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Introduction

The term property, plant and equipment is used to describe tangible assets that are long-
term in nature and are acquired for use in operations. These assets generally include such items
as buildings, machinery, furniture, land and vehicles. Other terms for this category of assets
include plant assets and fixed assets. Items of property, plant and equipment are generally
distinguished from current assets because fixed assets are not easily converted into cash.
Property, plant and equipment is presented in the financial statements on the balance sheet as a
noncurrent asset. Additionally, amounts spent to acquire fixed assets and amounts received from
the disposition of fixed assets are included on the income statement as gains or losses and on the
statement of cash flows as investing inflows or outflows.

Many issues and questions arise during the process of accounting for items of property,
plant and equipment, including determining an asset’s useful life, which depreciation method to
employ and how to account for impairment of long-term assets. Among the most important of
these issues is deciding at which amount to value such items - at their historical cost, which is the
price originally paid, or at fair value, which could be one of several metrics that reflect the
current value of the asset. The question about the “cost” of items of property, plant and
equipment continues to be debated among accounting practitioners and standard setters. Given
the expected convergence of the world’s major accounting standard setters, understanding the
revaluation approach is increasingly important, as more companies are likely to implement this

method as it becomes universally accepted. This paper purports to help readers gain insight into
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the complexities of the revaluation approach, both at a conceptual level and in the technical

-application of the method.

Standards and Standard Setters

The accounting profession has faced an identity crisis lately. Currently, the profession is
living a double life: some of its practitioners worldwide follow the rules-based, U.S. Generally
Accepted Accounting Principles (GAAP) while others adhere to International Financial
Reporting Standards (IFRS), a principles-based set of standards promulgated by the International
Accounting Standards Board (IASB).

U.S. GAAP are the principles published by the Financial Accounting Standards Board
(FASB), which is the governing body for accountants in the United States. The FASB was
organized in 1973, and has worked since its inception “to establish and improve standards of
financial accounting and reporting for the guidance and education of the public, including
issuers, auditors, and users of financial information.”(Financial Accounting Standards Board
Facts). The major international standard setter is the International Accounting Standards Board
(IASB), which was founded in 2001, as the successor to the International Accounting Standards
Committee (IASC). The TASC had been formed in London in 1973 to develop and sanction
International Accounting Standards.

In October 2002, the FASB and the IASB issued a Memorandum of Understanding,
which outlined the so-called “Norwalk Agreement”, announcing their intent to “(a) make their

existing financial reporting standards fully compatible as soon as is practicable and (b) to
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coordinate their future work programs to ensure that once achieved, compatibility is maintained”
(Financial Accounting Standards Board Memorandum 1). Since its inception, the idea of the
convergence of U.S. and International accounting standards into a set of universal standards has
been a controversial, though inevitable, endeavor. The globalization of the business environment
necessitates a single set of standards to enhance comparability among companies worldwide;
however, the process leading to that single set of standards is filled with questions and
conflicting opinions about the means by which the end should be reached.

In September 2008, the FASB and the IASB updated their Memorandum of
Understanding to comment on the current status of the convergence process, which includes the
SEC’s removal of its requirement for non-U.S. companies following IFRS to reconcile their
statements to U.S. GAAP. Also, according to the Progress Report, “At their joint meeting in
Apﬁl 2008, the Boards again affirmed their commitment to developing common, high quality
standards, and agreed on a pathway for completing the MoU projects, including projected
éompletion dates” (Financial Accounting Standards Board Updated 1). The document also
included specific short-term convergence objectives and major joint projects currently being
ﬁndertaken. Additionally, the Progress Report laid forth some projected dates of completion.
The FASB and IASB continue with the joint projects, hoping to develop milestones and
priorities for these projects by 2011 (2).

The convergence process is sure to take a number of years to complete, but both the
IASB and FASB seem to favor completion of the process sooner rather than later. The Securities

and Exchange Commission is also lending its support to the process. In a press release dated
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August 27, 2008, the SEC announced the development of a ‘roadmap’ that would potentially
lead to the use of [FRS by U.S.-based companies as early as 2014.

