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Question# 2 ILL 3 ICAI STUDY MATERIAL

X Limited purchased a building for ¥ 30,00,000 in May 1, 20X1. The purchase price was
funded by a loan. Property transfer taxes and direct legal costs of ¥ 1,00,000 and % 20,000
respectively were incurred in acquiring the building. In 20X1-20X2, X Limited redeveloped the
building into retail shops for rent under operating leases to independent third parties.
Expenditures on redevelopment were:

% 2,00,000 planning permission.

¥ 7,00,000 construction costs (including ¥ 40,000 refundable purchases taxes).

The redevelopment was completed and the retail shops were ready for rental on September
2, 20X1.

What is the cost of building at initial recognition?
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Question# 3 Q.3 TYK ICAI STUDY MATERIAL

In financial year 20X1-20X2, X Limited incurred the following expenditure in acquiring
property consisting of 6 identical houses each with separate legal title including the land on
which itis built.,

The expenditure incurred on various dates is given below:

On April 1,20X1 - Purchase cost of the property X 1,80,00,000.

On April 1, 20X1 - Non-refundable transfer taxes ¥ 20,00,000 (not included in the purchase
cost).

On April 2, 20X1- Legal cost related to property acquisition ¥ 5,00,000.

On April 6, 20X1- Advertisement campaign to attract tenants ¥ 3,00,000.

On April 8, 20X1 - Opening ceremony function for starting business 3 1,50,000.
Throughout 20X1-20X2, incurred X 1,00,000 towards day-to-day repair maintenance and

S

other administrative expenses.
X Limited uses gpe of the five houses for office and accommodation of its few staffs. ‘

The other five houses are rented to various independent third parties.
How X Limited will account for all the above mentioned expenses in the books of account?
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Question# 1 ICAI STUDY MATERIAL
S.NO PROPERTY Does it meet WhichInd ASis
definition of Applicable
Investment
Property
1. | Owned by a Company and leased out under
an Operating Lease \/QA L\‘D
‘ 2. | Held Under Finance Lease and Leased out ‘ N ‘
under an Operating Lease /Q’) U‘ S




3. | Held under Finance Lease and Leased out

under Finance Lease N° \\5
4. | Property acquired with a view for

development and resale ND 2
5. | Property developed on behalf of 3™ party Da'vendy \§] 4o
6. | Property partly owner occupied and partly '

leased out under Operating Lease \) W qb
7. | Land held for currently undetermined use N Oy 40
8. | Property occupied by Employees paying rent

at less than market rate No 1

. | Investment Property held for sale No \v &

10| Existing Investment Property that is being

redeveloped for continued use as Investment Ny ho

Property

Question# 6 TYK Q. 5 ICAI STUDY MATERIAL

Shaurya Limited owns Building A which is specifically used for the purpose of earning

rentals. The Company has not been using the building A or any of its facilities for its own use
fmng time. The company is also exploring the opportunities to sell the building

if it gets the reasonable amountin consideration.

Following information is relevant for Building A for the year ending 31st March, 20X2:
Building A was purchased 5 years ago at the cost of ¥ 10 crore and building life is estimated to
be 20 year The company follows straight line method for depreciation.

During the year, the company has invested in another Building B with the purpose to hold it for
capital appreciation. The property was purchased on 1st April, 20X1 at the cost of X 2 crore.
Expected life of the building is 40 years As usual, the cBmpany follows straight line method of
depreciation. I
Further, during the year 20)(‘_1—205_24 the con:gany earned /gin;urred following direct

operating expenditure relating to Building Aand Building B

Rentalincome from Building A 75 (7

Rentalincome from Building B 25 _~

Sales promotion expenses 5

Fees & Taxes 1"

Ground rent 25 7

Repairs & Maintenance 15 "

Legal & Professional 2 S ‘




' Commission and brokerage |1 N

The company does not have any restrictions and contractual obligations against buildings - A
and B. For complying with the requirements of Ind AS, the management sought an
independent report from the specialists so as to ascertain the fair value of buildings A and B.
The independent valuer has valued the fair value of property as per the valuation model
recommended by International valuation standards committee. o o

Fair value has been computed by the method by streamlining present value of future cash
flows namely, discounted cash flow method I

The other key inputs for valuation are as follows:

The estimated rent per month per square feet for the period is expected to be in the range of X
@;? 60, Itis further expectedw the rate of 10 percent per annum for each of 3 year
The weighted discount rate used is 12% to 13%.

