FRS-3
Issued 03/01, Revised 11/01
Revised 02/02, Revised 10/03

Institute of Chartered Accountants of New Zealand o y “"ooL

& <
FINANCIAL REPORTING STANDARD NO. 3 ’;’5 x
2001 % 3

G &
s onut®

ACCOUNTING FOR PROPERTY,
PLANT AND EQUIPMENT

Issued by the Financial Reporting Standards Board of the
Institute of Chartered Accountants of New Zealand

Approved on 2 March 2001 by the Accounting Standards Review Board
under the Financial Reporting Act 1993

This Financial Reporting Standard is a regulation for the purposes of the
Regulations (Disallowance) Act 1989

CONTENTS
paragraph
INIFOAUCTION ...ttt 1.1
Y Y o] o] [Tor=1 1 o] o TR PUPPRRR 21
Statement Of PUIPOSE ......oocoviiiiiiiiiiece e 3.1
DEefiNItIONS oot 4.1
Financial Reporting
Initial Recording of Property, Plant and Equipment............... 5.1

Elements Of COSL ......uiiiiiiiiii e 5.3

Allocation of Cost to Individual Iltems of Property,

Plant and EQUIPMENt .........oooiiiiiiiiiiieeee e 5.15
Allocation of Cost to Components of an Item of Prbpe

Plant and EQUIPMENt .........coooiivvviiis e 5.18
Cost of Donated or Subsidised Items of Property,

Plant and EQUIPMENt .........coooiiviirii i e e 5.22
Borrowing COStS .......ccvveeeiiiiiinnnnn. et e e e e e 5.24
Commencement of Capitalisation ............cccccceeeeieeennnni. 5.30
Suspension of Capitalisation ... eeceiiieeeeeeannn. 5.33
Cessation of Capitalisation ...............eeeeececeiiiiiiiieiieeeeee 5.35
Exchanges of Iltems of Property, Plant and

EQUIPMENT ..o et 5.38



FRS-3

Compensation for the Impairment or Loss of

Items of Property, Plant and Equipment ................... 5.42
Subsequent Expenditure on Property, Plant and
EQUIPMENT oottt e e e e e 6.1
REVAIUALIONS .....oiiiiiiiiiiie e 7.1
Recognition of Revaluation Increments and
DECIEMENTS ..o 7.11
Change in Measurement Base .........ccccoevveeccceeeeieniiinennn. 7.18
(D=7 o] (= Toi - 1110 o USRS PUPPR PP 8.1
Depreciation Charges for a Revalued Item of
Property, Plant and Equipment ...........ccceeeeecveivnnnnn. 8.13
Review of Basis for Depreciation Charge ....................... 8.16
IMPAIMMENT .. 9.1

Identification of Potentially Impaired Non-revalued
Items of Property, Plant and Equipment, and

Measurement of Impairment Losses .........ccccceeeeeeeee.. 9.1
Recognition of Impairment Losses .......... v 9010
Future Economic Benefits Not Directly Related to

Ability to Generate Net Cash Inflows .......commeeeeeee.. 9.19

Disposal or Permanent Withdrawal of Property, Plant
and EQUIPMENT ... 10.1
Disclosure ReqUIrEMENLS ........coeeiiiiiiieeaaaa e eiiieeeeee e 111
Transitional ProViSIONS ........cc.cooii i s eiieieeeee e e e 121
Comparison of FRS-3 with International and Australian
Accounting Standards ............cccceeiiiircerc e Appendix

This Financial Reporting Standard replaces SSAP-28: Accounting
for Fixed Assets (1991) and parts of SSAP-3: Accounting for
Depreciation (1984), although SSAP-28 and the relevant parts of
SSAP-3 will continue to apply to general purpose financial reports
until an entity elects to comply with this Standard as per mitted by
the Financial Reporting Act 1993 section 27(7), or until this
Sandard takes effect, whichever is sooner.

This Financial Reporting Standard should be read in the context of
the Explanatory Foreword to General Purpose Financial Reporting
issued by the Council, Institute of Chartered Accountants of
New Zealand.

The Accounting Standards Review Board has approved
FRS-3: Accounting for Property, Plant and Equipment, for the
purposes of the Financial Reporting Act 1993, to apply to the
following entities (as respectively defined in the Act): All reporting
entities and groups, the Crown and all departments, Offices of
Parliament and Crown entities, and all local authorities.
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1 INTRODUCTION

COMMENTARY
1.1 This Standard deals with:

(@) accounting for items of property, plant and ipment under the historical
cost and modified historical cost systems of actingn

(b) accounting for the consumption or loss of ecoitobenefits embodied in
items of property, plant and equipment.

1.2 This Standard addresses a wide range of itempragerty, plant and
equipment including land and buildings, roads, nraly, telecommunications
equipment and electricity networks, but excludesitams of property, plant and
equipment and activities listed in paragraph 2.hf Standard.

1.3 Items of property, plant and equipment arerofiemajor portion of the
total assets of an entity and are therefore sigpmifi in the presentation of its
financial position. Furthermore, the determinatafrwhether expenditure on an
item of property, plant and equipment representasset or an expense can have a
significant effect on an entity’s financial report.

1.4 Under the historical cost system of accountitegns of property, plant and
equipment are recognised using cost as their gragying amounts. However,
many entities recognise changes in the value dcfethiems, especially land and
buildings, while retaining other features of thetdnigal cost system of accounting.
This is usually referred to as the modified histakicost system of accounting.
Recognising changes in the value of items of prtypeiant and equipment is
considered to provide relevant information to usérnancial reports.

1.5 Recognition of the consumption or loss of eowvicobenefits embodied in
items of property, plant and equipment can haveigaifcant effect on the
financial position and financial performance of amtity. The consumption of
economic benefits is usually recognised by mearsystematic charges made over
the useful life of an item of property, plant angugpment. These charges are
referred to as depreciation.

1.6 Financial Reporting Standards are paragraphboid type-face in this
Standard. Where appropriate, interpretative contamgnparagraphs in plain
type-face follow the Financial Reporting Standard.
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2 APPLICATION

STANDARD

2.1 This Standard applies to the general purposerfancial reports of all
entities except where exempted by paragraph 2.2.

2.2 An entity that qualifies for differential reporting exemptions in

accordance with the Framework for Differential Reporting may choose to

adopt any of the following exemptions from the regirements of this

Standard:

(@) Inrespect of those items of property, plant athequipment accounted for
under the historical cost system of accounting, thentity may adopt the
rates of depreciation applicable for income tax puposes. If this
exemption is taken, the entity is not required to emply with the
requirements of paragraphs 8.16 and 8.19 of this &hdard.

(b) The entity is not required to comply with paragraph 5.24 of this Standard.
If this exemption is taken, the entity must expensall borrowing costs as
incurred.

(c) The entity is not required to disclose the infonation denoted with an
asterisk in this Standard.

2.3 This Standard does not deal with accounting for:

(a) self-generating and regenerating assets such fasests and livestock that
are held for the purpose of yielding produce for cosumption or
processing;

(b) expenditure on mineral rights, the explorationfor and extraction of
minerals, oil, natural gas and similar non-regenertive natural resources;

(c) investment properties and properties intended dr sale, which are
addressed in SSAP-17: Accounting for Investment Properties and
Properties | ntended for Sale.

2.4 The requirements of this Standard apply to theaccounting by lessees
of items of property, plant and equipment subject ¢ finance leases in
accordance with SSAP-18: Accounting for Leases and Hire Purchase
Contracts. For the purposes of application of this Standarditems of property,
plant and equipment subject to finance leases in eordance with SSAP-18 are
deemed to be items of property, plant and equipmerdf the lessees.
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COMMENTARY

2.5 Items of property, plant and equipment subjectoperating leases in
accordance with SSAP-18 are accounted for by lesBoraccordance with
this Standard because such items meet the definiio property, plant and
equipment. However, this Standard also applies ¢oatttounting by lessees for
items of property, plant and equipment subjectrtarfce leases in accordance with
SSAP-18. For the purpose of accounting by a lesséer this Standard for an
item of property, plant and equipment leased uraéinance lease, the present
value of the minimum lease payments at the incaptiothe lease represents the
cost of the asset where this amount is lower thanfdir value of the leased
property at the inception of the lease.

2.6 With the exception of the accounting by lesdeestems of property, plant

and equipment subject to finance leases in accoedaith SSAP-18, this Standard
does not apply to intangible assets because ifiEngissets do not meet the
definition of property, plant and equipment. Howeuetangible assets arising
from the rights to use or occupy tangible assetsddition to those arising under
finance leases in accordance with SSAP-18, may alseide substantially the

same service potential or economic benefits astassdbject to this Standard.
Such other rights to use or occupy tangible assety arise, for example, in

circumstances where a tertiary institution has sgbtoccupy buildings. Despite
the fact that this Standard does not apply to tlii®emstances, it is appropriate
that such rights also be accounted for in accomlavith the principles contained

in this Standard.

STANDARD

2.7 The Financial Reporting Standards set out in tls Standard apply to all
financial reports where such application is of matdal consequence. A
statement, fact, or item is material if it is of sgh a nature or amount that its
disclosure, or the method of treating it, given ful consideration of the
circumstances applying at the time the financial rport is completed, is likely
to influence the users of the financial report in making decisions or
assessments.

2.8 Subject to paragraphs 12.1 and 12.11 of this &tdard, this Standard
applies to general purpose financial reports covenig periods ending on or
after 31 March 2002.
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3 STATEMENT OF PURPOSE

COMMENTARY

3.1 The purposes of this Standard are to:

(@) prescribe methods to be followed in accounforgitems of property, plant
and equipment under the historical cost and matiifistorical cost systems
of accounting;

(b) require recognition of the consumption or otless of economic benefits
(depreciation and impairment losses) embodiedemst of property, plant
and equipment;

(c) specify minimum disclosures in respect of itenfsproperty, plant and
equipment.

4 DEFINITIONS

STANDARD

4.1 “Borrowing costs” are interest and other costsncurred by an entity in
connection with the borrowing of funds.

COMMENTARY

4.2 Borrowing costs include:

(&) interest on bank overdrafts, short- and lomgteorrowings;

(b) amortisation of discounts and premiums relat;mgorrowings;

(c) amortisation of ancillary costs incurred in nention with the arrangement
of borrowings;

(d) the cost of hedging contracts entered intoJutling the forward point
differential at inception of the hedging arrangeimen

4.3 Borrowing costs do not include exchange diffeesnarising on foreign
currency borrowings except as provided in paragrap(d) of this Standard.

STANDARD
4.4 “Capitalisation” is the process of including irturred costs in the carrying
amount of an asset. “Capitalised” has a correspondinmeaning.

4.5 *“Carrying amount” is the amount at which an asseor liability is included
in the statement of financial position.

COMMENTARY

4.6 In relation to this Standard, the carrying amaf an item of property, plant
and equipment will be determined after deductingnftbe gross carrying amount
any accumulated depreciation and any accumulatpdiiment losses.
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STANDARD
4.7 *“Class” is a category of assets or liabilitieshat have a similar nature or
function in the operations of the entity.

COMMENTARY

4.8 Examples of a class of items of property, plamd equipment may include
all of an entity’s plant (i.e. items of a similaatare), or all of the components of a
sewerage system (i.e. items of a similar function).

STANDARD
4.9 “Depreciable amount” is the gross carrying amounof an asset less its
residual value.

4.10 “Depreciated replacement cost” is a method ofauation that is based on
an estimate of:
(&) inthe case of property:
(i) the fair value of land; plus
(i)  the current gross replacement costs of improveents less allowances
for physical deterioration, and optimisation for obsolescence and
relevant surplus capacity;
(b) inthe case of plant and equipment, the currengross replacement cost less
allowances for physical deterioration, and optimisdbn for obsolescence
and relevant surplus capacity.

