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INTRODUCTION 

 

 IAS 40 applies to the accounting treatment for investment property and 

related disclosure requirements. 
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INTRODUCTION 

 

 Investment properties are initially measured at cost and, with some 

exceptions, may be subsequently measured using a cost model or fair 

value model, with changes in the fair value under the fair value model 

being recognised in profit or loss. 
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INTRODUCTION 

 

 An investment in property (land and/or buildings) held with the intention of 

earning rental income or for capital appreciation (or both) is described as 

an investment property. 
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INTRODUCTION 

 

 Investment property is sometimes referred to as being a “passive” 

investment, to distinguish it from actively managed property such as plant 

assets, the use of which is integrated with the rest of the entity’s operations. 
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INTRODUCTION 

 Revised IAS40, effective in 2005, for the first time permitted property interests 

held in the form of operating leases to be classified and accounted for as 

investment property. This may be done if: 

 

1. The other elements of the definition of investment property (see below) are met; 

2. The operating lease is accounted for as if it were a finance lease in accordance 

with IAS 17 Leases (that is, it is capitalised); 

3. The lessee uses the fair value model set out in IAS 40 for the asset recognised. 
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DEFINITIONS OF TERMS 

Carrying amount. The amount at which an asset is recognised in the statement 

of financial position. 

 

Cost. 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 IFRS. 

 

Fair value. The price that would be received to sell an asset or paid to transfer 

a liability in an orderly transaction between market participants at the 

measurement date (IFRS 13.9). 
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DEFINITIONS OF TERMS 

 Investment property. 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 

rental income or for capital appreciation purposes or both, rather than for: 

• Use in the production or supply of goods or services or for administrative purposes; 

• Sale in the ordinary course of business. 

 Owner-occupied property. Property held (by the owner, i.e., the entity itself 

or by a lessee under a finance lease) for use in the production or supply of 

goods or services or for administrative purposes. 
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IDENTIFICATION 

 According to the standard, examples of investment property are: 

 

• Land held for long-term capital appreciation as opposed to short-term purposes 

like land held for sale in the ordinary course of business; 

• Land held for a currently undetermined future use; 

• A building owned by the reporting entity (or held by the reporting entity under a 

finance lease) and leased out under one or more operating leases; 

• A vacant building held by an entity to be leased out under one or more operating 

leases; 

• Property under construction or being developed for future use as investment 

property. 
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IDENTIFICATION 

 The following are examples of items that are not investment property and are 

therefore outside the scope of the standard: 

 

• Property employed in the business (i.e., held for use in production or supply of goods or 

services or for administrative purposes, the accounting for which is governed by IAS 16); 

• Owner-occupied property (IAS 16, Property, Plant and Equipment), including property 

held for future use as owner-occupied property, property held for future development 

and subsequent use as owner-occupied property, property occupied by employees 

(whether or not the employees pay rent at market rates) and owneroccupied property 

awaiting disposal; 

• Property being constructed or developed on behalf of third parties, the accounting of 

which is outlined in IAS 11; 

• Property held for sale in the ordinary course of business or in the process of construction 

or development for such sale, the accounting for which is specified by IAS 2; 

• Property that is leased to another entity under a finance lease. 

Mohammed ALASHI 

12 



IDENTIFICATION 

 

 Example: Entity X built a residential property with the intention of selling it. In 

the past, X has regularly developed property and then sold it immediately 

after completion. To increase the chances of a sale, X chooses to let some 

of the flats as soon as they are ready for occupation. The tenants move into 

the property before completion. How has X mapped the property on the 

balance sheet? 
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IDENTIFICATION 

 Apportioning property between investment property and owner-occupied 

property 

 

If these portions, earmarked for different purposes, could be sold, or leased 

under a finance lease, separately, then the entity is required to account for 

them separately (dual-use property). 
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IDENTIFICATION 

 Apportioning property between investment property and owner-occupied 

property 

 

On the other hand, if the service provided is a comparatively significant 

component of the arrangement, then the investment would be considered as 

an owner-occupied property. For instance, an entity that owns and operates 

a hotel and also provides services to the guests of the hotel would be unable 

to argue that it is an investment property in the context of IAS 40. Rather, such 

an investment would be classified as an owner-occupied property. 
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IDENTIFICATION 

 Property leased to a subsidiary or a parent company 

 

Property leased to a subsidiary or its parent company is considered an 

investment property from the perspective of the entity in its separate financial 

statements. However, for the purposes of consolidated financial statements, 

from the perspective of the group as a whole, it will not qualify as an 

investment property, since it is an owner-occupied property when viewed 

from the group perspective (which includes both the lessor and the lessee). 