Assume that the fair value of properties based on discounted cash flow method is measured
atX 10.50 crore on 31st March, 20X2.

What woulld be the treatment of Building A and Building B in the balance sheet of Shaurya
Limited? Provide detailed disclosures and computations in line with relevant Indian

accoﬁting standards. Treat it as if you are preparing a separate note or schedule, of the given
assets in the balance sheet.
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Question# 7

On 15t April 2019, an entity purchased an office block (building) for Rs. 50,00,000 and paid a
non-refundable property transfer tax and direct legal cost of Rs. 2,50,000 and Rs. 50,000
respectively while acquiring the building.

During 2019, the entity redeveloped the building into two-story building. Expenditureson re-
development were:
» Rs. 1,00,000 Building plan approval;

* Rs. 10,00,000 construction costs (including Rs. 60,000 refundable purchase taxes);
and

» Rs. 40,000 due to abnormal wastage of material and labour.

When the re-development of the building was completed on 15t October 2019, the entity rents out
Ground Floor of the building to its subsidiary under an operating lease in return for rental payment.
The subsidiary uses the building as a retail outlet for its products. The entity kept first floor for its
own administration and maintenance staff usage. Equal value can be attributed to each floor.

How will the entity account for all the above mentioned expenses in the books of account?

Also, discuss how the above building will be shown in Consolidated financial state ment of the entity
as a group and in its separate financial statements as per relevant Ind AS.

(5 Marks)(JAN 21)
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Special Limited is a multinational entity that owns 3 properties. All 3 properties werepurchased
on 15t April, 2020. The following details were furnished:

Particulars Property 1 Property 2 Property 3
Purchase Price Rs. 7,50,000 Rs. 10,50,000 Rs. 12,00,000
Estimated life 10 years 15 years 15 years
Fair value as on 315t March, 2021 Rs. 8,00,000 Rs. 9,50,000 Rs. 13,00,000

The Company uses Property 1 and Property 2 for its business purposes. The Company is exploring the
opportunity to sell Property 3 if it gets reasonable consideration. Till the time it is not sold, the
Company has rented the property.

It has adopted revaluation model for subsequent measurement of these properties. The depreciation
is charged on straight line method. However, the Company has not charged any depreciation on Property
1 and Property 3 tor the current year since the fair value of properties exceeds their carrying amount.
The difference between their fair value and carrying amount has been recognized in the statement
of profit and loss. The properties are shown under the head property, plant and equipment in the
Balance Sheet.

Analyze whether the accounting policies adopted by the Company in relation to the given properties
are in accordance with Ind AS. If not, advise the correct treatment and presentan extract of the Balance

Sheet for the year ended 315! March 2021. —
(JULY21)(8 Marks)
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X Ltd owned a land property whose future use was not determined as at 315t March 20X1.
How should the property be classified in the books of X Ltd as at 31st March 20X1? 1@

(a)

(b)

(c)

(d)
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During June 20X1, X Ltd commenced construction of office building on it for own use.
Presuming that the construction of the office building will still be in progress as at
31st March 20X2

How should the land property be classified by X Ltd in its financial statements as at

31st March 20X27? 0 Ao Slonam oe Ned -

Will there be a change in the carrying amount of the property resulting from any change
—D

in use of the investment property? A ow Do Rese)l N A

Whether the change in classification to, or from, investment properties is a change in

accounting policy to be accounted for in accordance with Ind AS 8, Accounting
S

Policies, Changes in Accounting Estimates and Errors?
g . - No

—

Would your answer to (a) above be different if there were to be a management

intention to commence construction of an office building for own use; however, no
tructi tivit lanned by|31st March 20X2? .

construction activity was planne y& ) \}% ey e—
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