COMMENTARY

4.11 Fair value is defined in paragraph 4.23 o tBtandard. Depreciated
replacement cost is an acceptable estimate ofaihedlue of an asset only where
the fair value of the asset is not able to be bélidetermined using market-based
evidence. In the case of property, market-basétkeree might exist concerning
either the land component or the property in agapeg Depreciated replacement
cost is used as an estimate of the fair value gbenty only where the fair value of
the property in aggregate cannot be reliably detexch using market-based
evidence.

4.12 In the context of this Standard, depreciaggdacement cost is based on the
reproduction cost of a specific asset. In prireipl reflects the service potential
embodied in the asset. However, in some cases,efir@duction cost of the
specific asset is adjusted for optimisation in dateing depreciated replacement
cost.

4.13 Optimisation refers to the process by whichaatleost replacement option is
determined for the remaining service potentialrobaset. This process recognises
that an asset may be technically obsolescent arengineered, or the asset may
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have greater capacity than that required. Hencenggattion minimises, rather
than maximises, a resulting valuation where altéraaiower cost replacement
options are available. In determining depreciagglacement cost, optimisation is
applied for obsolescence and relevant surplus dgpac

4.14 Obsolescence may arise from factors such amooled design and
functionality of an asset and changed code req@nésnpreventing reconstruction
of an asset in its current form. In determiningpréeiated replacement cost,
optimisation for obsolescence is made by reducheg reproduction cost of the
specific asset held to the cost of a modern eqeinalsset that provides equivalent
service potential to that of the specific assedlhel

4.15 Surplus capacity may arise from either ovesigie or from surplus

components of an asset. In determining deprecig@dcement cost, optimisation
is applied only to surplus capacity that is notuieeg currently and for which there
is no reasonable prospect it will ever be requiredtilising an asset in its current
form. Optimisation is not applied to surplus capathat, while rarely or never
used, is necessary for stand-by or for safety mepo

4.16 In determining depreciated replacement chst,ektent of any reduction in

value for surplus capacity subject to optimisatitpends on whether that surplus
capacity has an alternative use to the currenofiske asset. Where there is no
alternative use, the optimised value of the surpaacity is zero. Where there is
an alternative use, the optimised value of thelaarpapacity is the value of the

highest and best alternative use of that capacity.

4.17 To illustrate the distinction described in ggaaph 4.16 between surplus
capacity not having an alternative use to the ctiuse of the asset and that which
does, consider the following example. Assume deptetireplacement cost is to
be determined for a network of water pipes where the giameter is greater than
currently required or ever expected to be requifadiuding that necessary for
stand-by or for safety purposes). There is alstisarete segment of the piping
network that is similarly not required for the cunreise of the asset but which can
be closed off and used for other purposes, suehligsiid storage facility. In this
case, the surplus diameter of the piping would b&edarded for valuation
purposes but the surplus segment of the piping mktwould be valued at its
highest and best alternative use.

4.18 In most cases, surplus capacity subject tamégation is expected to be
disregarded in determining the depreciated replacémost of an asset. Such
surplus capacity is unlikely to have an alternatise unless it is physically and
operationally separable from the required capacity.
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4.19 In determining depreciated replacement cqsimisation for obsolescence
and relevant surplus capacity is applied only ® dktent that it reflects the most
probable use of the asset that is physically ptessitppropriately justified, legally

permissible and financially feasible.

4.20 As evident from the definition of depreciateglacement cost, optimisation
is applied only in determining the depreciated aepment cost of plant and
equipment and in determining an estimate of theuevadf the improvements
component of the depreciated replacement cost aggoty. Optimisation is not
applied in determining the value of the land cormganof the depreciated
replacement cost of property. The value of thel lemmponent will always reflect
the fair value of the actual land held, in termdboth its size and location.

4.20A In instances where the land is underutiliskd,fair value of the land will
be determined by reference to the highest andusesof such land. For example,
in a case where specialised manufacturing facilaieslocated in a prime central
business district site but the operation would bk &b be run from a smaller
sized and less valuable alternative site offerlreydame service potential, the fair
value of the land would be the open market valughef entire central business
district-located site.

4.21 An amount equal to the amount of borrowing ctiets would be embodied
in the fair value of the asset is included as ammmant of depreciated replacement
cost. The inclusion of such an amount as a compafedepreciated replacement
cost is consistent with the principle underlying thelusion in the initial cost of
an asset of borrowing costs eligible for capitalain accordance with section 5
of this Standard. The amount to be included aoraponent of depreciated
replacement cost is determined on the basis odvbeage debt to equity ratio and
average cost of debt applicable to entities withia same industry as the entity
reporting.

STANDARD

4.22 “Depreciation” is the measure of the consumptio of the economic
benefits embodied in an asset whether arising fromse, the passing of time or
obsolescence.

4.23 “Fair value” is the amount for which an assetould be exchanged, or a
liability settled, between knowledgeable, willing prties in an arm’s length
transaction.

COMMENTARY

4.24 Other terms commonly used to describe fairevahelude “market value”,
“open market value” and “current market value”.
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4.25 The fair value of an asset is the exchangeuamoas described in
paragraph 4.23, at the operative date. The fdirevaf an asset is determined by
reference to its highest and best use, that isybst probable use of the asset
that is physically possible, appropriately justifidegally permissible, financially
feasible, and which results in the highest value.

4.26 Where the fair value of an asset is able tddiermined by reference to the
price in an active market for the same asset égm#das asset, the fair value of the

asset is determined using this information. Whéee fair value of an asset is
not able to be determined in this manner, theviaiue of the asset is determined
using other market-based evidence, such as bycaudited cash flow calculation

using market estimates of the cash flows able t@dreerated by the asset and
a market-based discount rate. Where fair valughef asset is not able to be
reliably determined using market-based evidenceredated replacement cost
is considered to be the most appropriate basiddtermination of fair value. This

situation will usually only arise where an assepiscialised or the only transaction
price evidence arises in a monopoly context.

4.26A The fair value of land would normally be detared from market based

evidence. However, in the rare instances where axeen®rks have been carried
out in order to prepare land for use in the ertditusiness, available market
evidence will normally relate to land of the sameesand in the same general
vicinity but which is priced for uses that are sylhmal relative to the use for

which the works were carried out. In these rare intsa the fair value of the land
should be determined by having regard to the rept@nt cost of the land. For
example, consider the case where an airport orqoonpany acquires a section of
seabed, fills it in and builds a seawall in ordeptoduce flat land for use in the
entity’s business. The reclaimed land is in thecize location where the entity
requires land. Market evidence may exist for othed of the same size and in
the same general vicinity as the reclaimed land that other land is not suitable
for the use intended by the entity. Thus, the miadvidence on the fair value
of that other land is not relevant to the reclainfmad, and the best indicator of
the fair value of the reclaimed land would be thelaeement cost of that land.
Land resulting from extensive works by a local ontca&l government body in

constructing new roading provides a similar example.

4.27 Most items of property, plant and equipmeptable to be sold in their own
right, and market-based evidence of fair valuetliese items will often be readily
available. Examples of such items include motdricles, shops, office blocks,
industrial complexes, churches, police stationspoxl offices.
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STANDARD
4.28 The term “future economic benefits” is synonymus with the term
“service potential”.

COMMENTARY
4.29 This Standard uses the term “future economiefits”. However, this term
is to be read as having the same meaning as the'service potential”.

4.30 Although measured in financial terms, futur@nemnic benefits are not

necessarily represented by cash flows; for exantpée future economic benefits

represented by a public library are primarily tleméfits enjoyed by those who use
the library.

STANDARD

4.31 “Gross carrying amount” of an item of property, plant and equipment is
the amount at which the item is included in the fiancial statements before
deducting accumulated depreciation and accumulatetinpairment losses.

4.32 “Impairment loss” is the amount by which the arrying amount of an
asset exceeds its recoverable amount.

4.33 “Net market value” is the fair value at a partcular date less the costs of
disposal that could reasonably be anticipated at tit date.

COMMENTARY

4.34 In determining net market value it is not appiate for the costs of disposal
to be discounted because they will already be egpceas a current value. Other
terms commonly used to describe net market valeéraat current value” and “net

realisable value”.

STANDARD

4.35 “Property, plant and equipment” are tangible &sets that:

(@) are held by an entity for use in the productionor supply of goods and
services, for rental to others or for administrative purposes, and may
include items held for the maintenance or repair obuch assets; and

(b) have been acquired or constructed with the int&tion of being used on a
continuing basis.

COMMENTARY

4.36 SSAP-17Accounting for Investment Properties and Properties Intended for
Sale includes within the definition of investment projes, property held
primarily for rental. Confusion could therefordsaras to whether property held
by an entity for rental to others is to be accodnfi@ in accordance with this
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Standard, or in accordance with SSAP-17. Profeskionigement is required

to determine which Standard is more appropriate.e fidllowing property will

generally be accounted for in accordance with ttas&ard:

(@) property held for short-term rental where thétgis actively managing that
property;

(b) property whose rental is directly linked to thisks and rewards of the
business being operated from that property.

Other property, including property held primarilyr foapital growth, is to be

accounted for in accordance with SSAP-17. Thus si@e normally accounted

for in accordance with this Standard, whereas shgppémtres and office blocks

are normally accounted for in accordance with SSAP-17

4.37 Some items of property, plant and equipmeatcammonly described as

“infrastructure assets”. Infrastructure assetstrite definition of property, plant

and equipment and are to be accounted for in aaoced with this Standard.

Infrastructure assets usually show some or all@foliowing characteristics:

(@) they are part of a system or network that cogldoperate if one component
were removed;

(b) they comprise large numbers of components lgadifferent useful lives or
providing benefits in different patterns;

(c) they enable the provision of essential seryisegn as necessary to sustain
living standards;

(d) they are specialised in nature and do not atteenative uses;
(e) theyare immovable;
(f) they are subject to constraints on disposal.

These characteristics are not confined to infrattine assets, nor are infrastructure
assets confined to the public sector.

4.38 Some resources are described as “heritages’abseause of their cultural or
historical significance. Heritage assets that nieetdefinition of property, plant
and equipment are to be accounted for in accordaithehis Standard.

4.39 Determining whether an item of property, plamd aequipment that
incorporates both intangible and tangible companesttould be accounted for
in accordance with this Standard requires judgerterssess which component
is more significant. For example, computer softwlmea computer-controlled
machine tool that cannot operate without that spesiftware is an integral part
of the related hardware and it is treated as prgpgldnt and equipment; the same
applies to the operating system of a computer.nEeugh an asset may not meet
the definition of property, plant and equipmentdese its tangible component is
not the more significant component, an applicatérthe principles contained in
this Standard may nonetheless be appropriate.
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STANDARD
4.40 “Recoverable amount” is the greater of:

(@ net market value; and
(b) value-in-use.

4.41 “Residual value” is the net amount that the eity expects to obtain for
an asset at the end of its useful life after deduag the expected costs of
disposal, to the extent that such costs have notdie capitalised as part of the
cost of the asset.

COMMENTARY

4.42 The estimate of residual value of an itemropprty, plant and equipment is
based on the net amount that could be recoveredsifoilar items that have
reached the end of their useful lives and that haperated under conditions
similar to those under which the acquired item wiletate. The estimate of
residual value is expressed in terms of the amexpected as at the date of
making the estimate, for example, as at the datacqtiisition, construction or
revaluation, and is not some future value that dalkeo account the effect of
inflation.

