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Agendaitem: 5.1
Distinction between volumes and prices when measuring the value of land changes

Introduction:

The outcome of a written consultation of the AEGhamw to distinguish the changes in the
value of land between balance sheets is presentédr uhis agenda item. The initial
consultation note was prepared by the joint EuteS&CD Taskforce on Land and other
Non-financial Assets, to further clarify the guidenof the 2008 SNA on whether to record
the change in the value of land as an other changelume or as a revaluation, when the
change in the value of the land was due to chamgé®e surrounding amenities of the land
instead of due to a change in the economic useeofaind. The responses of the various AEG
members were diverse, however, there was a sligifengnce (5 out of 9 responses) to record
“changes in the value of land that are due to ceaimgthe surrounding amenities of the land”
as holding gains (revaluations) and not as voluhanges.

For practical reasons this decision appears prugieen that it may be very difficult to make
such a nuanced distinction between other changeslime versus revaluation changes. The
situation may be blurred and the different chargsties in land may not be distinguishable,
as a consequence of which the relevant changesmabt likely end up in the price
component anyway.

Given the absence of a clear cut majority in favoulagainst the above opinion, and on a
conceptual basis, there are strong arguments trdehanges in the value of land that are
due to changes in the surrounding amenities ofathé as volume changes, and there should
at least be some flexibility given to countries wieve identified such changes as part of the
volume change. Therefore, the recording of incidieand exceptionally large changes in the
value of land due to the surrounding amenitieseofagn pieces of land can be looked upon as
changes in quality and thus be recorded as otlagds in volume.

Guidance on documentation provided
e Summary of AEG responses to written consultatioe.no
e |nitial written consultation note.

Main issues to be discussed

The AEG is invited to discuss the following topics:

e Does the AEG agree that, from a purely conceptoaitpf view, changes in the value of
land that are due to changes in the surroundinghaie® of the land are to be recorded as
volume changes?

e Does the AEG agree that in practice these changgsnot be identifiable, and thus end
up in the revaluations?

e Does the AEG agree that, if in practice a counany identify incidental and exceptionally
large changes in the value of land due to changethe surrounding amenities, this
change in the value of land can be looked uporhasges in quality and thus be recorded
as other changes in volume?
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Report on the consultation on distinguishing between volume changes from holding
gainsfor land

I ntroduction

1. During the spring of 2014, the ISWGNA undertakvritten consultation of the AEG
members on distinguishing the changes in the vafil@nd between balance sheets into other
changes in volume versus revaluations. The conguitavas requested by the joint Eurostat-
OECD Taskforce on Land and other Non-financial Ass&he note was prepared by the
Taskforce because they could not find clear guidainem the 2008 SNA on whether to
record the change in the value of land as an atf@nge in volume or as a revaluation, when
the change in the value of the land was due togdmim the surrounding amenities of the
land instead of due to a change in the economioige land.

2. The AEG was therefore requested to provide eptu@l guidance on when to record
changes in the value of land as other changeslume Given that the SNA, in general,
treats differences in quality as differences inumeé and that the value of land is not only
determined by the economic use, location, and sfzéhe plot, but also by surrounding
amenities (such as parks, high quality schools,eaeess to public transportation, etc.), these
surrounding amenities may also be considered dgyguharacteristics.

3. The SNA explicitly mentions that changes in #atéue of land that is due to changes in
economic use should be recorded as other changefuime:

Different qualities are, therefore, economicallyfelient from each other. The same principle
applies to assets. The quality changes recorded becur as the simultaneous counterparts
of the changes in economic use that are shown amgds in classification, as described

below. For example, the reclassification of cultecland to land underlying buildings may

result in a change of value as well as a changelassification. In this case, the asset is

already within the asset boundary, and it is tharae in quality of the asset due to changes
in its economic use that is regarded as the appesgeof additional amounts of the asset.
(SNA 2008, para. 12.23)

4. 1t is definitely clear from the 2008 SNA thatchange in value due to a change in
economic use is to be recorded as a change in eglbot is that the only way a change in
volume can occur?

5. The argument is that any increase/decreasalireof the land as a consequence of
activities in the vicinity should be recorded a®remmic appearance of assets / economic
disappearance of non-produced assets. This seepesitoaccordance with 2008 SNA 12.21
that statesNot all land included in the geographic surface & a country is necessarily
within the asset boundary of the SNA... [Land] ma&p @cquire value because of activity in
the vicinity, for example, land that becomes masirdble and thus more valuable because
of a new development is established nearby or itbation of an access road... any increase
[in value of the land] due to adjacent capital attly is recorded as economic appearafice.



6. The question posed to the AEG was:
What should be the conceptual guidance for recgrdiranges in the value of land between
balance sheets as other changes in volume?
a) To record such changes as other changes in volutyewdhen the changes concern a
change in economic use; or
b) To record such changes as other changes in volume the changes concern one of the
following conditions:
* achange in economic use;
* achange due to changes in surrounding amenities.

Analysis of responses

7. The responses of the various AEG members weegse, with a slight preference (5 out
of 9 responses) to record “changes in the valudand that are due to changes in the
surrounding amenities of the land” as holding gafresvaluations) and not as volume
changes.

Certain AEG members argued that the price of langot only determined by the economic
use, location, size, etc., but also by surroundangenities which, therefore, should be
considered as quality elements. When these surigirainenities change for any reason a
change in volume of the land adjacent to it occsirultaneously. These externalities
generate an increase (or decrease) in volume ofllode stock of land. Here, reference was
made to para. 12.21 of SNA 2008 (stated above).

8. However, other AEG members (of which make ttegonity) expressed the opinion that
changes in the value of adjacent land due to clsaimgthe surrounding amenities was much
too broad and that the other changes in volumeldhoei restricted to rare cases such as
when land enters the SNA production boundary (éagg that is reclaimed from the sea).
The latter however seems to be too narrow and mtradiction to the SNA that recognizes a
change in the economic use of land as an othergeham volume. Others argued, for
conceptual and/or practical reasons, that chamgeslime should be restricted to changes in
the economic use of the land. In this respect,a$ wentioned that it would be difficult in
practice to identify amenities, and there wouldabeisk that the amenities would not be
comprehensive or objectively selected.

9. Furthermore, it was pointed out that, in theneenic literature, adjustment for amenities
is not without controversy and rather than exptanivhy certain amenities were adjusted for
and others were not the preferred treatment woelltbmot adjust for any of the surrounding
amenities. In addition, it was further argued, ttieg treatment of amenities as revaluation
was consistent with similar treatments in natica@dounts, such as the effects of spillovers
fromR & D.

10. Taking into consideration all the argumentsas the opinion of the AEG:
 To record changes in the value of land that are tuehanges in the surrounding
amenities of the land as revaluations.

11. However, given the absence of a clear cut rnitgjon favour or against the above
opinion, the recording of incidental and exceptlynarge changes in the value of land due
to changes in the surrounding amenities may nesiexdb be looked upon as changes in
guality and thus be recorded as other changeslimen



12. The AEG is invited to discuss the followirgjads:

Does the AEG agree that, from a purely conceptoaitpof view, changes in the value of
land that are due to changes in the surrounding ritiess of the land are to be recorded
as volume changes?

Does the AEG agree that in practice these changssmot be identifiable, and thus end
up in the revaluations?

Does the AEG agree that, if in practice a countm@n cidentify incidental and
exceptionally large changes in the value of lan@ da changes in the surrounding
amenities, this change in the value of land vatob&ed upon as changes in quality and
thus be recorded as other changes in volume?



