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Driving on the Mohammad Bin Zayed Road towards Jebel Ali, I recently noticed that a pile of 
scaffolding neatly put together in a the shape of a vortex near Global Village for the past several 
months (it had started to look like a monument in the desert!) finally had started to get some 
covering and concrete. It is in the first stages of completion towards becoming one of the largest 
(to be expected when you are in Dubai) entertainment arenas in the world. 

Dubai is back!
The real estate market in Dubai is back with a 
bang, and the change has taken place right in front 
of our eyes . Interest rates in the market are at 1

record lows, and with the oil price looking bearish, 
investors are looking at Dubai's property market 
with renewed interest.

It is in this context that our focus this month shifts 
to accounting standards covering property 
investments, specifically IAS 40 Investment 
Property. This refresher will be very helpful to those 
who are in the business of property investments as 
well as those who are looking to take part in the 
action.

Defining Investment Property
Firstly, what is an investment property? It is a 
property that is held either for income via rentals or 
for capital appreciation or both. It is possible that 
properties held under operating leases may also be 
classed as investment properties, provided they 
meet certain conditions . 2

In accounting terms, the flat you live in is not 
investment property, even if that flat happens to be 
in JLT. The reason for that is that you live there, 
and by virtue of that the standard reckons you are 
not living there to earn rentals or to earn off the 

value variations (the standard-setters have 
imaginatively called this ‘owner-occupied property’).

It is also important to note that it is not investment 
property if you are in the business of actually 
building these edifices. These would then be 
accounted for under IAS 2 Inventories (if you are 
the developer) and IAS 11 Construction Contracts 
(if you are the builder). But that is beyond the 
scope of this white paper.

Measurement at initial recognition
At the outset, when you acquire your property, you 
would include within the cost the actual cost paid to 
the seller of the property together with any costs 
incidental to the purchase, including professional 
fees, the charges to the Dubai Land Department 
and any broker fees. 

You would also recognise any expenses incurred in 
making changes to the property before you 
consider it fit for your purposes. That is to say, even 
if you did not like the blinds your apartment came 
with, and you wanted them changed, then the 
money you spend on making these changes will be 
part of the cost of the investment property.

Note: If you are nice to your tenants, and provide 
ancillary services such as a cleaner, then these 

 See “The 12 Hottest Property Markets In the World http://www.businessinsider.com/global-property-guide-growing-markets-2014-9?1

op=1#ixzz3K5dZLE1T” 

 The conditions are as under:2

a. The investment property must otherwise meet the definition of an investment property.
b. The operating lease is accounted for as if it were a finance lease as defined by IAS 17 Leases.
c. The lessee uses the fair value model set out in IAS 40 Investment Property for the asset recognised.
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would be part of your regular expenses to be 
recognised in profit and loss and not capitalised.

Spotlight UAE: Investment Properties under 
construction
UAE is the construction industry’s idea of nirvana; 
with a project train that never seems to stop. A 
large number of projects in the UAE are built on a 
project basis using advance payments from 
potential investors.

If the fair value of the investment property under 
construction is expected to be reliably measurable 
only once the construction is complete, then the 
standard requires such investments to be 
measured at cost  (no depreciation) until either the 3

earlier between:
• the construction being complete
• the fair value of the property under 

construction becoming reliably measurable

The issue of recoverability of money invested in 
project investments (prior to completion) is a matter 
covered in other standards, most prominently in 
IAS 37 Provisions, Contingent Liabilities and 
Contingent Assets.

Subsequent measurement
This is where things get a bit more interesting. IAS 
40 mentions two models which can be used for 
subsequent measurement of your investment 
properties:

• The fair value model
• The cost model

We will deal with each of these models in turn, but 
in summary:

• Under the fair value model, the changes in the 
fair value of your investment property (be they 

gains or losses) will be reflected in the income 
statement.

• Under the cost model, your investment 
properties will be subject to annual 
depreciation charges, with note disclosure 
given for the fair value as at reporting period.

It is also worth noting that when an operating lease 
(as defined by IAS 17 Leases) is classified as an 
investment property, then the choice evaporates - 
you necessarily have to use the fair value model.

The subsequent measurement model for 
investment properties has to be chosen at the 
outset (if you own a portfolio of property 
investments, then you first investment onwards), 
and the model has to be applied consistently 
across all investment properties. 

The standard-setters agree that it is important for 
financial statements to state matters as true as they 
possibly can be, which is why they have 
emphasised the inclusion of fair value disclosures 
even if one chooses the cost model. Having said 
that, there are specific advantages and 
disadvantages of either model.