4.43 The expected costs of disposal may include reistoration costs or other
costs that are capitalised as part of the coshefasset. Such costs should not
be taken into account in the estimate of residasles If the effect of such costs
were taken into account, the depreciable amounthande the recognition as an
expense of the consumption of service potential thve life of the asset, would
differ between assets for which the expected costsdigposal have been
capitalised and assets for which they have not.

STANDARD

4.44 “Revaluation” means recognition in the financia statements of an
upwards or downwards valuation of an asset at a paéicular date subsequent
to its acquisition or construction.

4.45 A “revaluation deficit” is the net decrement ttat arises, in respect of
a class of assets, when the accumulated sum of sdlaluation decrements
recognised in the financial statements exceeds the&ccumulated sum of
all revaluation increments recognised in the finanial statements. The
accumulated sum of revaluation decrements excludesvaluation decrements
that have been previously recognised in the statemie of financial

performance to the extent that those decrements havnot been offset by
revaluation increments that have been subsequentlyecognised in the
statement of financial performance.
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4.46 A “revaluation surplus” is the net increment that arises, in respect of a
class of assets, when the accumulated sum of allvaduation increments
recognised in the financial statements exceeds tlacumulated sum of all
revaluation decrements recognised in the financiatatements.

COMMENTARY

4.47 The revaluation deficit and the revaluatiomphis are the same amounts,
respectively, as the debit or credit balance ofaaset revaluation reserve for a
class of assets, if such a reserve is maintaingeerefore, the revaluation deficit
and the revaluation surplus exclude revaluatiomeiments or decrements relating
to assets that have been disposed of or permaneittigrawn from the class.
The revaluation deficit also excludes revaluatioecrdments that have been
previously recognised as an expense in the stateofefinancial performance
and not subsequently reversed.

STANDARD

4.48 *“Useful life” is either:

(@) the period of time over which the future econoiie benefits embodied in
an asset are expected to be consumed by the entity;

(b) the total service, expressed in terms of prodtion or similar units,
expected to be obtained from an asset by the entity

COMMENTARY

4.49 The useful life of an item of property, plamd equipment is entity specific.
An entity’'s asset management policy may involve thisposal of items of
property, plant and equipment after a specifiedoplenf time or after consumption
of a certain proportion of the economic benefitsbedied in the item. Where
there is a planned and expected disposal of an wénproperty, plant and
equipment before the expiry of its total life, theeful life will be shorter than
its total life. However, in such a case, the redidadue will reflect the position
that the economic benefits embodied in the assdt mat have been totally
consumed. A determination of the useful life ofieam of property, plant and
equipment is a matter of judgement based on thereqxe of the entity with
similar items.

4.50 The following factors need to be considereddtermining the useful life of

an item of property, plant and equipment:

(@) the expected usage of the item by the entiggessed by reference to the
item’s expected capacity or physical output;

(b) the expected physical wear and tear on the itwhich will depend on
operational factors; for example, for machinerysthéactors would be the
number of shifts for which the machinery is to bedjsthe entity’s repair
and maintenance programme, and the care and mamtef the machinery
while idle;
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(c) technical obsolescence arising from changesprovements in production,
or from a change in the market demand for the prbdu service output of
the item;

(d) legal or similar limits on the item’s use, sumhthe expiry dates of consents
granted under the Resource Management Act 199hgakio account the
period of any renewals or extensions that are piebab

4.51 In estimating the useful life of an item obperty, plant and equipment,
expected ongoing maintenance is to be taken intowst. However, any future
expenditure that is likely to increase the leveleabnomic benefits embodied
in the item beyond that most recently assessed, taad would therefore be
capitalised in accordance with paragraph 6.1(a)hed Standard, is not to be
considered in determining the useful life of thenit before the expenditure is
incurred.

4,52 Land usually has an unlimited useful life amsdtherefore not normally
depreciated. A building has a limited life and kerefore depreciated. An
increase in the value of the land on which a bugdstands does not affect
the determination of the useful life of the builglin

4.53 1t is very rare for items of property, plamdaequipment other than land
to have unlimited useful lives. Although some isfracture networks may
appear to have unlimited lives, this is achievedy diy the regular renewal of
the major components of the networks, which havetdidh(although sometimes
indeterminable) useful lives. Some heritage assetsh as archives, art works,
and museum collections, may have very long butinbinited useful lives.

STANDARD
4.54 “Value-in-use” is the present value of the neffuture cash flows
obtainable from an asset’s continuing use and ultieite disposal.

COMMENTARY
4.55 Estimating the value-in-use of an item of gry plant and equipment
involves:

(@) estimating the future cash inflows and outfloves lie derived from
continuing use of the item and from its ultimatspdisal;

(b) determining an appropriate discount rate.
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FINANCIAL REPORTING

5 INITIAL RECORDING OF PROPERTY, PLANT AND EQUIPMENT

STANDARD
5.1 Anitem of property, plant and equipment that neets the asset recognition
criteria must be recognised in the statement of fiancial position.

COMMENTARY
5.2 The Satement of Concepts for General Purpose Financial Reporting defines
an asset and specifies the asset recognitioniariter

Elements of Cost

STANDARD

5.3 An item of property, plant and equipment must iiitially be recognised at
its cost, which includes costs directly attributabd to bringing the item to
working condition for its intended use.

COMMENTARY

5.4 The cost of an item of property, plant and poqunt is the value of the
consideration exchanged or given up to acquireoasttuct the item, and bring it
to working condition for its intended use.

5.5 Where the consideration for the acquisitionconstruction of an item of

property, plant and equipment is deferred, the obghe item is determined by
discounting the amounts payable in the future &rthresent value at the date of
acquisition. The discount rate to be used is #ie at which the acquirer could
borrow the amount under similar terms and conditions

5.6 The cost of an item of property, plant and pougnt comprises its purchase
price plus any other costs directly attributablebtinging the item to working

condition for its intended use. The purchase pidudes, for example, the
invoice price net of any discounts and recoveraikes, import duties, broker's
or agent’'s commission, and legal fees. Exampleslikgctly attributable costs

are borrowing costs, survey costs, the cost of opiotgiresource consents, site
preparation costs including land formation costsstdllation costs including

architectural and engineering fees, freight, andargbs for installation,

commissioning and testing. Directly attributablestsoalso include the estimated
cost of dismantling and removing the item of prépeplant and equipment

and restoring the site, to the extent that it isognised as a provision under
the Standard dealing with provisions.
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5.7 The cost of an item of property, plant and pomént does not include
expenditure incurred in deciding whether the itenousth be acquired or
constructed; for example, feasibility costs or wwsts incurred in evaluating
a number of proposals for acquisition or constorcti Such amounts are
pre-acquisition costs and are never capitalisedaus they are not directly
attributable to bringing the item to working conditifor its intended use.

5.8 The cost of a self-constructed item of propepghant and equipment is
determined using the same principles as for aniestjitem of property, plant and
equipment. Such cost comprises:

(&) costs that relate directly to the item; forrepée, direct materials and labour
are to be capitalised;

(b) costs attributable to the construction activity general, but that can be
allocated to the specific item; for example, praéucoverheads that directly
relate to bringing the item to working conditiorr fts intended use are to be
capitalised.

General administrative and selling overheads wilhmadly be excluded from the

cost of an item of property, plant and equipmenttungrounds that they are not

directly attributable to bringing the item to worgiicondition for its intended use.

Such costs will be included only when they would hiagen avoided if there had

been no expenditure on the item.

5.9 Unrecoverable operating costs may be incurredus® an item of property,
plant and equipment is available for use but isjmble of operating at normal
levels without a commissioning phase. Such unreede operating costs, to the
extent that they are directly attributable to biigthe item to working condition

for its intended use, are part of the cost of thmi

5.10 Where an item of property, plant and equipnog@rates at partial capacity
for reasons other than unavoidable commissioniogekample, because demand
has not yet built up, any unrecoverable costs ar@art of the cost of the item.

5.11 The cost of wasted material, labour or otheouieces incurred in bringing an
item of property, plant and equipment to working dition for its intended use is

not included in the cost of the item except togReent that the cost directly results
from unavoidable commissioning. Such expenditwtggre it is not to be included

in the cost of the item, is to be recognised asxg@ense when incurred.

5.12 The cost of an item of property, plant andiggent does not include
expenditure not directly attributable to the comstion or acquisition of the item;
for example, costs incurred due to temporary idigacity, industrial disputes and
natural disasters are not capitalised.
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5.13 When an entity acquires land for the purpdseomstructing a building,
and the land is presently occupied by a buildingrided to be demolished, the
demolition costs are part of the cost of the laedduse they are costs directly
attributable to bringing the item to working conditi for its intended use.
Miscellaneous revenues derived from the demoliti;nto be deducted in arriving
at the cost of the land.

5.14 Except as outlined in paragraph 5.13 of tiés@ard, the cost of an item of
property, plant and equipment will not normally ¢ any demolition or removal
costs incurred in the removal of the item of proyeplant and equipment being
replaced. Such demolition or removal costs aré gfathe net costs of disposal of
the removed item, and are not treated as parteotdist of the replacement item.
Section 10 of this Standard deals with the disposéems of property, plant and
equipment.

Allocation of Cost to Individual Iltems of Property, Pant and Equipment

STANDARD

5.15 When a collection of items of property, planand equipment is acquired,
other than in an acquisition in terms of the Finan@l Reporting Standard
dealing with accounting for acquisitions resultingin combinations of entities
or operations, the cost must be allocated to indigdual items in proportion to
their fair values at the time of acquisition.

COMMENTARY

5.16 Judgement is required in determining what dhes a separate item of
property, plant and equipment. It may be appriogria aggregate individually
immaterial items such as moulds, tools, and dies.

5.17 Land and buildings are separable items ofgutg@mnd are usually accounted
for separately, even when they are acquired together

Allocation of Cost to Components of an Item of Propest, Plant and
Equipment

STANDARD

5.18 When the components of an item of property, aht and equipment have
different useful lives or provide benefits to the metity in different patterns,
thus requiring different depreciation rates and mehods, the cost of the item
must be allocated to its components and each compamt must be accounted
for separately.
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COMMENTARY

5.19 In certain circumstances it is necessary lmcate the cost of an item of

property, plant and equipment to its componentsambunt for each component

separately. This is the case when the componexts Hifferent useful lives or

provide benefits to the entity in different patgrnthus requiring different

depreciation rates and methods. The level at widchponents are accounted for

separately is therefore the level at which the ebguetiming of their replacement

varies from other components that form part of $hene item of property, plant

and equipment. For example:

(@) an aircraft and its engines need to be treatedeparate items if they have
different useful lives;

(b) the land, pavements, formation, kerbs and oblanfootpaths, bridges, and
lighting need to be treated as separate items wahimead system to the
extent that they have different useful lives.

5.20 When the components of an item of propertgnipland equipment are
accounted for separately, decisions in relationdépreciation and subsequent
expenditure can be made for each component. If cii@ponents are not
accounted for separately, it can be difficult tokemanformed decisions about
how an item should be depreciated or whether sules¢gexpenditure may be
capitalised.

5.21 Judgement will be required to decide which camepts of complex items of
property, plant and equipment are accounted foars¢ply. Components will not
need to be accounted for separately if materidily same total depreciation
expense, carrying amounts and revaluation movenvefitetherwise result. For

entities with asset management plans, it is expettaditems of property, plant
and equipment will be accounted for at a higher eggfion level (i.e. at a lesser
level of detail) than that recorded in the assatagament plans.