Valuation of Plant Assets: Historical Cost vs. Fair Value

The debate surrounding which amount to use when accounting for plant assets has been
going on for some time. This discussion has become more prominent lately with the increased
discussion of a worldwide set of accounting standards, as it is one of the most prominent
differences between U.S. and International Standards. Significant support exists for each
measure, and both sides make valid arguments. While advocates of each approach deem their

model most appropriate, the reality is that advantages and disadvantages exist for each method.

In their paper titled “The Quality of Fair Value Measures for Property, Plant and
Equipment”, Don Herrmann and his co-authors present an interesting case for the use of fair
value as the measure of items of property, plant and equipment. In framing their assertions, the
authors discuss SFAC No. 2, which lays out the qualitative characteristics of accounting
information (Herrmann 3). One such quality is relevance, which encompasses three primary
characteristics: predictive value, feedback value and timeliness (9). In discussing predictive
value, or the degree to which information will correctly forecast the outcome of certain events,
the authors examined several studies and determined that the revaluation approach has a greater
predictive value than historical cost measures (9). The authors argue further that “fair values are
clearly preferable to historical costs in estimating an acquisition price or liquidating the assets of

the firm” (10). In more accurately estimating acquisition prices of plant assets, fair values
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possess a superior feedback value. According to the paper, timeliness is defined in SFAC No. 2
‘as “having information available to a decision maker before it loses its capacity to influence
decisions” (12). Over time, book values under historical cost and fair value diverge, and the
‘capacity of historical cost to influence decisions is diminished (12). This assertion implies that

fair value has a higher degree of timeliness than historical cost.

Another characteristic of accounting information the authors evaluate in their mission to
support fair value is reliability, which is characterized by verifiability, neutrality, and
representational faithfulness (Herrmann 13). The authors concede that arguments in favor of
historical cost are usually based upon the argument that this amount is more easily verifiable.
However, they contend that for some assets, like self-constructed assets and assets acquired in
bulk through business transactions, the historical cost is not easily verified. Additionally, several
situations are currently allowed under GAAP in which fair value is used. For example, when

plant assets are impaired, they are written down to fair value. Fair value is also used to record

plant assets of discontinued operations, donated plant assets, and plant assets purchased in

bundles (14).

Neutrality suggests that there should be no bias in reported information. The authors
argue that historical cost introduces into its calculations a “conservative bias”. The authors again
cite SFAC 2, which supports this argument by noting that the FASB acknowledges that
“conservatism in financial reporting should no longer connote deliberate, consistent

understatement of net assets and profits...because conservatism has long been identified with the
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idea that deliberate understatement is a virtue’” (Herrmann 15). This statement, according to the
authors, illustrates that conservatism should not be a valid basis to support the continued use of
historical costs for the valuation of items of property, plant and equipment (16). Representational
faithfulness indicates that there should be some agreement between a value or measure and the
event that it represents. It is clear that historical cost is subject to less manipulation than fair
values measures, which is why historical cost is considered a more faithful representation of
property, plant and equipment. However, the authors contend that earnings can be managed

under the historical cost method as well; if such behavior takes place, then the argument for

historical cost accounting loses some value (18).

Continuing through the list of accounting information concepts that seem to support the
use of fair value, the authors discuss comparability, which is the attribute of information that
enables users to see the similarities and differences in data. According to the authors, historical
cost can actually hinder the comparability of assets by failing to accurately identify similarities
and differences among them (Herrmann18). The point is best summed up in the following
statement: “By allowing, rather than requiring revaluations, comparability may be reduced... It is
more difficult to identify similarities in and differences between firms’ property, plant, and

equipment when such assets are reported using different valuation methods” (19).

Finally, the authors assert, the characteristic of consistency favors the use of fair value in
measuring items of property, plant, and equipment. Fair value accounting reports all

transactions, both past and present, using the fair value approach. Historical cost, on the other
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hand, leads to reporting some (past) transactions at historical amounts and other (current)
transactions at fair value (Herrmann 20). Overall, the paper suggests that based on the
characteristics of accounting information laid out in SFAC 2, fair values measures are superior to

historical cost in accounting for items of property, plant and equipment.