The fair value model
Changes in valuation on investment properties 
under the fair value model would be recognised in 
the profit and loss for the period in which the 
valuation takes place . This has the potential to 4

make financial statements relatively more relevant 
and up-to-date. 

During a rising market, it is tempting for businesses 
to adopt the fair value model as property gains 
would reflect in better results. By  the same token, 
in a bearish property market, losses in valuations 
would likely exacerbate losses.

 Your cost will be the amount you progressively invest in the property under construction.3

 The difference between the fair value model under IAS 40 Investment Property and the Revaluation Model under IAS 16 Property, 4

Plant and Equipment is that gains and losses in the latter have to be accounted for separately in a revaluation reserve on the statement 
of financial position (balance sheet), whereas in the former the gains and losses would impact on retained earnings (via the income 
statement).
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It is important to note that the standard does not 
specify the frequency with which the valuation of 
the properties have to be updated. They leave that 
to the discretion of management. This is a potential 
audit point, and property companies often have to 
spend a lot of time convincing auditors about the 
valuation of their investment properties during the 
annual audit.

Thanks to a relatively liquid property market with 
fairly transparent pricing, it is possible in Dubai to 
avail the services of professional property valuation 
experts who are experienced in the field and can 
provide a reasonable valuation for your investment 
properties. It is highly unlikely that a fair value 
quote cannot be obtained for properties in Dubai, 
however, in the off-chance that it does prove 
unreasonably difficult to obtain one, then the cost 
model can be applied (this has to be applied on a 
case-by-case basis).

The cost model
Using the cost model, one would depreciate the 
value of the investment property over a 
predetermined useful economic life (UEL) , and 5

reflect the depreciation expense as a charge to the 
periodic income statement. The UEL of the 
investment property can be considerably less than 
the term of the lease. 

The cost model is simple and intuitive, however, 
there is the possibility that sole reliance on the cost 
model would render the financial statements 
irrelevant, as the fair value of the investment 
properties could follow a trajectory quite different 
from that suggested under the cost model.

Upon revaluation of your investment property 
portfolio, any gains would be recognised in other 

comprehensive income and recorded in a separate 
revaluation reserve on the Statement of Financial 
Position (balance sheet), while any losses would be 
recognised in the income statement for the period 
in which the revaluation takes place.6

Disclosures
The type of disclosures in the financial statements 
differ depending on the model used to measure 
investment properties subsequent to initial 
recognition.

There are a few disclosures which would need to 
be made regardless of the model of measurement. 
These would include, but is not restricted to:

• The choice of model used to measure 
investment properties

• if the fair value model is applied, how 
investment properties held under operating 
leases are treated

• the extent to which the fair value of investment 
property measured is based on a valuation by 
independent valuer who holds a recognised 
professional qualification and has recent 
experience in the location and category of the 
investment property being valued

If the fair value model is applied for post-initial 
recognition measurement, the following disclosures 
would need to be made under most 
circumstances:7

• a reconciliation of between the carrying 
amounts  of investment property at the 8

beginning and end of the period, showing:
• additions through acquisitions
• additions through business combinations
• additions resulting from subsequent 

expenditures on carrying values of 
existing investment properties

 Also called Expected Useful Life5

 Losses in excess of any previously recorded revaluation surplus (as recorded in the revaluation reserve) will be recognised in the 6

income statement. In the same way, gains in excess of any losses previously recorded in the income statement will be recognised in the 
revaluation reserve.

 Additional disclosures would need to be made according to the circumstances.7

 ‘Carrying amount’ refers to the amount at which an asset (investment property) is recognised in the statement of financial position 8

(balance sheet).
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• investment properties classified as held 
for sale under IFRS 5

• net gains or losses through fair value 
adjustments

• any transfers in classification

If the cost model is applied for post-initial 
recognition measurement, the following disclosures 
would need to be be made under most 
circumstances :9

• the depreciation methods used
• the useful lives or the depreciation rates used
• the gross carrying amount and the 

accumulated depreciation (aggregated with 
impairment losses) at the beginning and end 
of the period

• a reconciliation of the carrying amount of 
investment property at the beginning and end 
of the period showing:

• additions through acquisitions
• additions through subsequent 

expenditures on existing investment 
properties

• additions through business combinations
• investment properties classified as held 

for sale under  IFRS 5
• depreciation
• impairment losses recognised and 

reversed
• any transfers in classification  

 Additional disclosures would need to be made according to the circumstances.9
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