This will necessitate the processing of appropriate adjustments to account for 

the difference in classification when preparing the consolidated accounts. 
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IDENTIFICATION 

 Property interest held under operating lease 

 

IAS 40.6 permits a property interest held by a lessee under an operating lease 

to 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 used the fair value model for the asset recognised. 
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RECOGNITION AND MEASUREMENT 

 Recognition 

 

Investment property is recognised as an asset when, and only when, it 

becomes probable that the entity will enjoy the future economic benefits 

which are attributable to it, and when the costs of the investment property can 

be reliably measured. 
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RECOGNITION AND MEASUREMENT 

 Recognition 

 

In unusual circumstances where it would be concluded that the owner’s 

likelihood of receipt of the economic benefits would be less than probable, 

the costs incurred would not qualify for capitalisation and would consequently 

have to be expensed. 

Mohammed ALASHI 

19 



RECOGNITION AND MEASUREMENT 

 Recognition 

 

Initial measurement will be at cost, which is usually equivalent to fair value, 

assuming that the acquisition was the result of an arm’s-length exchange 

transaction. Included in the purchase cost will be such directly attributable 

expenditure as legal fees and property transfer taxes, if incurred in the 

transaction. 
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RECOGNITION AND MEASUREMENT 

 Recognition 

 

To the extent that the acquisition cost includes an interest charge, if the 

payment is deferred, the amount to be recognised as an investment asset 

should not include the interest charges, unless the asset meets the definition of 

a qualifying asset under IAS 23, which requires borrowing costs to be 

capitalised. 
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RECOGNITION AND MEASUREMENT 

 Recognition 

 

Furthermore, start-up costs (unless they are essential in bringing the property to 

its working condition), initial operating losses (incurred prior to the investment 

property achieving planned level of occupancy) or abnormal amounts of 

wasted material, labour or other resources (in construction or development) 

do not constitute part of the capitalised cost of an investment property. 
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RECOGNITION AND MEASUREMENT 

 Subsequent expenditures 

 

In some instances there may be further expenditure incurred on the 

investment property after the date of initial recognition. Consistent with similar 

situations arising in connection with property, plant and equipment (dealt with 

under IAS 16), if the costs meet the recognition criteria discussed above, then 

those costs may be added to the carrying amount of the investment property.  
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RECOGNITION AND MEASUREMENT 

 Subsequent expenditures 

 

Costs of the day-to-day servicing of an investment property (essentially repairs 

and maintenance) would not ordinarily meet the recognition criteria, and 

would therefore be recognised in profit or loss as period costs when incurred. 

Costs of day-today servicing would include the cost of labour and 

consumables, and may include the cost of minor parts. 
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RECOGNITION AND MEASUREMENT 

 Fair value vs. cost model 

 

Analogous to the financial reporting of property, plant and equipment under 

IAS 16, IAS 40 provides that investment property may be reported at either fair 

value (fair value model) or at depreciated cost less accumulated impairment 

(cost model). 
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RECOGNITION AND MEASUREMENT 

 Fair value model 

 

When investment property is carried at fair value, at each subsequent 

financial reporting date the carrying amount must be adjusted to the then-

current fair value, with the adjustment being reported in the profit or loss for 

the period in which it arises. When choosing the fair value model all of the 

investment property must be measured at fair value, except when there is an 

inability to measure fair value reliably 
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RECOGNITION AND MEASUREMENT 

 Inability to measure fair value reliably 

 

In rare circumstances, however, when an entity acquires for the first time an 

investment property (or when an existing property first qualifies to be classified 

as investment property when there has been change of use), there may be 

clear evidence that the fair value of the investment property cannot reliably 

be determined on a continuous basis. This arises when, and only when, the 

market for comparable properties is inactive and alternative reliable 

measurement of fair value is not available. 
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RECOGNITION AND MEASUREMENT 

 Inability to measure fair value reliably 

 

Under such exceptional circumstances, the standard stipulates that the entity 

should measure that investment property using the cost model in IAS 16 until 

the disposal of the investment property, even if comparable market 

transactions become less frequent or market prices become less readily 

available. 
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RECOGNITION AND MEASUREMENT 

 Inability to measure fair value reliably 

 

Example: Can a company opt for the fair value model for an investment 

property under construction, while all other completed investment properties 

are valued using the acquisition cost model?  