Presenting an opposing view, Kevin Thompson explores the historical cost approach in
his article “Advantages and Disadvantages of Historical Cost Accounting” (Thompson). He
begins by explaining some common criticisms of the historical cost method, including the
argument that this method ignores the fact that the current market value of an asset may be
higher or lower than historical cost makes it appear. Additionally, he notes that critics point out
flaws in the method during times of inflation (Thompson). Despite its faults, Thompson argues,
historical cost is better than any of the alternatives. One of the main reasons the accounting
profession presently favors historical cost is because these costs are less open to discretion and
possible manipulation. He notes that, “Any other basis for recording transactions would be
subjective, i.e. the amount in which the transaction will be recorded would be dependent on
individual point of view and is bound to differ with different people” (Thompson). Finally,
Thompson points out that historical cost provides more accurate and reliable information, as the
amounts are based on actual, as opposed to hypothetical, transactions. He sums up his findings
in the following statement: “No other method of accounting can provide exact information at a
glance on the change in trends in the company's working like the historical cost method”

(Thompson).
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It is not just deciding the approach to implement when accounting for fixed assets that is
controversial. Even the term “fair value” inspires debate. U.S. Standards and IFRS have
different approaches to defining the term and determining its amount. This matter was one topic
of the IASB’s Discussion Paper issued in November 2006. The paper describes the differences
in the definition of fair value, first by summarizing SFAS 157, which defines fair value as “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.” Alternatively, according to the document,
IFRS defines fair value as “the amount for which an asset could be exchanged, or a liability
settled, between knowledgeable, willing parties in an arm’s length transaction” (Discussion
Paper 8). According to the paper, there are three main differences between the SFAS 157 and
IAS 16 definition of fair value: 1. SFAS 157 explicitly defines fair value as the selling price,
whereas IAS 16 could be either the selling price or the replacement cost; 2. SFAS 157 refers to

‘market participants’, while IAS 16 refers to ‘knowledgeable, willing parties in an arm’s length
transaction’; and 3. SFAS 157 defines the fair value of liabilities with the notion that the liability
is transferred, not settled. The definition of fair value presented by the IASB refers to “the
amount at which a liability could be settled between knowledgeable, willing parties in an arm’s
length transaction.” (10). Currently, the IASB is receiving comments in response to the
Discussion Paper. An exposure draft of an IFRS on fair value measurement is expected in 2009
or 2010.

Despite the ongoing discussions revolving around the valuation of plant assets, U.S.

standards require the valuation of long-term assets at their historical cost. The application of a
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revalued amount, whether based on market price or some other measure, is prohibited.
According to APB Opinion No. 6, ““... property, plant, and equipment should not be written up
by an entity to reflect appraisal, market or current values which are above cost to the entity”
(APB Opinion 6. 17.1). The complexities of the revaluation approach are apparently too vague
and open to discretion to be acceptable.

Historical cost is the more straightforward approach, as it requires relatively few
estimates or assumptions, and is based primarily on concrete data. While the historical cost
approach’s data is less open to discretion, the amounts the approach applies to assets are not
necessarily the most current. This is why IFRS permits the use of either the historical cost or
revaluation approach to account for property, plant and equipment throughout the assets’ useful
lives.

IAS 16 Property Plant and Equipment

As was previously discussed, U.S. and international standards differ in their approaches
to account for plant assets. The international standard that provides guidance on property, plant
and equipment is IAS 16. The Standard was originally issued in 1982 and has been amended
three times. The current version was revised in 2003, has an effective date of January 1, 2005,

and was updated as part of the IASB’s Improvements Project (“Summaries”).

The objective of IAS 16 is “to prescribe the accounting treatment for property plant and
equipment.” The principal issues in accounting for these assets include recognizing the assets
and determining their carrying amounts, depreciation charges and impairment losses related to

the assets. The Standard’s scope states that it “shall be applied in accounting for property, plant
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and equipment except when another Standard requires or permits a different accounting
treatment.” IAS paragraph 7 outlines the recognition of the historical cost of Property, Plant and
Equipment. According to the Standard, the historical cost of a fixed asset is recognized if two
criteria are met: “1.It is probable that future economic benefits associated with the item will flow

to the entity; and 2.The cost of the item can be measured reliably” (IAS 16.7).

