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AS 10: Property, Plant and Equipment
Question 1

Entity A, a supermarket chain, is renovating one of its major stores. The store will have more
available space for in store promotion outlets after the renovation and will include a restaurant.
Management is preparing the budgets for the year after the store reopens, which include the cost
of remodelling and the expectation of a 15% increase in sales resulting from the store
renovations, which will attract new customers. State whether the remodeling cost will be
capitalized or not.
Solution

The expenditure in remodelling the store will create future economic benefits (in the form of
15% of increase in sales) and the cost of remodelling can be measured reliably, therefore, it
should be capitalised.

Question 2
What happens if the cost of the previous part/inspection was/was not identified in the

transaction in which the item was acquired or constructed? (Related to Issue 2 and 3)
Solution

De-recognition of the carrying amount occurs regardless of whether the cost of the previous
part/inspection was identified in the transaction in which the item was acquired or constructed.

Question 3
What will be your answer in the above question, if it is not practicable for an enterprise to

determine the carrying amount of the replaced part/inspection?
Solution

It may use the cost of the replacement or the estimated cost of a future similar inspection as
an indication of what the cost of the replaced part/existing inspection component was when the
item was acquired or constructed.

Question 4
Entity A has an existing freehold factory property, which it intends to knock down and

redevelop. During the redevelopment period the company will move its production facilities to
another (temporary) site. The following incremental costs will be incurred:

1. Setup costs of ` 5,00,000 to install machinery in the new location.
2. Rent of ` 15,00,000
3. Removal costs of ` 3,00,000 to transport the machinery from the old location to the

temporary location.
Can these costs be capitalised into the cost of the new building?

Solution
Constructing or acquiring a new asset may result in incremental costs that would have been

avoided if the asset had not been constructed or acquired. These costs are not to be included in
the cost of the asset if they are not directly attributable to bringing the asset to the location and
condition necessary for it to be capable of operating in the manner intended by management. The
costs to be incurred by the company do not meet the requirement of AS 10 and therefore, cannot
be capitalised.
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Question 5
Entity A, which operates a major chain of supermarkets, has acquired a new store location.

The new location requires significant renovation expenditure. Management expects that the
renovations will last for 3 months during which the supermarket will be closed.

Management has prepared the budget for this period including expenditure related to
construction and remodelling costs, salaries of staff who will be preparing the store before its
opening and related utilities costs. What will be the treatment of such expenditures?
Solution

Management should capitalise the costs of construction and remodelling the supermarket,
because they are necessary to bring the store to the condition necessary for it to be capable of
operating in the manner intended by management. The supermarket cannot be opened without
incurring the remodelling expenditure, and thus the expenditure should be considered part of the
asset.

However, the cost of salaries, utilities and storage of goods are operating expenditures that
would be incurred if the supermarket was open. These costs are not necessary to bring the store
to the condition necessary for it to be capable of operating in the manner intended by
management and should be expensed.

Question 6
An amusement park has a 'soft' opening to the public, to trial run its attractions. Tickets are

sold at a 50% discount during this period and the operating capacity is 80%. The official opening
day of the amusement park is three months later. Management claim that the soft opening is a
trial run necessary for the amusement park to be in the condition capable of operating in the
intended manner. Accordingly, the net operating costs incurred should be capitalised. Comment.
Solution

The net operating costs should not be capitalised, but should be recognised in the Statement
of Profit and Loss.

Even though it is running at less than full operating capacity (in this case 80% of operating
capacity), there is sufficient evidence that the amusement park is capable of operating in the
manner intended by management. Therefore, these costs are specific to the start-up and,
therefore, should be expensed as incurred.

Question 7
Entity A exchanges surplus land with a book value of ` 10,00,000 for cash of ` 20,00,000 and

plant and machinery valued at ` 25,00,000. What will be the measurement cost of the assets
received?
Solution

Since the transaction has commercial substance. The plant and machinery would be
recorded at ` 25,00,000, which is equivalent to the fair value of the land of ` 45,00,000 less the
cash received of ` 20,00,000.

