

Cannot be 
reliably separated

Reliably 
separated

Land and 
Building

Land and 
Building

Finance
Lease

Finance
Lease

Fair Value 
Model

Fair Value Fair Value 
ModelModel

Cost
Model
CostCost

ModelModel
Fair Value 

Model
Fair Value Fair Value 

ModelModel At CostAt CostAt Cost Fair Value 
Model

Fair Value Fair Value 
ModelModel

Under 
HKAS 17

Under 
HKAS 40

Under 
HKAS 40

But ……

Fair value is still needed for all investment 
properties …… for disclosure purpose

But ……

Fair value is still needed for all investment 
properties …… for disclosure purpose

• No matter which model you have chosen, it is always
a “Fair Value Model”

• The difference is - Recognised or Disclosed
• The difference is - to P/L or in Notes
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Application of HKAS 40 in HK

Finance
Lease

Finance
Lease

LandLandBuildingBuilding

Operating 
Lease

Operating 
Lease

Can the lease of land and 
building be reliably separated?

Cannot be 
reliably separated

Reliably 
separated

Land and 
Building

Land and 
Building

Finance
Lease

Finance
Lease

Fair Value 
Model

Fair Value Fair Value 
ModelModel

Fair Value 
Model

Fair Value Fair Value 
ModelModel

Fair Value 
Model

Fair Value Fair Value 
ModelModel

For simplicity, just 
adopt Fair Value 
Model, or ……
should be termed as
“Recognised” Fair 
Value Model
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Fair Value Fair Value 
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Fair Value 
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Fair Value Fair Value 
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Advantages:
• More relevant (as implied in HKAS 8)
• More simple (no additional disclosure is required)
• No need to separate the land from the property

• Whether land and building can be separated would not be an issue
• Land and buildings can be grouped for disclosure

• Minimum changes
• only gain/loss to be recognised in profit and loss

Advantages:
• More relevant (as implied in HKAS 8)
• More simple (no additional disclosure is required)
• No need to separate the land from the property

• Whether land and building can be separated would not be an issue
• Land and buildings can be grouped for disclosure

• Minimum changes
• only gain/loss to be recognised in profit and loss

For simplicity, just 
adopt Fair Value 
Model, or ……
should be termed as
“Recognised” Fair 
Value Model
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“Investment properties are properties held for long-term rental yields.”

“Investment properties are carried at fair value, representing open 
market value determined annually by independent qualified valuers.”

“Changes in fair values are recorded in the consolidated profit and loss 
account.”

“In accordance with IAS 40 (revised), leasehold properties held for long-
term rental yields are classified as investment properties and carried 
at fair value.”

“This is a change in accounting policy as in previous years these 
properties were carried at depreciated cost.  The comparative figures 
for 2002 have been restated to reflect the change in policy.”

“Investment properties are properties held for long-term rental yields.”
⇒ definition (and/or for capital appreciation)

“Investment properties are carried at fair value, representing open 
market value determined annually by independent qualified valuers.”

⇒ adopt Fair Value Model (Recognised) with independent revaluation
“Changes in fair values are recorded in the consolidated profit and loss 

account.” ⇒ changes in fair value recognised in P/L
“In accordance with IAS 40 (revised), leasehold properties held for long-

term rental yields are classified as investment properties and carried 
at fair value.” ⇒ same as the requirement in HKAS 40.75(b)

JardinesJardines Group Group (2003 Annual Report)

Application of HKAS 40 in HK
CaseCase
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Bank of East AsiaBank of East Asia (2004 Fin. Statements published in Feb 2005)

• Again, early adopted one new HKAS, HKAS 40, only ……
• Accounting policies –

“Investment properties are stated at fair value.”
“External independent valuation companies, having an appropriate

recognised professional qualification and recent experience in the 
location and category of property being valued, value the portfolio 
annually.”

“The fair values are based on market values, being the estimated amount 
for which a property could be exchanged on the date of valuation
between a willing buyer and a willing seller in an arm’s length transaction 
after proper marketing wherein the parties had each acted 
knowledgeably, prudently and without compulsion.”

“A property interest under an operating lease is classified and accounted 
for as an investment property when the Group holds it to earn rentals or 
for capital appreciation or both.”

“Any such property interest under an operating lease classified as an 
investment property is carried at fair value.”

Application of HKAS 40 in HK
CaseCase
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Cost
Model
CostCost

ModelModel

Application of HKAS 40 in HK

Finance
Lease

Finance
Lease

LandLandBuildingBuilding

Operating 
Lease

Operating 
Lease

Can the lease of land and 
building be reliably separated?

Cannot be 
reliably separated

Reliably 
separated

Land and 
Building

Land and 
Building

Finance
Lease

Finance
Lease

Fair Value 
Model

Fair Value Fair Value 
ModelModel

Cost
Model
CostCost

ModelModel
Fair Value 

Model
Fair Value Fair Value 

ModelModel At CostAt CostAt Cost Fair Value 
Model

Fair Value Fair Value 
ModelModel

Under 
HKAS 17

Under 
HKAS 40

Under 
HKAS 40

Any element held 
under lease?

Whether the 
element can 
be reliably 
separated?

Choose the 
available 
options
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Summary

Property for 
own use

Property for 
own use

Finance
Lease

Finance
Lease

Revaluation 
Model

Revaluation Revaluation 
ModelModel

Cost
Model
CostCost

ModelModel

Investment 
property

Investment 
property

Finance
Lease

Finance
Lease

Fair Value ModelFair Value ModelFair Value Model

Cost
Model
CostCost

ModelModel

Under 
HKAS 16

Under 
HKAS 40

Land and building 
cannot be reliably separated
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Summary Land and building
can be reliably separated

Property for 
own use

Property for 
own use

Investment 
property

Investment 
property

LandLandBuildingBuilding

Finance LeaseFinance Lease Operating LeaseOperating Lease

Cost
Model
CostCost

ModelModel

Revaluation 
Model

Revaluation Revaluation 
ModelModel

Cost
Model
CostCost

ModelModel

Cost
Model
CostCost

ModelModel

Cost
Model
CostCost

ModelModel
Cost

Model
CostCost

ModelModel

Fair Value 
Model

Fair Value Fair Value 
ModelModel

Cost
Model
CostCost

ModelModel

Fair Value 
Model

Fair Value Fair Value 
ModelModel

Fair Value
Model

Fair ValueFair Value
ModelModel

1st Choice

2nd Choice

1st Choice

2nd Choice

3rd Choice

Under HKAS 16

Under HKAS 40 Under 
HKAS 17

Under 
HKAS 40
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HKFRS

New HKFRS for NPO/NGO 
16 March 2005

Nelson LamNelson Lam
nelson@nelsoncpa.com.hk
www.nelsoncpa.com.hk

Updated slides in PDF can be found in 
www.NelsonCPA.com.hk

Slides of a seminar for HKCSS in Jan 2005 can be found in
http://www.hkcss.org.hk/seminar/msl/nelson_lam20060111.pdf
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New HKFRS for NPO/NGO 
16 March 2005

Nelson LamNelson Lam
nelson@nelsoncpa.com.hk
www.nelsoncpa.com.hk

Updated slides in PDF can be found in 
www.NelsonCPA.com.hk

Q&A SessionQ&A SessionQ&A Session

Slides of a seminar for HKCSS in Jan 2005 can be found in
http://www.hkcss.org.hk/seminar/msl/nelson_lam20060111.pdf