After concluding that an item of property, plant and equipment should be recognized, a
company must determine how to accurately measure the value of the asset throughout its useful
life. According to IAS 16, paragraph 15, property, plant and equipment should be carried at
historical cost. The elements of cost include the purchase price, costs directly attributable
bringing the asset to the location, and the initial estimate of the costs of dismantling and
removing the item and restoring the site on which it is located. Directly attributable costs
include costs of employee benefits arising directly from the construction or acquisition of the
item of property, plant and equipment; costs of site preparation; initial delivery and handling
costs; installation and assembly costs; costs of testing whether the asset is functioning properly
(after deducting the proceeds from selling any items produced while bringing the asset to that

location and condition) and professional fees (IAS 16.16-17).

After establishing an asset’s cost, an entity must use either the cost model or the
revaluation model. As previously mentioned, the cost model is fairly straightforward. It simply
states that property, plant and equipment should be carried at an amount equal to cost less

accumulated depreciation and accumulated impairment losses (IAS 16.30). The revaluation
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model is more complex and can only be used when the fair value of the asset can be determined
with reasonable reliability. According to this model, property, plant and equipment should be
carried at a “revalued amount” equal to the fair value of the asset at the revaluation date less
accumulated depreciation and impairment losses after revaluation. Revaluations should occur
fairly regularly to ensure that the carrying amount does not materially differ from the fair value

at the balance sheet date (IAS 16.31).

When using the revaluation model, companies must also determine the amount of
accumulated depreciation. The depreciation must then be treated in one of two ways: It could be
restated proportionately with the change in the gross carrying amount of the asset so that the
carrying amount of the asset after revaluation equals the revaluation amount. Alternatively,
accumulated depreciation could be eliminated against the gross carrying amount of the asset and

the net amount restated to the revalued amount of the asset (IAS 16.35).

As an example, assume that Tennessee Company purchased a piece of equipment at
January 1, Year 1 for $100,000. The equipment is expected to have a useful life of ten years and
no residual value. The asset is accounted for using the revaluation model and is revalued every

two years. At the end of Year 2, the equipment is appraised at a fair value of $85,000.

The Gross Carrying Amount approach works in two steps: first, the accumulated

depreciation is written off; then, the equipment is adjusted to the revalued amount.
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The journal entries to record the change in the equipment’s value are as follows:

To eliminate accumulated depreciation:

Accumulated Depreciation 20,000

Equipment 20,000
To adjust the building to a revalued amount:
Equipment 5,000
(85,000-80,000)

Revaluation Surplus(SE) 5,000

The proportional method uses the amounts calculated below to write up the asset’s value based

on the proportional change in the asset’s carrying amount.

Calculation of the Proportional Method:

Cost before Revalued
Revaluation: Amount:
Equipment 100,000 x 85,000/80,000 106,250
Less: Accumulated Depreciation
($100,000/10 * 2 years) 20,000 x 85,000/80,000 21,250
Carrying Amount 80,000 x 85,000/80,000 85,000

The journal entries to record the proportional change in the asset’s value based on its appraised
value are as follows:

Equipment 6,250

(106,250-100,000)
Accumulated Depreciation 1,250
(21,250-20,000)
Revaluation Surplus (SE) 5,000

(85,000-80,000)
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To calculate the revalued equipment and depreciation amounts, the cost before
revaluation and original accumulated depreciation is multiplied by an indexed amount, which is
the proportion of the revalued amount to the original carrying amount. The accounts are then

adjusted to reflect the changes based on the revalued amount. The excess of the original carrying

amount to the revalued amount is credited to an equity account titled ‘Revaluation Surplus’,

which is described below.