Cost of Donated or Subsidised Items of Property, Plarand Equipment
STANDARD

5.22 For the purposes of this Standard, the cost @& donated or subsidised
item of property, plant and equipment must be its &ir value at the date of
acquisition, together with any costs directly incured by the donee in
bringing the item to working condition for its intended use. The amount
of the donation or subsidy received must be recogsed in the statement of
financial performance.

COMMENTARY

5.23 In most instances when an item of propertyyt@ad equipment is acquired,
the cost of the item provides a measure of itsevafuthe entity at the date of
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acquisition. When an item of property, plant amglipment is donated, or the
acquisition is subsidised, the cost of the itenafif) is not a reliable indication of
its value to the entity. This Standard therefeguires the fair value of such items
to be determined as a substitute for the cost ofhmse, and the amount of the
donation or subsidy received to be recognised @sntee in the statement of
financial performance.

Borrowing Costs

STANDARD

5.24 Borrowing costs that are directly attributable to the acquisition or
construction of an item of property, plant and equpment must be capitalised.

5.25 The amount of borrowing costs capitalised dung a period must not
exceed the amount of borrowing costs incurred durig that period.

COMMENTARY

5.26 Borrowing costs that are directly attributabl¢he acquisition or construction
of an item of property, plant and equipment ares¢hborrowing costs that would
have been avoided if the expenditure on the itetnnizd been made.

5.27 When an entity borrows funds specifically foe tpurpose of obtaining an
item of property, plant and equipment, the amotittasrowing costs capitalised is
the actual borrowing costs incurred on those borrgwinluring the period.
However, if the borrowed funds are invested tempgratihe amount of the
borrowing costs capitalised is limited to the casborrowings that funded actual
expenditure during the period.

5.28 To the extent that funds are borrowed for genmirposes and used to obtain
an item of property, plant and equipment, the arhofibborrowing costs capitalised

is determined by applying a capitalisation ratethte expenditures on that item.
Normally the capitalisation rate would be the weighawdrage of the borrowing

costs applicable to the borrowings of the entitgtthre outstanding during the
period, other than borrowings made specificallytfer purpose of obtaining other
assets.

5.29 Borrowing costs incurred by a member of a grcaip be capitalised in the
group financial report only to the extent of extdrborrowings by the group.

Commencement of Capitalisation
STANDARD
5.30 Capitalisation must commence:

(&) when activities that are necessary to bring thi#gem to working condition
for its intended use are in progress; and

2-75.20



FRS-3

(b) when expenditures directly attributable to theitem are being incurred;
and

(c) inrelation to the capitalisation of borrowing costs, when borrowing costs
are being incurred.

COMMENTARY

5.31 Activities that bring an item of property, plaand equipment to working
condition for its intended use encompass more thamphysical construction of the
item. They include technical and administrative kvprior to the commencement
of physical construction, such as the activitiesoamted with obtaining permits.
However, they do not include the work involved in ewing a number of
proposals prior to deciding the nature of the itembe constructed, or similar
preliminary activities.

5.32 Activities that bring an item of property, plaand equipment to working

condition for its intended use must be in progrbsfore any costs can be
capitalised. For example, even if property ratesteeing incurred, they are to be
expensed in the period if no associated developwietite item of property, plant

and equipment is taking place.

Suspension of Capitalisation

STANDARD

5.33 Capitalisation must be suspended if active ddepment of an item of
property, plant and equipment is interrupted.

COMMENTARY

5.34 Costs may still be incurred during an intetiaupof the activities undertaken
to bring an item of property, plant and equipmemtworking condition for
its intended use. Such costs relate to holdingadiglly completed item of
property, plant and equipment and do not qualifydapitalisation to the cost of
the item. However, the capitalisation of costs ismarmally suspended during a
period when substantial technical or administrativerk is being carried out.
The capitalisation of costs is also not suspendednwé temporary delay is a
necessary part of the process of bringing the d@éproperty, plant and equipment
to working condition for its intended use. For exden the capitalisation of
borrowing costs may continue while high water levedtag construction of a
bridge if such high water levels are common durihg tonstruction period in
the geographic region involved.
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Cessation of Capitalisation

STANDARD

5.35 Capitalisation must cease when substantiallylahe activities necessary
to bring an item of property, plant and equipment © working condition for its
intended use are complete.

5.36 The construction of an item of property, plantand equipment is
sometimes completed in parts, with each part capablof being used while
construction continues on other parts. Capitalisatin in relation to that usable
part must cease when substantially all the activiéis necessary to prepare that
part for its intended use are complete.

COMMENTARY

5.37 A business complex comprising several buildiegsh of which can be used
individually, is an example of an item of propegjant and equipment where each
part is capable of being used while constructiontinaes on other parts. An
example of an item of property, plant and equipntbat needs to be complete
before any part can be used is an industrial plawdlving several integrated
processes that are carried out in sequence atdtiffparts of the plant within the
same site, such as a meat works.

Exchanges of Items of Property, Plant and Equipment

STANDARD

5.38 When an item of property, plant and equipmentis exchanged for a
similar item of property, plant and equipment, the cost of the acquired item
must be the carrying amount of the item given up.

COMMENTARY

5.39 An item of property, plant and equipment maybguired in exchange for a
similar item of property, plant and equipment thas a similar use in the same line
of business and which will provide a similar levélfature economic benefits. In
this case, no revenue or expense is recognisecherransaction because the
criteria for the definition and recognition of renees and expenses, contained in
the Statement of Concepts for General Purpose Financial Reporting, are not met.
Instead, the cost (i.e. the gross carrying amaouintfie new item of property, plant
and equipment is the carrying amount (i.e. netaffuenulated depreciation and
impairment losses) of the item given up. Compeosdbr the impairment or loss
of items from third parties is to be accountedifoaccordance with paragraph 5.42
of this Standard.
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STANDARD

5.40 When an item of property, plant and equipmenis acquired in exchange
or part exchange for an item of property, plant andequipment that is not
similar, the cost of the acquired item must be meased at the fair value of the
consideration given, including any costs directlyricurred by the entity in

bringing the item to working condition for its intended use. Where the fair
value of consideration given is not readily ascertaable, reference must be
made to the fair value of the item acquired.

COMMENTARY

5.41 An item of property, plant and equipment givgnin exchange for an item

of property, plant and equipment that is not sim#ao be accounted for as having
been disposed of. Section 10 of this Standard deiétsthe disposal of items of

property, plant and equipment.

Compensation for the Impairment or Loss of Items ofProperty, Plant and

Equipment

STANDARD

5.42 When compensation is received from third parés in respect of

impairments or losses of items of property, plant ad equipment:

(&) impairments must be accounted for in accordancwith section 9 of this
Standard;

(b) losses of items must be accounted for in accaudce with section 10 of
this Standard;

(c) any compensation received or receivable from ifd parties in respect of
the impairment or loss of items must be recogniseds revenue in the
statement of financial performance;

(d) the cost of items replaced or restored must begetermined in accordance
with paragraphs 5.22 and 6.1 of this Standard resméively.

COMMENTARY

5.43 An item of property, plant and equipment mayabquired in a forced or
non-voluntary exchange. For example, a new or ingatdtem of property, plant
and equipment may be acquired from insurance pdsceden a previously held
item of property, plant and equipment has been dedhalost or destroyed.
Impairments or losses of items of property, plant a&quipment, the related
compensation from third parties, and any subseqrestoration or replacement
of the items are separate economic events, andeqoaestly they are to be
accounted for separately. Such events are acabuiote differently to the
accounting for an exchange of similar assets ims$esf paragraph 5.38 because no
loss ever arises in the latter case. An exchangsinilar assets in terms of
paragraph 5.38 is a single economic event.
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5.44 In circumstances where third party compensasiaeceived in the form of
areplacement item and the cost of the replaceni@m is not readily

ascertainable, the replacement item is to be recbdl its fair value at the date
of acquisition, together with any costs directlyurmed by the entity reporting in
bringing the item to working condition for its ined use in accordance with
paragraphs 5.22 and 6.1.

6 SUBSEQUENT EXPENDITURE ON PROPERTY, PLANT AND
EQUIPMENT

STANDARD

6.1 Expenditure relating to an item of property, pant and equipment may
be incurred subsequent to the acquisition, developemt or construction of the
item. Such expenditure must be capitalised, eithexvholly or in part, when:

(@) it is probable that the expenditure increasegshe economic benefits
over the total life of the item beyond those mostecently assessed in
determining the basis of the item’s carrying amourtor

(b) the expenditure was necessarily incurred to eble the future economic
benefits embodied in the item to be obtained and éhexpenditure would
have been included in the cost of the item when théem was initially
recognised had the expenditure been incurred at thdime.

All other subsequent expenditure must be recogniseds an expense in the

period in which it is incurred.

COMMENTARY

6.2 The following example illustrates what is meant the phrase in
paragraph 6.1(a) of this Standard “increases tl@a@uic benefits over the total
life of the item beyond those most recently asskesseetermining the basis of the
item’s carrying amount”. Suppose an item of plaas initially assessed to have a
life of 10,000 hours of operating time and is opedafor 3,000 hours over a year,
leaving a remaining life of 7,000 hours. The pldm#n undergoes a major upgrade
that adds a further 2,000 hours of operating timétd life. After the upgrade,
the plant can be viewed as having a total life of0@@ hours, which is an
improvement on the initially assessed 10,000 hcamd, the relevant expenditure
is capitalised. During the next year, the plantperated for 4,000 hours, leaving
a remaining life of 5,000 hours. A second upgrad@saanother 2,000 hours of
operating time to its life. After the second upgrathe plant can be viewed as
having a total life of 14,000 hours, which is an imgment on the most recently
assessed 12,000 hours, and the relevant expenditeapitalised. Other examples
include:

(@) upgrading a wastewater and effluent treatmemi pdaimprove the quality of
discharge;
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(b) adopting a new production process enablingdaation in previous operating
costs and a consequent increase in net futurefloagh

6.3 If it is not probable that expenditure incurrsedbsequent to acquisition
increases the economic benefits over the totaldffan item of property, plant
and equipment beyond those most recently assesseatio expenditure would not
have been capitalised when the item was initiallyogeésed if incurred at that
point, the expenditure is to be expensed as indurF@r example:

(@) the cost of servicing plant and equipment isalig expensed since it restores,
rather than increases, the most recently assessedraic benefits, and such
expenditure is unlikely to be incurred at acquesiti

(b) the cost incurred in repairing potholes thaéxpectedly appear in a road
is usually expensed because the repairs maintaiugbful life of the road,
but do not increase the most recently assessedeiotenefits, and such
expenditure would not be incurred at the point theris constructed;

(c) the costs of cleaning the environment, remowingtamination, and paying
fines for breaches of environmental regulationsumeally expensed because
the expenditure does not increase the most recasalyssed economic benefits
embodied in the underlying property, plant and popgint, and such
expenditure would not be incurred at acquisition.

6.4 Subsequent expenditure relating to an itemragrty, plant and equipment
may be incurred for safety or environmental reasoBsich expenditure may be
necessary to realise the future economic benefitsodied in the item of property,

plant and equipment. Where this is the case, Xperaiture is capitalised if it

would have formed part of the initial cost of thenit had it been incurred when the
item was acquired. For example, assume that subsequ the acquisition of a

chemical production machine new legislation is idtrced which makes it illegal

for the manufacturer to continue operating the rirechinless a special emission
control fitting is installed. The subsequent exgiemre on the fitting is capitalised

because the expenditure is necessary to realisefutnee economic benefits

embodied in the machine and the expenditure woule Heeen included in the

initial cost of the machine if the fitting had beiestalled when the machine was
acquired.