Question 8
Entity A exchanges car X with a book value of ` 13,00,000 and a fair value of ` 13,25,000 for

cash of ` 15,000 and car Y which has a fair value of ` 13,10,000. The transaction lacks
commercial substance as the company’s cash flows are not expected to change as a result of the
exchange. It is in the same position as it was before the transaction. What will be the
measurement cost of the assets received?
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Solution
The entity recognises the assets received at the book value of car X. Therefore, it recognises

cash of ` 15,000 and car Y as PPE with a carrying value of ` 12,85,000.

Question 9
Entity A is a large manufacturing group. It owns a number of industrial buildings, such as

factories and warehouses and office buildings in several capital cities. The industrial buildings are
located in industrial zones, whereas the office buildings are in central business districts of the
cities. Entity A's management want to apply the revaluation model as per AS 10 to the
subsequent measurement of the office buildings but continue to apply the historical cost model to
the industrial buildings.

State whether this is acceptable under AS 10 or not with reasons?
Solution

Entity A's management can apply the revaluation model only to the office buildings. The office
buildings can be clearly distinguished from the industrial buildings in terms of their function, their
nature and their general location. AS 10 permits assets to be revalued on a class by class basis.

The different characteristics of the buildings enable them to be classified as different PPE
classes. The different measurement models can, therefore, be applied to these classes for
subsequent measurement.

All properties within the class of office buildings must, therefore, be carried at revalued
amount.

Question 10
Entity A has a policy of not providing for depreciation on PPE capitalised in the year until the

following year, but provides for a full year's depreciation in the year of disposal of an asset. Is this
acceptable?
Solution

The depreciable amount of a tangible fixed asset should be allocated on a systematic basis
over its useful life. The depreciation method should reflect the pattern in which the asset's future
economic benefits are expected to be consumed by the entity.

Useful life means the period over which the asset is expected to be available for use by the
entity. Depreciation should commence as soon as the asset is acquired and is available for use.

Question 11
Entity A purchased an asset on 1st January 2013 for ` 1,00,000 and the asset had an

estimated useful life of 10 years and a residual value of nil.
On 1st January 2017, the directors review the estimated life and decide that the asset will

probably be useful for a further 4 years.
Calculate the amount of depreciation for each year, if company charges depreciation on

Straight Line basis.

Solution
The entity has charged depreciation using the straight-line method at ` 10,000 per annum i.e

(1,00,000/10 years).
On 1st January 2017, the asset's net book value is [1,00,000 – (10,000 x 4)] ` 60,000.
The remaining useful life is 4 years.
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The company should amend the annual provision for depreciation to charge the unamortised
cost over the revised remaining life of four years.

Consequently, it should charge depreciation for the next 4 years at ` 15,000 per annum i.e.
(60,000/4 years).

Note: Depreciation is recognised even if the Fair value of the Asset exceeds its Carrying
Amount. Repair and maintenance of an asset do not negate the need to depreciate it.

Question 12
Entity B constructs a machine for its own use. Construction is completed on 1st November

2016 but the company does not begin using the machine until 1st March 2017. Comment
Solution

The entity should begin charging depreciation from the date the machine is ready for use –
that is, 1st November 2016. The fact that the machine was not used for a period after it was ready
to be used is not relevant in considering when to begin charging depreciation.

Question 13
A property costing ` 10,00,000 is bought in 2016. Its estimated total physical life is 50 years.

However, the company considers it likely that it will sell the property after 20 years.
The estimated residual value in 20 years' time, based on 2016 prices, is:

Case (a) ` 10,00,000
Case (b) ` 9,00,000.

Calculate the amount of depreciation.
Solution
Case (a)

The company considers that the residual value, based on prices prevailing at the balance
sheet date, will equal the cost.

There is, therefore, no depreciable amount and depreciation is correctly zero.
Case (b)

The company considers that the residual value, based on prices prevailing at the balance
sheet date, will be ` 9,00,000 and the depreciable amount is, therefore, ` 1,00,000.