According to IAS 16, if the revaluation causes an increase in the carrying amount of the
asset, the increase should be credited directly to stockholders’ equity under the title ‘Revaluation
Surplus’, which is the case presented in the example above. However, the increase should be
recognized in an income statement account such as profit or loss if it reverses a revaluation
decrease of the same asset previously recognized in profit or loss (IAS 16.39). If the revaluation,
however, causes a decrease in the carrying amount of the asset, the decrease should be
recognized as profit or loss. If there is a credit balance in the revaluation surplus, then the
amount should be debited to stockholder’s equity (IAS 16.39). Examples will again clarify the

complexities of the process.

Using the previous scenario, recall that Tennessee Company purchased a piece of
equipment for $100,000. The equipment is expected to have a useful life of ten years and no
residual value. The equipment is accounted for using the revaluation model and is revalued

every two years. At the end of Year 2, the equipment is appraised at a value of $85,000.
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The calculation of the equipment’s current book value is detailed below:

Original Book Value: 100,000
Less: Accumulated Depreciation (20,000)
Book Value, end of Year 2: 80,000

Using the Gross Carrying Amount approach, the journal entries to record the change in the

equipment’s value are as follows:

To eliminate accumulated depreciation:

Accumulated Depreciation 20,000

Equipment 20,000
To adjust the building to a revalued amount:
Equipment 5,000
(85,000-80,000)

Revaluation Surplus(SE) 5,000

Two more years have passed. At the end of Year 4, the equipment is re-appraised at a
fair value of $55,000. According to IAS 16, Tennessee Company must recognize the decrease in
the asset’s carrying amount first by removing any previous Revaluation Surplus, then by debiting

a loss account (IAS 16.40).

Book Value, end of Year 2: 85,000
Less: Accumulated Depreciation (21,250)

(85,000/8 year useful life * 2 years)
Book Value, end of Year 4: 63,750
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The journal entry to record this decrease in the equipment’s value is as follows:

To eliminate accumulated depreciation:
Accumulated Depreciation 21,250
Equipment 21,250

To adjust the building to a revalued amount:

Loss on Revaluation (IS) 3,750
Revaluation Surplus (SE) 5,000
Equipment 8,750

Two years later, at the end of Year 6, the asset is appraised at $45,000. The previous
carrying amount was $55,000, so the accumulated depreciation would be $18,333 ($55,000/6 * 2
years). The asset’s new carrying amount is $36,667 ($55,000 - $18,333). Therefore, Tennessee
Company now recognizes an $8,333 increase in the asset’s value. According to IAS 16, the
Company must first allocate some of this amount to an income statement account “to the extent
that it reverses a revaluation decrease of the same amount previously recognized in profit or

loss” ( IAS 16.39). The excess will be credited to stockholder’s equity.

Equipment 8,333
Profit on Revaluation (IS) 3,750
Revaluation Surplus (SE) 4,583
There are certainly other issues that surface with the application of the revaluation model,
but the most common differences have been explained above. With all of the differences in the

cost and revaluation models, many may feel uncomfortable with the approach because of the

frequent changes in profit and equity accounts that go along with the re-appraisal of assets.
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However, as the revaluation approach becomes better understood, more companies are likely to

report their plant assets at fair value.

Revaluation Approach in Practice: ING Group N.V.

Since the European Union’s adoption of IFRS, many companies have begun applying the
revaluation approach allowed for in IAS 16 in valuing their plant assets. Global financial
services firm ING Group N.V., based in the Netherlands, began applying the fair value approach
to its “Property in Own Use” in 2005. In examining the company’s most recent financial
statements, readers might gain a better understanding of the application of the revaluation
approach as discussed in [AS 16. Selected information from the company’s 2007 Annual Report

1s attached in Appendix A.

The annual report begins with the auditor’s report to shareholders and management.
ING’s 2007 audit report states that the audit was conducted in accordance with the Public
Company Accounting Oversight Board (PCAOB) of the United States. The auditors, Emnst &
Young Accountants in Amsterdam, issued an unqualified opinion, indicating that the statements
were fair and there were no material misstatements. According to the auditors, the statements
were presented in conformity with International Financial Reporting Standards as adopted by the

European Union (ING Annual Report 240).