6.5 Subsequent expenditure that is capitalised@dordance with paragraph 6.1(b)
of this Standard also includes the estimated dadismantling and removing an item
of property, plant and equipment and restoring gie, where this is recognised
during the life of the asset as a provision untier Einancial Reporting Standard
dealing with provisions. Such cost is necessaryetdise the future economic
benefits embodied in the item and the expenditweldvhave been included in the
initial cost of the item if a liability for such sbhad been incurred when the item
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was acquired. In this context, expenditure is dektoehave been incurred at the
point when a liability for such cost arises.

6.6 As indicated in paragraph 6.3 of this Standasghenditure in the nature
of repairs or maintenance on an item of propertgntpand equipment will
be expensed as incurred. However, prior to incgrrsuch expenditure, a
deterioration in the condition of an item may iradi& the need for an impairment
writedown in accordance with section 9 of this Staddalf an item is written
down as a result of an impairment, and subsequemnehiture restores the item’s
economic benefits to their pre-impairment levegrtithe impairment writedown is
to be reversed in terms of section 9 of this Stethda

6.7 Where a component of an item of property, pdanat equipment is accounted

for as a separate item in accordance with paradgsdhof this Standard, it may be

more appropriate to account for any subsequentrneifuge as a replacement of
that component in accordance with sections 5 andf1his Standard. The most
appropriate accounting treatment will depend onléwvel at which the item of

property, plant and equipment is accounted for example:

(a) if the lining is accounted for as a separatemanent of a furnace, the
expenditure incurred in relining the furnace will tapitalised, with the old
lining being permanently withdrawn from use;

(b) if the sea walls are accounted for as a sepaxatgonent of an erosion
control system, the expenditure incurred in rebogdhe sea walls will be
capitalised, with the old sea walls being permanenitlgdrawn from use;

(c) if the cost of a major inspection or overhafiho item, occurring at regular
intervals over the item’s useful life and made Hova the continued use of
the item, has been identified as a separate compaiehe item and has
already been depreciated to reflect the consumpmifobenefits which are
replaced or restored by the subsequent inspecti@verhaul, that cost will
be capitalised and any remaining carrying valuthefprevious inspection or
overhaul will be recognised as an expense.

In these examples, if the respective items of ptyppelant and equipment are not

accounted for at a component level, the entity mekd to assess the impact of the

subsequent expenditure against the item of propetant and equipment as a

whole, as illustrated in paragraphs 6.2 and 6.8isf$tandard.

6.8 Certain entities have, in the past, expenskdullsequent expenditure on
the basis that asset management plans demonstth&édd such expenditure
maintained the service potential of certain iterhproperty, plant and equipment
for an indefinite period. Asset management plansialojustify the expensing of
all subsequent expenditure and the related norgretton of depreciation. All
subsequent expenditure is to be accounted fordardance with this Standard.
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7 REVALUATIONS

STANDARD

7.1 Subsequent to initial recognition, an item of mperty, plant and

equipment may be revalued provided that:

(@) all the items within the class of property, plat and equipment to which
the item belongs are revalued to fair value;

(b) subject to paragraph 7.20, revaluations are ungertaken on a systematic
basis:

(i) with sufficient regularity to ensure that no individual item of
property, plant and equipment within a class is intuded at a
valuation that is materially different from its fair value; and

(i) ata minimum, every five years;

(c) subject to subparagraph (d), the valuation is@nducted either:

(i) by an independent valuer; or

(i) where an entity has in its employ a person sfitiently experienced
to conduct a valuation, by that person, so long athe basis of
valuation has been subject to review by an indepesedt valuer;

(d) for plant and equipment, where there is an actie market or readily
available price indices that establish the item’s dir value with
reasonable reliability, the valuation need not be anducted or reviewed
by an independent valuer or experienced employee.

COMMENTARY

7.2 While the annual revaluation of items of prapeplant and equipment is not
required by this Standard, the adoption of a systemlving annual revaluation,
especially of land and buildings, is encouragedriher to provide more relevant
information to users of an entity’s financial repor

7.3 When an item of property, plant and equipmemeialued, the use of fair
value is considered to be the most appropriatesbakivaluation because it
represents the exchange value of the future ecanbemefits embodied in the
asset regardless of the manner in which the erdai#ychosen to utilise the asset.

7.4 Disposal costs are not deducted in determinireg vialue of an item of
property, plant and equipment unless there is @aniion to dispose of the item.
Items of property, plant and equipment that arerided for sale are dealt with in
paragraph 10.10 of this Standard.

7.5 The required frequency of revaluation depenmsnumovements in the fair
value of the items of property, plant and equipniegihg revalued. When the fair
value of a revalued item differs materially frons itarrying amount, a further
revaluation is necessary. Some items may experigignificant and volatile
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movements in fair value thus necessitating annaaaluation. Such frequent
revaluations are unnecessary for items with onljgimicant movements in fair
value. However, where circumstances arise that andasito those listed in
paragraph 9.4 of this Standard, it will normally d&gpropriate that the carrying
amount of an item be reviewed to assess whether ihemy indication that it is
likely to differ materially from its fair value.f buch an indication exists, the entity
should revalue the item. Regular revaluationstrvals of no more than three
years are preferable to ensure that the carryinguatrof an item remains relevant.
However, in every case, at a minimum, an item isetoelvalued every five years.

7.6 For the purposes of paragraph 7.1(c), independduers are to hold a relevant
professional qualification and have experience hia tocation and category of
property, plant and equipment being valued.

7.7 For the purposes of paragraph 7.1(c)(ii), eygds sufficiently experienced
to conduct valuations are those who possess expertl&dge and experience in
the location and category of property, plant andiggent being valued. The
basis, methodology and assumptions underpinningatiahs conducted by such
experienced employees are to be reviewed by indepéndluers to ensure the
appropriateness of the valuation approach.

7.8 To the extent that the relevant standards andlagce are consistent with
principles for determination of fair value set aotsection 4 of this Standard,
an independent valuation or review by an independahier is to be carried
out in accordance with standards and guidance cablearto the valuation
pronouncements issued, or officially endorsed, g New Zealand Property
Institute.

7.9 For the purposes of paragraph 7.1(d) of thamdird, a valuation may be
undertaken without the need for an independent valuexperienced employee
only where there is sufficient objective market imfation available which enables
two or more non-experts to determine materially saene fair values of the
particular item of property, plant and equipmertagraph 7.1(d) is not applicable
where depreciated replacement cost is the most ppat® basis for determination
of the fair value of an item of property, plant aglipment.

7.10 A valuation carried out for purposes other tligxancial reporting, for
example a rating valuation, is not to be used adb#sis for recording a revaluation
unless the basis of valuation has been confirmegppeopriate, in accordance with
the requirements of this Standard, by an independsuer.
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Recognition of Revaluation Increments and Decrements

STANDARD

7.11 When an item of property, plant and equipments revalued, the related
accumulated depreciation charges as at the date gkvaluation must be
credited to the gross carrying amount of the item.The gross carrying amount
must then be increased or decreased by the amounf ¢he revaluation
increment or decrement.

COMMENTARY

7.12 Although the effect of paragraph 7.11 is tainegaccumulated depreciation
to be reset at nil at the time an asset is revalisedhe purposes of the disclosure
requirement in paragraph 11.3(a) an entity may disolose separately the gross
amounts and related accumulated depreciation adigkets composing the class of
revalued assets.

STANDARD

7.13 Subject to the requirements of paragraphs 7.14and 7.15 of this
Standard, when an item of property, plant and equipent is revalued, the
resultant revaluation increment or decrement must ke recognised in the
statement of movements in equity.

7.14 If the revaluation of an item of property, plant and equipment results in
a revaluation deficit for the class of property, pant and equipment to which
that item belongs, the revaluation deficit must beecognised in the statement
of financial performance.

7.15 To the extent that the revaluation of an itenof property, plant and

equipment reverses a previous revaluation deficitfor the class of property,
plant and equipment to which the item belongs, thatvas recognised in the
statement of financial performance, such revaluatio increment must be
recognised in the statement of financial performane.

COMMENTARY

7.16 An item of property, plant and equipment maydwalued downwards, and
the amount of the revaluation decrement may be tgrethan the existing

revaluation surplus for the class of property, pland equipment to which that
item relates. In this case, the resulting revadmadeficit is to be recognised in the
statement of financial performance.
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7.17 An item of property, plant and equipment mayeéwalued upwards, and the
amount of the revaluation increment may reversepéotially reverse) a previous
revaluation deficit in respect of the class of gndp, plant and equipment to which
that item relates, that was recognised in the sterof financial performance.
In this case, the revaluation increment is to beogaised in the statement of
financial performance to the extent that it reversiee revaluation deficit that
was recognised in the statement of financial peréore.

Change in Measurement Base

STANDARD

7.18 A change in the measurement base of a classpwbperty, plant and
equipment must be accounted for as a change in acating policy.

COMMENTARY

7.19 An entity may change the measurement baselata of property, plant and
equipment from the historical cost to the modifieibtorical cost system of
accounting. Such a change is a change in accagundilicy.

STANDARD

7.20 Where an entity revalues a class of propertplant and equipment, it is

permitted to change the measurement base of thatads by ceasing to revalue

if:

(@) the change will result in information about theclass of item that is more
relevant or reliable;

(b) continual revaluations for that class of item annot be justified for
materiality or cost-benefit reasons; or

(c) the entity has been subject to an acquisitionesulting in a combination
of entities and has revalued its property, plant ad equipment solely to
align the carrying values of such assets with theost of acquisition.

If the entity ceases to revalue a class of propertylant and equipment, it is

not required to restate that class at carrying amounts determined as if the

modified historical cost system of accounting hadever been adopted.

COMMENTARY

7.20A An example of circumstances where an entityhmidor cost-benefit
reasons, cease to revalue a class of propertyt pteh equipment is where the
entity has become a wholly-owned subsidiary of agroéimtity that recognises that
class of property, plant and equipment on the loasis.
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7.21 An entity that has been subject to an acgoisigsulting in a combination of
entities may revalue its property, plant and eqapnsolely to align the carrying
values of such assets with the cost of acquisitidhis is commonly referred to
as “push down accounting”. Such circumstance dadsrequire the entity to
continue to revalue in accordance with paragrap{by..1

7.22 If an entity ceases to revalue a class of gtgpplant and equipment in

accordance with paragraph 7.20 of this Standard; fireferable that the most
recent valuation forms the basis upon which thesclaf item will henceforth be

accounted for. In such a situation, the clasdeshiwill henceforth be accounted
for according to historical cost principles. Howewvan entity may instead restate
the carrying amount of each asset to those amdhbatsvould have been reported
had the class of items always been accounted foistdrical cost. In such case,
the adjustment to the asset value should be trestexdrevaluation in accordance
with paragraph 7.11 and paragraphs 7.13 to 7.1&i©Standard.

8 DEPRECIATION

STANDARD

8.1 The depreciable amount of an item of propertyplant and equipment
must be charged over the item’s useful life. Theapreciation charge for each
period must be recognised as an expense in the sgatent of financial
performance unless it is included in the cost of ather asset.

COMMENTARY

8.2 As the economic benefits embodied in an itempudperty, plant and
equipment are consumed by the entity, the carrgmgunt of the item is reduced
to reflect this consumption.

8.3 In this Standard, depreciation is regarded ragasure of the cost or value of
the economic benefits embodied in an item of prypgulant and equipment
consumed. Depreciation is not regarded as a meastiie decline in value of an
item of property, plant and equipment.

8.4 The depreciation charge for a period is usuabognised as an expense.

However, in some circumstances, the economic berafitsodied in an item of

property, plant and equipment are absorbed byritigyén producing other assets.