 

No. The company drawing up its balance sheet must choose between using 

the fair value model (valuation using the fair value) or the acquisition cost 

model (valuation using the amortised acquisition or construction costs). This 

decision is only to be made once, and is to be applied consistently to all 

investment properties. This also includes investment properties under 

construction (IAS 40.33). 
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RECOGNITION AND MEASUREMENT 

 Cost model 

 

After initial recognition, investment property is accounted for in accordance 

with the cost model as set out in IAS 16, Property, Plant and Equipment—cost 

less accumulated depreciation and less accumulated impairment losses—

apart from those that meet the criteria to be classified as held-for-sale (or are 

included in a disposal group held for sale) in accordance with IFRS 5, Non-

current Assets Held for Sale and Discontinued Operations. 
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RECOGNITION AND MEASUREMENT 

 Cost model 

 Transfers to or from investment property 

Transfers to or from investment property should be made only when there is 
demonstrated “change in use” as contemplated by the standard. IAS 40.57 
presents a non exhaustive list of examples, where a change in use takes place 
when there is a transfer: 

• From investment property to owner-occupied property, when owner-occupation 
commences; 

• From investment property to inventories, on commencement of development with 
a view to sale; 

• From an owner-occupied property to investment property, when owner-
occupation ends; or 

• From inventories to investment property, when an operating lease to a third party 
commences. 
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RECOGNITION AND MEASUREMENT 

 1. Transfers from (or to) investment property to (or from) owner-occupied 
property (in the 

 

 case of investment property carried under the fair value model). 

 

In some instances, property that at first is appropriately classified as investment 
property under IAS 40 may later become property, plant and equipment as 
defined under IAS 16. For example, a building is obtained and leased to 
unrelated parties, but at a later date the entity expands its own operations to 
the extent that it now chooses to utilise the building formerly held as a passive 
investment for its own purposes, such as for the corporate executive offices. 
The amount reflected in the accounting records as the fair value of the 
property as of the date of change in status would become the cost basis for 
subsequent accounting purposes. Previously recognised changes in value, if 
any, would not be reversed. 
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RECOGNITION AND MEASUREMENT 

 2. Transfers from inventories to investment property (in the case of 

investment property 

 

 carried under the fair value model). 

 

It may also happen that property originally classified as inventories, originally 

held for sale in the normal course of the business, is later redeployed as 

investment property.  

 

When reclassified, the initial carrying amount should be fair value as of that 

date. Any difference between the fair value and the carrying amount of the 

property at the date of transfer would be reported in profit or loss. This is 

consistent with the treatment of sales of inventories. 
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RECOGNITION AND MEASUREMENT 

 2. Transfers from inventories to investment property (in the case of 

investment property 

 

 carried under the fair value model). 

 

Example: Can a property under construction classified as inventory be 

reclassified as an investment property if the disposal plans no longer exist? 

No, a property under construction that has to date been classified as inventory 

is not to be reclassified solely on the basis of its intended use being changed. 

This requires, for example, an operating lease agreement to be commenced 

[IAS 40.57(d)]. 
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RECOGNITION AND MEASUREMENT 

 3. Transfers from investment property to inventories. 

 

IAS 40 requires an investment property to be transferred to inventories only 

when there is a change of use evidenced by commencement of 

development with a view to sale. When an investment property carried at fair 

value is transferred to inventories, the property’s deemed cost for subsequent 

accounting in accordance with IAS 2 Inventories is its fair value at the date of 

change in use.  

Mohammed ALASHI 

35 



RECOGNITION AND MEASUREMENT 

 3. Transfers from investment property to inventories. 

 

When the entity determines that property held as investment property is to be 

sold, that property should be classified as a non-current asset held for sale in 

accordance with IFRS 5. 

It should not be derecognised (eliminated from the statement of financial 

position) or transferred to inventories. The treatment of non-current assets held 

for sale is discussed in further detail in Chapter 9. However, in the case of 

investment property held for sale, these continue to be measured at fair value 

in accordance with IAS 40 up to the point of sale, unlike, for example, 

property, plant and equipment, which is measured at the lower of carrying 

amount or fair value less costs to sell while held for sale. 
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RECOGNITION AND MEASUREMENT 

 3. Transfers from investment property to inventories. 

 

Example: Can a property that has previously been classified as an investment 

property be reclassified as inventory if it is renovated to create saleability? 

 

 Yes, if the renovation is a development that significantly increases the value of 

the property. This may be the case when a significantly higher rental standard 

is achieved through renovation or when the lettable area is significantly 

increased. However, if the renovation only serves to maintain the property at 

its current level, then in accordance with IAS 40.57(b), there is no development 

with the aim of sale. 
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RECOGNITION AND MEASUREMENT 

 Disposal and retirement of investment property 

 

An investment property should be derecognised (i.e., eliminated from the 

statement of financial position of the entity) on disposal or when it is 

permanently withdrawn from use and no future economic benefits are 

expected from its disposal. The word “disposal” has been used in the standard 

to mean not only a sale but also the entering into of a finance lease by the 

entity. In determining the date of disposal of an investment property, the 

criteria in IFRS 15, Revenue from Contracts with Customers for recognising 

revenue from the sale of goods should be applied. IAS 17, Leases, applies to a 

disposal effected by entering into a finance lease and to a sale and 

leaseback. 
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US GAAP COMPARISON 

 

 

 US GAAP does not separately define investment properties. Property held 

for investment purposes is treated the same as other property, plant and 

equipment. 
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