ING’s 2007 Consolidated Balance Sheet included Property and Equipment as a line item,

with a total of €6.2 billion. The Balance Sheet directs users to Note 8. Before exploring Note 8,
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it is important to examine Section 2.1.1 of the financial statements, which discusses the critical

accounting policies implemented by the company during the development of the statements.

According to this section, “‘property in own use” is stated at fair value as of the balance sheet
date. The fair value is determined by regular appraisals by “independent qualified valuers”. The
company summarizes its interpretation and implementation of IAS 16.39 in its Accounting
Policies for the Consolidated Balance Sheet and Profit and Loss (ING Annual Report 101). After
considering the company’s accounting policies, financial statement readers continue exploring
the fixed assets by analyzing Note 8 to ING’s consolidated financial statements, which further
analyzes the line item “Property and equipment” as listed on the company’s balance sheet. This

note contains a breakdown of the aggregate “property and

equipment’” amount into various components, including the revaluation amount. In disclosing
the changes in the property in own use account, the company recorded a revaluation in the
“Changes in property and equipment” as a decrease of €60.0 million in 2007. This “revaluation
surplus” amount is further examined when it is calculated and is disclosed as follows (ING

Annual Report 119):

Revaluation surplus:

2007
Opening balance 693
Revaluation in year 19
Released in year (9

Closing balance 33
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As this calculation shows, the difference between the closing balance of €633.0 million in 2007
and €693.0 million in 2006 is equal to the €60.0 million, which is accounted for by a revaluation
in 2007 of €19.0 million and €79.0 million released in 2007. This amount also confirms the

decrease of €60.0 million disclosed earlier in Note 8.

ING’s decision to implement the revaluation approach has caused changes in its financial
statements. While the financial effects of this decision are still being determined, the company’s
financial statements demonstrate the importance of adequate disclosure. Examining the
statements as well as the notes helps explain the practical application of the very complex

reporting and disclosure requirements of the revaluation approach.

Conclusions

Though the cost model has historically been considered a more accurate approach for
valuing fixed assets, the revaluation model, based upon some measure of fair value, appears to
more accurately reflect the current value of a company’s assets than historical cost. This paper
presented arguments that using fair value for plant assets is consistent with the qualities of useful
accounting information, as presented in SFAC 2. Additionally, a discussion of IAS 16 outlined
many of the details of the revaluation approach, providing several examples. Finally, examining
the financial statements of a company that applies the revaluation approach depicted how the
approach is applied in practice. The revaluation approach as presented in IAS 16 is likely to

become more common with the upcoming convergence of U.S. and International accounting
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standards into a single worldwide authority. Given this probable merger, it is important for

current and future practitioners to understand the specifics of the revaluation model.
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2.1 Consalidated annual acecunts.

Consolidated balance sheet of ING Group as at 31 December
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Intangible assets & 5.740
Daferred acquidtion costs § - 10,692
Cther assets 11 . 40099
Tots! assets ' L3510
EQUITY
Shareholders’ aquity parant) © 37,208
Mironty interests 2323
Total aguity ) 39,531
LIABILITIES
Preforence shares o ) n
Sutordinsted loars 3¢ o %325
Debt securities infssue 1% 66,995
Cther bomowed funds B 27,058
Insurance and investmant contracts ¥F 265,712
Amourts due to banks 1§ 166,972

Customer deposits and other fundsan depesn oo
Fmanqai ligbilitigs at. fair valua mrwgsvprcm and loss 20
- tradm Habilmes L
~nan -tradxng denvatm'

Otherlxabula’aas i3
Total fiabilities

Total equity and fiakilitias

Raferendes relate to the notes starting on page 1% which form an tntegral part of the consclicated annual accounts.

