Property, Plant and Equipment

Definition

PPE are tangible items that:

· Are held for use in production or for administrative purposes

· Are expected to be used for more than one period (over 1 year)
Initial measurement:

· Recorded at cost

· Purchase price after any discounts

· Transportation

· Import duties

· Site preparation

· Installation costs

· Professional fees

· Own labour costs

· Borrowing costs

· Future restoration and dismantling costs (only if a provision)

Excludes:

· Wastage

· Cost arising from errors (must be expensed as arise)

· Subsequent costs maybe capitalised when

· Expenditure extends life of the asset, increase production or quality
IAS 16 requires that 
· the residual value and useful life of the asset is reviewed at least at each financial year-end, together with the depreciation method applied to the asset and

· applied consistently to all assets of the class 

· any gain or loss on disposal (proceeds less carrying value) recognised in I/S 

· any remaining revaluation reserve to be transferred to retained earnings and disclosed in the statement of changes in equity

Investment Property
Definition
Investment properties are property (land or a building or property under construction) which are not used by the business but held to generate income and long term capital growth.

Criteria must be ICE:

· Investment

· Complete (not half building(

· Empty of the group 

Includes:

· A building leased under an operating lease

· Land held long term in order to benefit from an increase in market value

Excludes:

· Property leased under a finance lease
· Property intended for sale in the ordinary course of business

· Properties build on behalf 3rd parties
Accounting treatment

1. initially measured at cost

2. then select one of the following:

· cost model (cost less depreciation and any impairment losses)

      if selected the asset cannot be re-valued
· fair value model (asset re-valued each year normally by referenced by market price) 

if selected do not depreciate and any changed to be recognised in I/S
d) Ryder acq X with intend a sale for a loan of $20m on Nov 20x4. X was repaired on Nov 20x5 and sold $27m on Dec 20x9. X depreciation 5%, nothing was charged. YE OCT 20x5
INITIAL TRANSACTION

The partial swap of a receivable for property is a barter transaction and should be recorded at fair value. If $20m is a fair value then this is fine.

INVESTMENT PROPERTY

The property appears to fulfil the investment property criteria:

Investment – intent to sell eventually

Complete - finished

Empty – unoccupied by the group

ACCOUNTING

So on that basis the following would be recorded:

Opening
20m

Gain

7m

Closing

27m

Impairment of Assets

Definition

Impairment is the amount by which the carrying value of an asset exceeds its recoverable amount.

Were recoverable amount is the highest of NRV and VIU.
NRV is the amount obtainable from the sale of an asset in an arm’s length less cost of disposal.

VIU is the present value of the future cash flows expected to be generated by an asset including disposal cost.

Excludes:

· inventories

· construction contracts

· differed tax

· financial assets (IAS39)

· investment property measured at fair value

· NCA held for sale

Objectives:

· assets are recorded at not more then recoverable amount

· any impairment is recognised on a consistent basis

· disclosed information enables users to understand the impact of the impairment and performance of the reporting entity

Must be tested if:

· there are external or internal indicators of impairment

· goodwill acquired
· intangibles with an indefinite useful life
· intangibles are not yet available for use

Accounting treatment

The asset must be written down to its recoverable amount if impairment loss occurred. 
The impairment loss must be recognised in I/S. 

REVERSAL
When PPE rises in value then falls (or vice versa) the fall is called a reversal.

Accounting treatment

Reversal of
Performance

Impairment
I/S

Revaluation
OCI

The current reversal is limited by the prior accumulated movement (the remaining bit of impairment).
Intangible Assets
Definition

Intangible asset is an identifiable non-monetary asset without physical substance. 

An asset is identifiable when:

· it is separable (can be sold separately)

· it is not separable but arises from contractual rights
Criteria must be:

· it is probable that expected future economic benefits inflow
· controlled by an entity & the cost is measured reliably
Excludes
· internally generated brands (home grown rather than purchased)

· publishing titles
· customer lists

Accounting treatment

Initial measurement:
· Initially measured at cost
· If acquired as part of business then at fair value. If fair value cannot be established then include in goodwill.

Amortisation:

· Finite useful life – amortised over useful life. Residual value = 0, unless purchase by 3rd party is agreed at the end of the assets life.

· Indefinite useful life – not amortised but tested for impairment annually
Research and Development
Definition

Research is defined as original and planned investigation undertaken with the prospect of gaining new scientific or technological knowledge and understanding.

Development is defined as development of research findings or other knowledge for the production of a new or substantially improved materials, devices, product or services before the start of commercial production or use.

Accounting treatment

Research cost should be charged as expense in the I/S as incurred.

Development costs are capitalised as intangible NCA if meats the criteria (SECTOR) bellow:

· Sell or use (the ability to sell the asset)

· Expenditure measurable

· Complete (the intention to complete the asset and use or sell it)

· Technologically feasible (to complete the asset so that it will be available for use or sale)

· Overall economic benefits (asset will generate probable future economic benefits including the existence of a market)

· Resources available (technical and financial)

Otherwise, expensed in the I/S as incurred. 

In addition, development cost must be amortised from the period when commercial production or sale commence.