In this case, the depreciation charge is a comgorst of the other asset and is

included in the carrying amount of the other asgeir example:

(@) the depreciation charge for manufacturing plamd equipment is included
in the cost of conversion of inventories — refer & Accounting for
Inventories;
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(b) the depreciation charge for an item of propertgnpland equipment used
in development activities may be included in depeient costs that are
recognised as an asset — refer FRS-1&ccounting for Research and
Development Activities.

8.5 The depreciation charge commences from the thate consumption of
the economic benefits embodied in an item of prgpegolant and equipment
commences. Where an item of property, plant andipetent is a complex
structure made up of interdependent sub-structtlias require installation in
successive stages, consumption of the item’s ecunbemefits commences only
after installation has been completed to a stageemvbervice or saleable product
can be obtained.

8.6 Although an item of property, plant and equiptmeray remain idle, the
economic benefits embodied in the item may stiltbesumed through the passing
of time or obsolescence. If the economic benefitbodied in the item are being
consumed, it is necessary to reflect that consumpti the depreciation charge.

8.7 A variety of methods can be used to depreciatéesn of property, plant

and equipment over its useful life. These methaudude the straight-line

method, the diminishing balance method and the sfithe-digits method. The

chosen method should reflect the expected pattermorsumption of economic

benefits. The chosen method is to be consistemplied from period to period

unless there is a change in the expected pattercom$umption of economic
benefits from that item of property, plant and @guént. The method referred to
as the inverse- or inverted-sum-of-the-digits ismmrmally considered appropriate
because it does not reflect the usual pattern pSwmption of economic benefits
embodied in an item of property, plant and equipmen

8.8 In determining how to allocate the cost of tlmsumption of economic
benefits over the useful life of an item of progerplant and equipment, an
appropriate basis should be used. For examplecdhsumption of economic
benefits may be determined based on the numbemité produced or by the
mileage achieved.

8.9 Major spare parts held for a specific item afperty, plant and equipment,
and which would become redundant if that item wasamgér in use, are to be
depreciated on the same basis as the item for whahare held. Generally, the
useful life and the appropriate method of charglegreciation for the base stock
of spare parts that cannot be attributed to smedéims of property, plant and
equipment are assessed independently of other immproperty, plant and

equipment.
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8.10 Certain entities that qualify for differential repiog are permitted to
adopt the rates of depreciation applicable for imedax purposes, as described
in paragraph 2.2(a) of this Standard. Other estitimy also adopt rates of
depreciation applicable for income tax purposes wlseich adoption is not of a
material consequence.

8.11 The use of an asset management plan by aty émtimanage items of
property, plant and equipment does not negate #wuirement to charge
depreciation to reflect the consumption of econobeaefits in accordance with
paragraph 8.1 of this Standard. An appropriate efggtion charge will be
determined only if the different components of &m of property, plant and
equipment are accounted for separately as requisegparagraph 5.18 of this
Standard.

8.12 An approach that has previously been adoptembing entities in accounting
for infrastructure assets is commonly referredstdhe long-run-average-renewals-
approach (LRARA). The expense for the period thatilte from the application
of LRARA is not an appropriate estimate of depreoiatior the purposes of this
Standard. The application of LRARA does not complihvthis Standard because
the expense for the period is determined basedrojeqted expenditure for a
limited future period rather than based on the aongtion of the service potential
embodied in the carrying amount of the asset.

Depreciation Charges for a Revalued Item of PropertyPlant and Equipment
STANDARD

8.13 When an item of property, plant and equipmentis revalued, the
depreciation charge must be calculated on the revadd amount from the date
of that revaluation.

COMMENTARY

8.14 Because this Standard regards depreciatican mgasure of the economic
benefits consumed, depreciation is to be charged &hen an item of property,
plant and equipment is revalued.

8.15 In the reporting period in which the revalaattakes place:

(&) for the period prior to the date of revaluatitire depreciation charge is to be
calculated on the pre-revaluation depreciable aroun

(b) for the period after the date of revaluatidre tlepreciation charge is to be
calculated on the post-revaluation depreciable arnou
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Review of Basis for Depreciation Charge

STANDARD

8.16 The useful life of an item of property, plantand equipment must be
assessed annually to determine whether there is aripdication that it is

inappropriate. If any such indication exists, thedepreciation charge for the
current period and future periods must be reviewedand adjusted if necessary.

COMMENTARY

8.17 During the life of an item of property, plamdaequipment it may become
apparent that the estimate of the item’s usefalibfinappropriate. For example,
technological changes or changes in the marketh®mproducts may change the
useful life of the item. Also, uncertainty aboue testimate of the useful lives of
long-lived assets may itself be an indication tktia¢ useful lives should be
regularly reviewed. In such cases the useful bfej therefore the depreciation
rate, is adjusted for the current and future pesjdtie depreciation charge in
respect of prior periods is not recalculated aret@éd in the current year.

STANDARD

8.18 When an item of property, plant and equipmenis revalued, a revised
estimate of the item’s residual value must be made.If the item is not
revalued, the residual value must not be increasefdr changes in prices.

COMMENTARY

8.18A The estimate of residual value is based em#t amount to be recovered
for similar items which have reached the end ofrthseful lives and which have

operated under similar conditions. In general, whanitem of property, plant

and equipment is not revalued, the estimate ofluadivalue is expressed in terms
of the amount expected as at the date of acquisdimd not some future value
which would take into account the effect of inflation prices. Residual values
may still be decreased or increased for reasorer dtfan changes in prices. For
example, the residual value may need to be redwbede it becomes evident that
the carrying amount of an item is above its recabler amount. Also, the residual
value may need to be increased where there is @tiedun the estimated useful
life of an item to an entity because the entityides it will dispose of the item

earlier than originally planned.

STANDARD

8.19 The depreciation method for an item of propest, plant and equipment
must be reviewed annually. If there has been a chge in the expected pattern
of consumption of economic benefits embodied in tlse items, the method of
charging depreciation must be changed to reflect # changed pattern. When
a change in the depreciation method is necessaryet depreciation charge for
the current and future periods must be adjusted.
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COMMENTARY

8.20 When making a change in estimate in accordaittethe requirements of
paragraphs 8.16, 8.18 and 8.19 of this Standarddistments are to be made in
respect of prior periods.

9 IMPAIRMENT

Identification of Potentially Impaired Non-revalued Items of Property, Plant
and Equipment, and Measurement of Impairment Losses

STANDARD

9.1 The requirements in section 9 of this Standardpply to all items of
property, plant and equipment except those that areevalued and meet both
conditions (i) and (ii) of paragraph 7.1(b) and otler relevant requirements of
this Standard concerning revaluation.

COMMENTARY

9.2 Impairments of revalued items of property, pland equipment are dealt
with through the requirement in paragraph 7.1(bhaf Standard that revaluations
be made with sufficient regularity to ensure thatiteon of property, plant and
equipment is included at a valuation that is matlridifferent from its fair value.
Accordingly, the requirements in section 9 of thimr8lard do not apply to
revalued items of property, plant and equipmenessisuch items have ceased to
be revalued in accordance with paragraph 7.20 of $tandard. However, the
guidance in section 9 of this Standard will ofterhleépful in assessing whether the
fair value has fallen materially below a revaluewits carrying value.

STANDARD

9.3 Subject to paragraph 9.1, where the future ecamic benefits embodied
in an item of property, plant and equipment are directly related to its ability

to generate net cash inflows, the carrying amount othe item must be
reviewed at each reporting date to assess whethdrere is any indication that

the item may be impaired. The review of the carryig amount must be made
after the assessment of useful life under paragrapi8.16. If there is any
indication that the carrying amount of the item exeeds the item'’s recoverable
amount, the entity must estimate the item’s recoveble amount.

9.4 Subject to paragraph 9.1, the following indicationsas a minimum, must
be considered in assessing whether there is any indtion that an item of
property, plant and equipment may be impaired:
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External sources of information

@)
(b)

(©

(d)

during the period, the item’s fair value has delined significantly more
than would be expected as a result of the passagdeime or normal use;
significant changes with an adverse effect on ¢hentity have taken place
during the period, or will take place in the near fuure, in the
technological, market, economic or legal environmerin which the entity
operates or in the market to which an item is dedidad;

market interest rates or other market rates ofreturn on investments
have increased during the period, and those increas are likely to affect
the discount rate used in calculating an item’s vaile in use and decrease
the item’s recoverable amount materially;

the carrying amount of the net assets of the entitys more than its
market capitalisation;

Internal sources of information

(e)
(f)

@

evidence is available of obsolescence or phydidamage of an item;

significant changes with an adverse effect orhé entity have taken place
during the period, or are expected to take place ithe near future, in the
extent to which, or manner in which, an item is usa or is expected to be
used. These changes include plans to discontinue m@structure the
operation to which an item belongs or to dispose ain item before the
previously expected date; and

evidence is available from internal reporting hat indicates that the
economic performance of an item is, or will be, wae than expected.

COMMENTARY

9.5 The list of indications of impairment in paragh 9.4 is not exhaustive.
Other indications that an item of property, pland @&guipment may be impaired
may exist and these would also require the entitydetermine the item’s
recoverable amount.

9.6 Evidence from internal reporting that indicatest an item of property, plant
and equipment may be impaired includes the existefic

(@)
(b)
(©

cash flows for acquiring the item, or subsequaish needs for operating or
maintaining it, that are significantly higher thémose originally budgeted;
actual net cash flows or operating surplus dicilélowing from the item
that are significantly worse than those budgeted;

a significant decline in budgeted net cash flawsoperating surplus, or a
significant increase in budgeted deficit, flowingrfr the item; or
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(d) operating deficits or net cash outflows for ftesm, when current period
figures are aggregated with budgeted figures fofuhee.

9.7 If no indication of a potential impairment lasspresent, this Standard does
not require an entity to make a formal estimateeobverable amount.

9.8 In assessing the recoverable amount of an wénrproperty, plant and

equipment, the level of future economic benefitsbedied in the item at the

reporting date is to be considered. For example, future economic benefits
embodied in an item of property, plant and equipmegly be reduced when safety
or environmental standards are imposed, or wheitehreis damaged.

9.9 Recoverable amount is determined for an indafidtem of property, plant
and equipment, unless the item does not generate inows from continuing
use that are largely independent of those fromradbeets or groups of assets. If
this is the case, recoverable amount is deternmfioethe cash-generating unit to
which the item belongs, unless either:

(@) the item’s net market value is higher tharcégying amount; or

(b) the item’s value in use can be estimated talbse to its net market value
and net market value can be determined.

Recognition of Impairment Losses

STANDARD

9.10 Subject to paragraph 9.1, if, and only if, thegecoverable amount of an
item of property, plant and equipment is less tharits carrying amount, the
carrying amount of the item must be written down toits recoverable amount.

9.11 The writedown to recoverable amount of an itenof property, plant and
equipment must be recognised in the statement offancial performance.

COMMENTARY

9.12 If an item of property, plant and equipmenwigten down to its recoverable
amount, the writedown is not considered to be a vewimn and the class of
property, plant and equipment to which that itemobgé is not required to be
revalued.