NG Group Annual Report 2007
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I IRt N 650000 s ratialy recdgne e A1 o and subsequantly s dunted 100 udng the souity imistiog of 2

anting

The I Investment 1n asso
share of it MEST POSEFUISINON [ [
CRANGES I PR s 13 PeConised in equity. The curnilaths ;n,,t -0 v adjusted against the Carmving amcant or 1he
investment. wWhen the Grouprs shate of o x mt»w« inithe iate inctuding ary other uns

recaivables, the Group does not mangnize Turther loses, uniess n rmnn urred QDIGAtION: OF made payments on tehall of he assndian

T3 e O & (CTvll ideqtiti=d on 30

}CCont, and 1s share

it Thie Grogps
el

Unrealised gains on transactions between the Group and its Bsociates are eliminated to the eatent of the Graup’s nterest in the
associates. Unrealised loases are also eliminated unless the transaction provides evidence of an impairment of the asset transfernad.
Accounting policies of associates have been changed where necessary 10 srisure Consistency with the policies adopted by the Group.
The reporting dates of all material associates are consistent with the reporting date of the Group.

For interests in irssstment vehicles the existence of significant influsnce is determined taking into account bath the Group's financial
intereste Yor own risk and it role as investrment manager,

REAL ESTATE INVESTMENTS

Real estate investmients are stated at fair value at the balance sheet date. Changes In the carrying amount resulting from revaluations are
fecorded in the profit and loss actount. On disposal the difference between the sale proceeds and book value js recognised in the profit
and loss account.

Far value of regl estate investmenits is based on requiar appraisals by independent qualified valuers. Each yaar 3 valuation is made, sither
by arindependent valuer or internally, of every property. Indaxation 5 used when a property is vaed intemally. The ndex is based on
the results of the independent valuations carried aut in that period. Market transactions, and disposals rnade by the Group, are
menitered as part of the procedures to back et the Indexation methadology, all properties ars valued independently at least svery
C ysars.

PROPERTY ANMD EQUIPMENT
Proparty iIn own use

Largd andd builcings hedd for own use are stated T
revAluation ¢ nnj and buildings helel for ov

e 3t e balancs shest date, Increases i the
dited 10 the 12

£ CATYING AMOUnt AN on

5 At alfset
firectly it M]lut'g ‘ : “harged 10 the
i AT AGET [ OUSlY TeC €
Qb the Lalr walus and thie sstirmated
Aloposal the related raealuation rmserve v danderrsd o mlained

!aIl{zn Fire
i Dacli On

{earnings

Thee tair valuzs of land and buildings are based onreguian apprasals b independent qualified valusts Subsequant expenciteg 15 indiuded
i the assets Carvang arnount s hienit i proballe that future econamic benefits gsodated with thi iteimesil Tlow to the Group and the
cost of the item can be measured reliably.

Property under construction

Land and buildings under construction dncluding real estate investments) are stated at the directly attibutable purchase and construction
costs incurrad up to the balance sheet date plus borrawing costs incurred during construction and the Group's own development and
SUpervision expenses, where necessary, less impalrment 1osses.

Property held for sale

Property held for sale comprises properties obtained from foredosures and property developed for sale for which there is no specifically
negotiated contract. These properties are stated at the lower of cost and net realisable value, Costincludes bomowing costs, Net
realisable value is The estimated selling price in the ordinary Course of business, less applicable variable selling expenses. Whare the net
realizatde value 15 fower than the carying amount, the impairment is recarded in the prefit and loss account.

Property under devalopment for third parties

Property under developmant whers thers is not yet a specifically negonated contract is mess urad at direct constructian cost ncurred up
w0 the balance sheet date, induding borrowing costs incurred duning construction and the Group s cwn directly attnbutable devetoprent
and supsrvision expenses [&3s any Impalrment eoses. Profitis recognised using the complatad contract method (on complzton dats of
the propertyy.

Property under devetoprent whate there i3 3 speaficaliy nen
fata profit recognition.

d contact 2 valued using the percentage of completion method (o

MG S Gl Snnoal Repart 2007
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1 Consolidated annual accounts

In 2007 Changes in compesition of the group relates mainly 1o the deconsclidation of Real estate funds as a result of the reduction of
ING's sharehalding In these funds.

