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INTRODUCTION

 The Property valuation figures are dynamic in nature. The changes in valuations frequently

depends upon factors like market and economic conditions.

 In recent times there have been many changes on the market concerning valuation of Property

,the impact of which is felt in the financial statements of entities in Zimbabwe.

 Despite the existence of various aspects affecting property valuations on the market, entities

especially those floated on the Bourse need to comply with the requirements of IFRS’s and IAS’s in

terms of recognition and measurement of items of Property .

 Valuation is done by real estate appraisers who apply the rules of their profession which might

conflict with the initial recognition and measurement as well as subsequent measurement as per

IAS 16 and IAS 40

 Real Estate sworn appraisers make use of market data to come up with value of items of property,

and the data available on the Zimbabwe market is complex due to the use of multicurrency, and

the hyperinflation aspects experienced in the recent years. The Property values are distorted by

these market imperfections.
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 Real Estate Valuation done for the purpose of Financial Statements preparation should

be mainly guided by financial reporting standards as opposed to purely international

real estate standards

 The real estate asset owned by a company can be reported either on:

• Property, plant and equipment (in case of owner-occupied real estate), according to
IAS 16 – Property, Plant and Equipment,

• Investment property (in case of non owner-occupied real estate, held mainly to earn
rental income or for capital appreciation or both) account in the asset side of the
statement of financial position, according to IAS 40 – Investment Property.

 In some certain cases, the real properties could be reported according according to
IFRS 16 – Leases (leased properties).

 Real estate valuer’s usually make use of fair value method and Market values for
valuation of items of property, on the other hand IAS 16 advocates for Cost value
method and revaluation method

 On the ground the majority of the total valuation cases are valuations of market value,
valuations based on non-market values is quite unusual.
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IAS 40 INVESTMENT PROPERTY

 IAS 40 Investment property applies to accounting for property (land and or buildings held to earn rentals or for capital

appreciation (or both).Investment properties are initially measured at cost and with some execptions,may be

subsequently measured using a cost model or fair value model, with the changes in fair value under the fair value

model being recognised in profit or loss

 One method must be adopted for all of an entity's investment property. Change is permitted only if this results in a more

appropriate presentation. IAS 40 notes that this is highly unlikely for a change from a fair value model to a cost model.

 Investment property is remeasured at fair value, which is the price that would be received to sell an asset or paid to

transfer a liability in an orderly transaction between market participants at the measurement date. [IAS 40.5] Gains or

losses arising from changes in the fair value of investment property must be included in net profit or loss for the period in

which it arises. [IAS 40.35]

 Fair value should reflect the actual market state and circumstances as of the Statement of financial position date. [IAS

40.38] The best evidence of fair value is normally given by current prices on an active market for similar property in the

same location and condition and subject to similar lease and other contracts. [IAS 40.45] In the absence of such

information, the entity may consider current prices for properties of a different nature or subject to different conditions,

recent prices on less active markets with adjustments to reflect changes in economic conditions, and discounted cash

flow projections based on reliable estimates of future cash flows. [IAS 40.46].

 Actual market state may prove very difficult to ascertain due to absence of enough market data see challenges with

use of fair values on slide number 5 below.
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FAIR VALUES IFRS 13

 Fair values –valuation method as guided by IFRS 13 can be ideal valuation method for financial reporting purposes but given

the Zimbabwe economic landscape this valuation method is characterised with the following challenges:

• Inadequacy of market data used in the cash flow projections

• Complexity of accessing and analysing market information, which is one of the most important issues in estimating the market

(fair) value

• The need to convert assets denominated in USD to RTGS or vice versa distorts the real values due the aspect of exchange

rates, the rate is not stable it fluctuates thereby heavily inflating the figures ending up with overvalued or under valued

properties.

• Fair value not easy to get in our inactive market

• Inactive market due to lack of liquidity and suspension of mortgage finance as well as lease finance making reliable data

difficult to obtain

• Sellers not willing to disclose actual USD Sell prices resulting in lack of an updated data base of credible information that can

be used for comparison purposes. This has made valuations based on comparative recent sells to be difficult

• Lack of Market data in general showing developments in the property market.

 The Standard defines fair value on the basis of an 'exit price' notion and uses a 'fair value hierarchy', which results in a market-

based, rather than entity-specific, measurement

 A significant number of real property does not have qualified valuer's yet they are very active and influential in the property

market. Hence it is difficult to find formal and reliable reference sources of property value information. As a result the property

market is highly distorted and property prices in most cases do not follow macroeconomics trends and fundamentals such as

inflation and interest rates
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IAS 16 Property Plant and Equipment

 AS 16 Property, Plant and Equipment outlines the accounting treatment for most types of

property, plant and equipment. Property, plant and equipment is initially measured at its

cost, subsequently measured either using a cost or revaluation model, and depreciated so

that its depreciable amount is allocated on a systematic basis over its useful life.

 Most Zimbabwean companies have items of PPE purchased during the hyperinflation

period and have millions of fictitious dollars hanging in their books as carrying amounts of

property items. This historical approach is characterised with distortions in a complex

market like Zimbabwe

 Cost values were impacted on heavily by the RBZ foreign exchange regulations

 Impact of taxes and conversion of part of payments due to foreign currency regulations

distorted the values of property based on historical cost

 Constant changes in in prices both in USD and ZW makes it difficult to determine

replacement cost or revalued amounts
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CONCLUSION:

 The emergency of hyperinflationary pressures has made property valuation a difficult task as a
value may be valid in very short time and thereafter becomes inconsistent with market offers

 There are no standardized guidelines on valuation of property as many seem to be based on a
lot of subjective judgements of the valuer's.

 A property valuation has always contained an element of guess work this results in a number of
inconsistences of property values in the same locality

 The hardest part of a property valuation in the current climate is ascertaining exactly where the
market is at any one time. This manifests itself in two ways:

 Firstly valuer's will find it hard to value a property if the market is set to change in the near future
and,

 Secondly as the market seemingly in a constant state of flux, it is hard to draw any concrete
figures from which to make comparisons

 Valuation of Property can be affected by timing of valuation. Property prices are seasonal hence
are heavily affected by cyclical changes. Prices in recession and boom economic activity
always vary at large

 Valuation of property is affected much by availability of land. In places where ample land is
available for residential purposes or development of real estate, the valuation of property shows
slower rise than in areas where land is comparatively scarce.

 Infrastructural development is one the most important factors which influence real estate prices
in a market. For instance, the presence of roads, malls and bus terminals and other facilities in
the vicinity of the property greatly affects the value of the property in question.

 For financial reporting purposes we need to consider the challenges mentioned above when
valuing our properties using the relevant Standards.
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