STANDARD

9.13 An assessment must be made at each balance sHag& of whether there
is any indication that an impairment loss recognise for an item of property,
plant and equipment in prior years may no longer ebst or may have
decreased. If any such indication exists, the regerable amount of that item
must be estimated.
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9.14 The following indications, as a minimum, mustbe considered in
assessing whether there is any indication that amipairment loss recognised
for an item of property, plant and equipment in prior years may no longer
exist or may have decreased:

External sources of information

(&) the item’s fair value has increased significatt during the period;

(b) significant changes with a favourable effect orthe entity have taken
place during the period, or will take place in thenear future, in the
technological, market, economic or legal environmerin which the entity
operates, or in the market to which the item is deidated;

(c) market interest rates or other market rates of retun on investments
have decreased during the period, and those decresmsare likely to affect
the discount rate used in calculating the item’s Mae in use and increase
the item’s recoverable amount materially;

Internal sources of information

(d) significant changes with a favourable effect orthe entity have taken
place during the period, or are expected to take pte in the near future,
in the extent to which, or manner in which, the iten is used or is
expected to be used. These changes include capé&apenditure that has
been incurred during the period to improve or enhame an item in excess
of its most recently assessed standard of performaa or a commitment
to discontinue or restructure the operation to whit the item belongs;
and

(e) evidence is available from internal reporting hat indicates that the
economic performance of the item is, or will be, kiter than expected.

9.15 The carrying amount of an item of property, phnt and equipment that
has previously been written down to recoverable ammt in accordance with
paragraph 9.10 must be increased to its current rexwerable amount if, and
only if, there has been a change in the estimatessad to determine the
recoverable amount. The increased carrying amounof the item must not
exceed the carrying amount that would have been detmined if the
writedown to recoverable amount had not occurred.

9.16 The reversal of a writedown to recoverable amau of an item of
property, plant and equipment must be recognised inthe statement of
financial performance.
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COMMENTARY

9.17 A writedown to recoverable amount is to be redtrsnly when the
estimates used in determining the writedown have ggdhn For example, if an
item of property, plant and equipment was written ddwacause the item was
damaged and could not operate at full capacity,vihi'edown is to be reversed
once the item is repaired and its operating capacitestored.

9.18 When a writedown to recoverable amount is toelversed, the reversal is
limited to the amount that brings the carrying amtaw what it would have been
if the writedown had not occurred. Therefore theersal will be reduced by
amounts such as the additional depreciation thatdumave been recognised as an
expense based on the carrying amount prior to titedewn.

Future Economic Benefits Not Directly Related to Abiliy to Generate Net
Cash Inflows

STANDARD

9.19 Subject to paragraph 9.1, the carrying amounbf an item of property,
plant and equipment whose future economic benefitare not directly related
to its ability to generate net cash inflows, must rtoexceed the following at the
reporting date:

(@) net market value; or

(b) where net market value cannot be determined becise such items are
rarely if ever sold on the open market except as paof the sale of a
business in occupation, depreciated replacement ¢os

COMMENTARY

9.20 An item of property, plant and equipment mapegate future economic

benefits other than cash inflows. If such an itemms part of an identifiable

cash generating unit in which the economic benefits directly related to the

unit’s ability to generate cash inflows, then thanitis to be accounted for under
paragraphs 9.3 and 9.10 of this Standard.

STANDARD

9.21 Any writedown required in accordance with paragaph 9.19 of this
Standard must be recognised in accordance with theequirement of
paragraph 9.11 of this Standard.

9.22 The amount of a writedown made in accordanceith paragraph 9.19 of

this Standard must be reversed if there has been ehange in the estimates
used to determine the amount of the writedown. Thencreased carrying

amount of the item must not exceed the carrying ammt that would have

been determined if the writedown had not occurred.
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9.23 Any reversal of a writedown made in accordanceith paragraph 9.22 of
this Standard must be recognised in accordance witlthe requirement of
paragraph 9.16 of this Standard.

10 DISPOSAL OR PERMANENT WITHDRAWAL OF PROPERTY,

PLANT AND EQUIPMENT

STANDARD

10.1 On disposal or permanent withdrawal of an itenof property, plant and

equipment:

(@) the difference between net disposal proceeds ény) and the carrying
amount must be recognised in the statement of finaial performance;
and

(b) the revaluation surplus must be reduced or inaased, as relevant, by
any amounts applicable to that item.

COMMENTARY

10.2 Where an item of property, plant and equipnedtsposed of, but receipt of
the sale proceeds is deferred by agreement, th&dessation received for the item
is determined by discounting the amounts receivablée future to their present
value at the date of disposal. The discount @ateetused is the rate at which the
vendor could invest the amount under similar teamd conditions.

10.3 An item of property, plant and equipment isysearently withdrawn when no
further future economic benefits are expected fitsmse or disposal; for example,
when it is withdrawn from use and not intended toddd.s

10.4 An item of property, plant and equipment tlsatvithdrawn from use and
held for disposal may be classified as a curresgtasr a non-current asset. Where
the item is readily realisable and intended to ekl lfior not more than one year,
classification as a current asset is appropri&a. an item intended for sale to be
classified as a current asset, there is to be eeef intent to sell including
authorisation by the governing body, listing fotesar similar evidence. Where
these criteria are not met, the item intended fwle Ss to be classified as a
non-current asset.

10.5 The revaluation surplus referred to in panalgra0.1(b) of this Standard is
defined in paragraph 4.46 of this Standard. Itresgents the net accumulated
revaluation increments and decrements on a claasset basis. It is determined to
enable revaluation decrements (and any correspgrdiversals) in respect of an
item of property, plant and equipment to be accedrfibr in accordance with the
requirements of sections 7 and 9 of this Standantl ta enable the disclosure
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required by paragraph 11.4(a) of this Standard ¢onfet. When an item of
property, plant and equipment is disposed of ompaently withdrawn, the net
amount applicable to that asset that has been qu&lyi included in the net
accumulated revaluation increments and decremamtshft asset class is then
excluded from that time.

10.6 In some cases, entities may choose to disdlegaluation reserves as

separate components of equity. Where the resemeeslisclosed separately for

each class of assets, the amounts of such researydébe same as the revaluation
surplus referred to in paragraph 10.1(b) of thisn8ard. If, instead, a combined

revaluation reserve for all asset classes is disdpthe amount of the combined
reserve will be the aggregate of the revaluatioplases for all asset classes. In
cases where revaluation reserves have been discdssedparate components of
equity, the portion of a revaluation reserve agglle to any asset that has been
disposed of or permanently withdrawn is taken outhefrevaluation reserve but

remains in other equity.

STANDARD

10.7 If the disposal or permanent withdrawal of antem of property, plant
and equipment results in a revaluation deficit forthe class of property, plant
and equipment to which that item belongs, the revalktion deficit must be
recognised in the statement of financial performane.

10.8 When an item of property, plant and equipments exchanged for an
equity interest in the same or a similar item of poperty, plant and equipment
and such interest provides access to the same lewd#l service potential or
future economic benefits, a gain or loss on dispdsef the item must not be
recognised.

COMMENTARY

10.9 An item of property, plant and equipment mayabguired in exchange for
an equity interest in a similar item of propertyami and equipment that has a
similar use in the same line of business and whashahsimilar fair value. Where
such interest provides access to the same levedenfice potential or future
economic benefits, no revenue or expense is resedrin the transaction because
the criteria for recognition of revenues and expensontained in th&atement of
Concepts for General Purpose Financial Reporting are not met.
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STANDARD

10.10  An item of property, plant and equipment withdawn from use and
intended for sale must be recorded at the lower of;

(&) carrying amount at the date the item is withdravn from use; and

(b) net market value.

11 DISCLOSURE REQUIREMENTS

STANDARD

11.1 The financial report must disclose, in respeatf each class of property,

plant and equipment:

(@) the measurement bases used for determining tlygoss carrying amount;
or when more than one basis has been used, the gsasarrying amount
relating to each basis;

(b) the depreciation methods used; and

(c) the useful lives or the depreciation rates used

COMMENTARY

11.2 It is possible for items within a class of pdp, plant and equipment to be
carried at amounts determined using different nressent bases. One example is
where only some items within a class of propertynpknd equipment have a
gross carrying amount determined in accordance tvéftransitional provisions of
paragraph 12.2 of this Standard. Another examplehisre the carrying amounts
of some items within a class of property, plant aglipment are revalued
amounts, but other items are capitalised at cdstré¢he next revaluation occurs
in terms of paragraph 7.1(b) of this Standard.thkse cases, the gross carrying
amount attributable to each measurement base wtithiolass is to be disclosed.

STANDARD
11.3 The financial report must disclose, in respeatf each class of property,
plant and equipment, and in total for all classes:
(@) the gross carrying amount, the accumulated depciation charges
(including accumulated impairment losses), and thearrying amount;
(b) the carrying amount of property, plant and equpment not in current
use with separate disclosure of:
(i) items that have been withdrawn from use and arenot in regular
use; and
(i) items under construction;

(c) the total depreciation charge for the period;
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(d) the total of impairment losses recognised durig the period;
(e) the total of impairment losses reversed durinthe period;
*(f)  the amount of borrowing costs capitalised duing the period.

11.4 When a class of property, plant and equipmenis stated at revalued
amounts the following must be disclosed in respeof that class:
(@) the revaluation surplus;
* (b) the intervals at which valuations take place;
(c) the dates and amounts of valuations supportingthe recognised
valuations;
(d) the name and qualifications of the valuer(s);
(e) the bases of the valuations;
() any significant assumptions or limiting conditons upon which the
valuations are based;
*(g) where the cyclical basis of valuation has beeadopted, that fact and an
explanation of the basis used.

COMMENTARY

11.5 Examples of significant assumptions or lingtinoonditions upon which

a valuation is based may include the following ire thase of depreciated

replacement cost:

(&) where the valuation relates to property, thasbagon which the fair value
of the land has been determined,;

(b) the extent of optimisation taken into account.

STANDARD

11.6 When a class of property, plant and equipmernis no longer revalued

because of a change in policy in accordance with @araph 7.20 of this

Standard, then the following must be disclosed inhe period of the change

in policy in respect of that class:

(@) the fact that the class of items is no longercaounted for under the
modified historical cost system of accounting; and

(b) the basis upon which the class of item is noweounted for.
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COMMENTARY

11.7 When a class of property, plant and equiprttettwas once revalued is no

longer revalued, the class of item will be accouritecither:

(@) on the basis of the most recent valuation af thass of property, plant and
equipment but by applying historical cost princgpte the revalued amounts;
or

(b) on the basis of the historical cost of the genithin the class (i.e. as if the
modified historical cost system had never been &dtp

STANDARD

11.8 When items of property, plant and equipment a revalued, the

following must be disclosed:

(@) as a separate component of total recognised Ewes and expenses, the
sum of all revaluation increments and decrements mgnised in the
statement of movements in equity during the period;

(b) the sum of all revaluation increments and decmaents recognised in the
statement of financial performance during the perial.

*11.9 Where the depreciation charges for any repaing period have changed

because of:

(@) the reassessment of the useful lives or residusalues of items of
property, plant and equipment;

(b) changes in depreciable amounts arising from theevaluation of items of
property, plant and equipment; or

(c) changes in the methods used to measure deprédiba;

that fact, as well as the financial effect of thetmnge, must be disclosed.

11.10 Where the entity changes the measurement leagor any class of

property, plant and equipment, the following must ke disclosed:

(@) the change in accounting policy in accordanceith FRS-1: Disclosure of
Accounting Palicies;

(b) whether the measurement base has been changeyiously and, if so,
when.

11.11 Where the entity recognises a revenue or expse adjustment in
accordance with paragraph 12.8 of this Standard, th adjustment must be
separately disclosed and its nature explained.