¥
i
2007
1,302
350
4,829

B U I A0 f TS aric s g o Real watats gres ments that gerecyte]
f . A et EURCES lhen (CG0E . BUR TAS mitlion . The Total armannt of dite Uape 3hiny
26 ARG et E A MANTEnRcees Ansimd (o Rial @l wier ments that Qi not gereate 1ental incore fon fhm
2007 veas EUR 20 milhare (2005, EUR 52 milthary

vear of appraizal

2007 T 64
2006 IO D
2005 . B 1]
2004 S S S .0
2003 ) AT .

00

8 PROPERTY AND EQUIPMENT

2005

Property inown use 2034
Equipmert o 1312
Assets undar aperating leases . 2685
6031

2007 2008

Ireurarce operations 5949 554
Bankirg operstions ) 1.470 1,348
2069 21034

ING GrOUD ANRUR! RepOrt 2007
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2008
Gpening balance 2,27t
Additiors o - 68
Changes in the compesition of thegroup. ~14
Transfers to and frorm Real estate invastments ~34
Transfers tc and from Other assets -4
Depratiation ~64
Ravaluations o 76
Reversal of irmpairmants . 4
Disposals 221
Exchiange rata ditfarences b i -
Clesing balance . 2,034
Gress carrying amount as at 31 Decembar - ) 2943 2882
Accumulated depreciation as at 21 December - -708 ~£58
Accumulated impaimyerits as a1 31 December : S ~130,
Net baok walue 2024
Revaluation surpdus
Opamng balance 493 (3N
Raveziustion i vear 19 £
Ralpasadin yaar . 73
Clesing baiance 633

Thie cont o purchass price amounted 16 EDR 2 30 midbion 2006 BUR 7 1w il Tost iess aourmuiated depraiition vkl haw

year of apprzieal

007 : . IR B
006 L B
2004 “ 4
w0 T e R 1

100

Fistures and fittings

Cata procesing equipment and cthee squipment Tetat

00 2008 2007 2006 007 2006

Opening balance . ... 23 214 1029 e 13n 138
Additions o B+ A 57309 333 486 500
Changes in the compesition of the group 10 -7 % -1 26 -3
Disposals o E o =24 -8 o ~44 -63 68 o -T2
Caprectation ) » ~164 e -216 -222 - -380 -339
Impairments o ) ) -1 -1 -1 -2 -1
Exchange ratz diffarences o - =3 15 -17 -26 ~20 -32
Otner changes .3 A - AT - B
Clesing balance , 281 282 989 102% 1.270¢ 1,312
Gross carrying amaurit as at 21 Decernber 1,763 1,455 2,95¢ 4,712 1208
Agrumugated depreciation as at 21 December ~1,481 -1.216 -1,459 K ~3440 ~2,315
Accumulated impairnents as at 21 December -1 =2 =1 -3 B
et boak value 281 i3z 989 1072 L2370 1312

MG ICUR AnTa Repart 2007
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2.1 Consolidated annhual accounts

Notes to the consolidated balance sheet of ING Group ¢

SE SR R et

Wbt bzasad -0

2007 2007 2007
Opening balance ) 2,671 14 4 2,685
Additiors ) 1.3%6 2 18 1,398
Changes in the composition of the group 3
Cispesals ~417 -2 ~41F
Capredation -7¥ - -4 . ) -724
Exchange rate differances -44 R ~44
Closing balarice 2,886 257 12 14 2,898
Gross CAmying amaunt a5 at 31 Dacembar ) 5.177 A 0 5,247 2977
Accumulated depreciation & 3t 31 December -2,291 1267 . =58 -2.349 -1.232
Net brok value ' 2,886 25T KR 2,848 s
Depreciation of assets under operating keases 15 induded in the profit and loss account in ather incoms a5 a deduction from operating

S INCom e

Mo individual operating lease has terms and conditions that materially affect the amount, tirning of certainty of the consolidated “ash
flawes of the Group,

The Group l2ases assets 1o third parties under operating leases as tesser. The future minimurn lease payments 1o he received under non—
cancellable operating leases are a5 follows:

Within 1 year i
hiore than 1 year but less than 5 years
More than S vears

NG Group Annual Feport 2007



