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___?_.___%?P_-?S_*.%he ‘cost model, the depreciation or amortis
m:_l.lfi“:if_.&.ﬁﬁf.lf.,‘.{?? property and accurnulated fimpairment losses; '
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}ftez mi_ﬁ.ﬁ;g the fair value of investmens property and the ":sgﬁ%l
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nge in fair value recognised in profit or loss; :

Chapterg

{d} arcumstances and reasons for the transfer of the inve
and its effect on profit or loss and owners’ equity; and

{e} the disposal of investme . . ) ) '
or 31055.} sstment property for the period and its effect on

stment pr 5

ed * Assets supersedes the S‘tahdard Pived Assets (2002} and

i recogniion and measuremeny of ﬂxéd a;; Sptq.m;(a e dicclostire

dinformation in financial statemengg ace c>rdéﬂ tjohthé mquigemezlts o
tandard. It becomes opemﬁye for listed eﬁ t%r' riseé from 1 January
: CYPrises are encouraged to Apply iji“s 'provg aem

vever, is not applicable to the foi.‘m\;,ix;g {para 2):

Foiod 1 ’ STaty agn
g6 held as investment prop&iities (yhjoh are covered under ASBE
sertt Property); and

iological assets {which are Covered under ASBE 5 Biological

rprise should, taking into account
< that meet the definition and r
efs register and determine a
sidual value and depreciation

its specific circumstances, for those.
®Cognition criteria of ASBE 4, set 4P
ASSification of fixed assets, the uas.efu}
Method for each item or class of fixed

tion No. 1 {Caikuai [2007] No. 14y issued by the Ministry of Binance
overber 2007, and the Explanaiory, G;;;' d‘f _3; Cha ii:erh 5 Tired Assels;
viidance for fixed assets and Gth{e; nee ~"urr8§t assets such 88
e assets o be classified as held £, sale 1;23 ;he.ir'propm accOunting
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ASBE 4 Fixer

{}f-. ASBE 4 provides that parts (or e:om_pons‘m%s) ?f ii;ﬁfil a;ze‘;tz
iemised as individual items of asseis prowded "Fﬂa e«.yt Jave
Tives or provide benefits to the enterprise in different pa ui s,
: iwﬂsep of different depreciation metheds (or 1‘atgs), For
Al g:bi@ifdsed in an alrcraft often have a diff.?reﬂt usefgi life fro;m:
o (oo fl:‘imrsze— ear Hile for the engines and eight-year life for the
f;? r{:i 1% th'eycase, the enterprise should depreciate the engines

00 Nature
Fixed assets are defined in ASBE 4 as tangible assets that are {para 3):
(a) held for use in the production or supply of goods and services, for e
to others, or for administrative purposes; and :

(b) have a useful life of more than one year.

Thus, to qualify as a fixed asset under ASBE 4

. an asset must posses
following two characteristics:

- the separate {components) part§ .Of fixgd as*@e;sj;&%%c;g;nf?i }:s;
applying the definition and recognition cr_ﬁj@ria‘lo E 410 the
o wes of enterprises. 1t may be appropriate 'to a&&,' Ji4 1
umita;;ﬁcam items {such as moulds, tools and dies) and to apply
i:