2-75.44



FRS-3

12 TRANSITIONAL PROVISIONS

STANDARD

12.1 Where an entity has recognised infrastructurassets at 31 March 2001
and is using methods of accounting that do not conypwith sections 6, 7, 8, or
9 of this Standard to account for the infrastructure assets at 31 March 2001,
the entity is exempt from applying the requirementsof the relevant section(s)
in accounting for the infrastructure assets until geriods ending on or after

31 March 2004.

12.2 Where at 1 October 1991 (the date from which the mdecessor to this
Standard, SSAP-28: Accounting for Fixed Assets, applied) an entity carried items
of property, plant and equipment at a valuation, aml it did not thereafter revalue

these items in accordance with SSAP-28, the entity permitted to account for

these items using their gross carrying amounts as & October 1991.

COMMENTARY

12.3 The transitional provision in paragraph 12[2tes only to the measurement
of the gross carrying amounts for the purposesisf$tandard. Where applicable,
the items must still be accounted for at the corepotevel in accordance with the
requirements of this Standard.

STANDARD

12.4 Where an entity, at or before 31 March 2001:

(&) has recognised property, plant and equipment at realued amounts (in
accordance with SSAP-28); and

(b) intends to continue to revalue a class of propertyplant and equipment,
in accordance with section 7 of this Standard,

the entity is exempt from applying the requirementsf paragraph 7.1(a) and (b)

of this Standard in accounting for that class of poperty, plant and equipment

until periods ending on or after 31 March 2004 proiding that the entity applies

the requirements in paragraph 12.5.

12.5 An entity which qualifies for the transitional exemption in paragraph

12.4, may maintain its existing cycle for the revailation of a class of property,

plant and equipment provided that :

(a) all revaluations on or after 1 April 2001 are undertiken in accordance
with paragraph 7.1(a) and (b) of this Standard; and

(b) all assets within that class are revalued in accoehce with section 7
of this Standard by the first reporting period ending on or after
31 March 2004.
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COMMENTARY

12.6 The effect of paragraph 12.5 is that entitieat have been revaluing
property, plant and equipment under SSAP-28 arewatioto maintain their

SSAP-28 revaluation cycle during the changeover RSB. However, all

revaluations of assets within a relevant class wiaich undertaken on or after
1 April 2001 are to be undertaken in accordance wuhth Standard, and all
assets within a class are required to be revaluetéordance with the Standard
by the first reporting period ending on or afterN3arch 2004.

12.7 Where a cyclical basis of revaluation is aggphlicompliance with section 11
of this Standard will ensure that, for each clasproperty, plant and equipment,
the following will be disclosed:

(&) the gross carrying amount relating to each measmerbase used. For
example, historical cost, revalued amounts detexchjrior to revaluation in
accordance with this Standard (i.e in accordance ®BAP-28) and the
revalued amounts determined as part of the cycligklation in accordance
with this Standard; and

(b) the bases of the valuations.

STANDARD

12.8 Where an entity changes an accounting policy iorder to comply with
the principles of this Standard for the first time, any revenue or expense that
arises, other than an impairment loss, must be regmised in the statement of
movements in equity in the period in which the chage is implemented.

COMMENTARY

12.9 The requirement in paragraph 12.8 applieshemges in policies in respect
of both assets subject to the requirements ofStasdard and assets not subject to
the requirements of this Standard but which are @tea for in accordance with
the principles of this Standard. A change fromauetent value on an existing use
basis (under SSAP-28) to fair value (under FRS-8}titutes an accounting policy
change. The requirement in paragraph 12.8 doe<aowdr the recognition of
impairment losses and recoveries. These are tacbeunted for in accordance
with section 9 of this Standard.

12.10 Where entities revalue property, plant andiipgent cyclically in
accordance with paragraph 12.5, the effect of papdgl2.8 is that any revenue or
expense that arises on revaluation, is recognisettid statement of movements
in equity in the period in which the revenue or exgeearises. These adjustments
are only permitted during the period of the cydlicaluation until periods ending
on or after 31 March 2004.
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STANDARD

12.11 Where an entity, at or before 31 March 2001:

(@) has recognised infrastructure assets at revalde amounts and is,
accordingly, subject to section 7 of this Standardand

(b) has not, in accounting for the revaluation chages of such infrastructure
assets, maintained a revaluation reserve for eactomponent that is, in
accordance with this Standard, required to be sepately accounted for,

the entity is exempt from applying the requirementsof paragraph 10.1 (b) of

this Standard until periods ending on or after 31 March 2007.

12.12 An entity is not required to comply with the equirement to
capitalise borrowing costs (as specified in paragghs 5.24 to 5.37 of this
Standard) until FRS-3 is superseded by the New Zealdnequivalent of
IAS 16: Property, Plant and Equipment and IAS 23: Borrowing Costs. The
treatment of borrowing costs adopted by such an eity must however be
applied consistently to all items of property, plahand equipment.

COMMENTARY

12.13 Where an entity, in terms of paragraph 12ekpenses borrowing costs
and, on revaluation, uses depreciated replacenusttas a basis for determining
fair value, the depreciated replacement cost wouoldimclude a borrowing cost
component as explained in paragraph 4.21.
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APPENDIX

Comparison of FRS-3with International and Australian Accounting Standards

This comparison appendix was prepared as at 1 FAgt2080 and deals only with
significant differences between the standards. ddmaparison is produced for
information purposes only and does not form pathefstandards in FRS-3.

International Accounting Standards are promulgatgdbbth the International
Accounting Standards Committee (IASC) and the Pubdictor Committee of the
International Federation of Accountants (IFAC PSChe International standards
referred to in this Appendix cover only those prdgated by the IASC because the
IFAC PSC has not yet promulgated standards ondbis.t

The International and Australian accounting stanslammparable with FRS-3 are:

IASC
¢ |AS 16 (revised 1998)Property, Plant and Equipment

¢ |AS 23 (1993): Borrowing Costs

¢ |AS 36: Impairment of Assets

Australia
*  AASB 1010 (1999):Recoverable Amount of Non-Current Assets

e AAS 10 (1999): Recoverable Amount of Non-Current Assets

e AASB 1015 (1999):Acquisition of Assets

e AAS 21 (1999): Acquisition of Assets

e AASB 1021 (revised 1997)Depreciation

e AAS 4 (revised 1997)Depreciation

e AASB 1036 (1997):Borrowing Costs

e AAS 34 (1997): Borrowing Costs

e AAS 27 (revised 1996)Financial Reporting by Local Governments

e AAS 29 (revised 1996)Financial Reporting by Government Departments

e AAS 31 (1996): Financial Reporting by Governments
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e AASB 1041 (1999):Revaluation of Non-Current Assets

¢ AAS 38: Revaluation of Non-Current Assets.

The following summarises the significant differencestween the above
pronouncements, and FRS-3.

(Note that this appendix is written in a different style to equivalent appendices in
other financial reporting standards to the extent that the discussion is not premised
on a comparison of particular standards. This is because equivalent requirements
vary across a range of standards within each jurisdiction. Accordingly the
appendix is designed to compare requirements in the jurisdictions rather than the
requirementsin particular standards.)

Initial Recording of Property, Plant and Equipment

IAS 16, in conjunction with IAS 20: Accounting for Government Grants and
Disclosure of Government Assistance, allows government grants to be deducted in
determining the cost of an item of property, plantl equipment. FRS-3 requires
a donated or subsidised item of property, plant egqdipment to be recorded at
its fair value at the date of acquisition togethéth any costs incurred by the
donee in bringing the item to working condition fts intended use. AAS 27,
AAS 29 and AAS 31 are similar to FRS-3, as is Australisigent Issues Group
Abstract 11: Accounting for contributions of, or contributions for the acquisition

of, non-current assets.

The benchmark treatment in IAS 23 is to expenseolong costs; capitalisation
of borrowing costs is an allowed alternative treatmdfRS-3 requires borrowing
costs directly attributable to the acquisition onstruction of an item of property,
plant and equipment to be capitalised, as does AAEB/AAS 34.

Subsequent Expenditure on Property, Plant and Equipent

FRS-3 requires subsequent expenditure to be capialvhere either:

e it increases the economic benefits over the totaldf the related item of
property, plant and equipment beyond those moséntgc assessed in
determining the basis of the item’s carrying amoont

e it is necessarily incurred to realise the futureremmic benefits embodied in
the item and it would have been included in theahitost of the item had it
been incurred when the item was acquired.
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IAS 16 is consistent with FRS-3 with regard to expemdi which increases the
item’s economic benefits over its total life; howevAS 16 is silent with regard to
necessarily incurred subsequent expenditure. Tikeme Australian standard that
specifically deals with this issue.

Revaluations

FRS-3 requires revaluation increments and decresmgitihin a class of property,
plant and equipment to be offset, with only the rmtaluation increment or
decrement for the class (referred to in FRS-3 aspectively, the revaluation
surplus or revaluation deficit) to be accounted fdAS 16 requires revaluation
increments and decrements to be accounted forebdhis of individual items of
property, plant and equipment. AASB 1041/AAS 38 isilsinto FRS-3.

FRS-3, IAS 16 and AASB 1041/AAS 38 require revaluatimnise carried out with

sufficient regularity to ensure that the carryimgcaunt of an item of property, plant
and equipment is not materially different fromfas value. However, FRS-3 has
an additional requirement which does not allow amif property, plant and

equipment to be included at a valuation that wasrdehed more than five years
previously.

FRS-3 permits an entity that has revalued a clagsaperty, plant and equipment
to stop revaluing under certain conditions. Thes#ude circumstances where
materiality or cost-benefit reasons justify the mig and where one-off
revaluations have occurred as a result of the yetiting part of a business
combination. The ability to stop revaluing existsder IASC standards (IAS 8:
Net Profit for the Period; Fundamental Errors and Changes in Accounting
Policies) but does not exist under the Australian standsegsept at the date of
first application of AASB 1041/AAS 38.

Impairment

IAS 36 does not provide any guidance in relationitéons of property, plant
and equipment whose future economic benefits aredimettly related to their
ability to generate net cash inflows. AASB 1010/AAS ddes not require the
recoverable amount test to be applied to non-cuassets of not-for-profit entities
where the service potential of those assets is riotaply dependent on their
ability to generate net cash inflows, or to non-eatrassets which, pursuant to
legislation, ministerial directive or other goveramh authority, provide goods or
services at no charge, or at less than full casivery. FRS-3 provides that items
of property, plant and equipment whose future ecaadmanefits are not directly
related to their ability to generate net cash infipshould not be recorded at an
amount greater than:
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¢ net market value; or

¢ where net market value cannot be determined, depeecieplacement cost.

Disclosure

Where an entity revalues a class of property, mant equipment, IAS 16 requires
disclosure of what the carrying amount of that classuld have been if no
revaluation had taken place. FRS-3 does not redhis disclosure, and nor does
AASB 1041/AAS 38.

History

FRS-3: Accounting for Property, Plant and Equipment (revised February 2002
and effective for periods ending on or after 31 March 2002) amended as
follows: addition of paragraphs 12.12 and 12.13.

FRS-3: Accounting for Property, Plant and Equipment (revised November 2001
and effective for periods ending on or after 31 March 2002) amended as
follows: the addition of paragraphs 4.20A, 4.26A, 7.20A, 8.18A, 124,
125, 12.6; 12.7, and 12.10; changed wording in paragraphs 8.18, 12.8,
and 12.9; and consequential changes to paragraphs 2.8, 11.11, and 12.1.

FRS-3: Accounting for Property, Plant and Equipment (issued March 2001 and
effective for periods ending on or after 31 March 2002)

SSAP-28:;  Accounting for Fixed Assets (issued July 1991 and effective for periods
beginning on or after 1 October 1991)

The application of SSAP-3: Accounting for Depreciation (revised October 1984
and effective for periods ending on or after 31 March 1985) to assets covered by
FRS3.
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