Annual depreciation (on a straight line basis) will be ` 5,000 [{10,00,000 – 9,00,000} ÷ 20].

Question 14
Entity B manufactures industrial chemicals and uses blending machines in the production

process. The output of the blending machines is consistent from year to year and they can be
used for different products.

However, maintenance costs increase from year to year and a new generation of machines
with significant improvements over existing machines is available every 5 years. Suggest the
depreciation method to the management.
Solution

Management should determine the depreciation method based on production output. The
straight-line depreciation method should be adopted, because the production output is consistent
from year to year.

Factors such as maintenance costs or technical obsolescence should be considered in
determining the blending machines’ useful life.
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Question 15
Entity A carried plant and machinery in its books at ` 2,00,000. These were destroyed in a

fire. The assets were insured 'New for old' and were replaced by the insurance company with new
machines that cost ` 20,00,000. The machines were acquired by the insurance company and the
company did not receive the ` 20,00,000 as cash compensation. State, how Entity A should
account for the same?

Solution
Entity A should account for a loss in the Statement of Profit and Loss on de-recognition of the

carrying value of plant and machinery in accordance with AS 10.
Entity A should separately recognise a receivable and a gain in the income statement

resulting from the insurance proceeds under AS 29 once receipt is virtually certain. The
receivable should be measured at the fair value of assets that will be provided by the insurer.

Question 16
ABC Ltd. is installing a new plant at its production facility. It has incurred these costs:

1. Cost of the plant (cost per supplier’s invoice plus taxes) ` 25,00,000
2. Initial delivery and handling costs ` 2,00,000
3. Cost of site preparation ` 6,00,000
4. Consultants used for advice on the acquisition of the plant ` 7,00,000
5. Interest charges paid to supplier of plant for deferred credit ` 2,00,000
6. Estimated dismantling costs to be incurred after 7 years ` 3,00,000
7. Operating losses before commercial production ` 4,00,000

Please advise ABC Ltd. on the costs that can be capitalized in accordance with AS 10
(Revised).

Answer
According to AS 10 (Revised), these costs can be capitalized:

1. Cost of the plant ` 25,00,000
2. Initial delivery and handling costs ` 2,00,000
3. Cost of site preparation ` 6,00,000
4. Consultants’ fees ` 7,00,000
5. Estimated dismantling costs to be incurred after 7 years ` 3,00,000

` 43,00,000

Note: Interest charges paid on “Deferred credit terms” to the supplier of the plant (not a qualifying
asset) of ` 2,00,000 and operating losses before commercial production amounting to ` 4,00,000
are not regarded as directly attributable costs and thus cannot be capitalized. They should be
written off to the Statement of Profit and Loss in the period they are incurred.
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Remuneration payable by companies having no profit or inadequate profit without Central
Government approval

Where in any financial year during the currency of tenure of a managerial person, a company
has no profits or its profits are inadequate, it may, without Central Government approval, pay remuneration
to the managerial person not exceeding, the limits under (A) and (B) given below:-

(1) Limits as per new amendment Limits before
amendment (Earlier

limits)
Where the effective capital
is

Limit of yearly remuneration
payable shall not exceed
(Rupees)

Limit of yearly
remuneration payable
shall not exceed
(Rupees)

(i) Negative or less than 5
crores

60 Lakhs 30 lakhs

(ii) 5 crores and above but
less than100 crores

84 Lakhs 42 lakhs

(iii) 100 crores and above
but less than 250
crores 120 Lakhs

60 lakhs

(iv) 250 crores and above
120 lakhs plus 0.01% of the
effective capital in excess of
Rs. 250 crores:

60 lakhs plus 0.01% of
the effective capital in
excess of ` 250
crores.

Provided that the above limits shall be doubled if the resolution passed by the shareholders
is a special resolution.
Explanation.- It is hereby clarified that for a period less than one year, the limits shall be pro-rated.
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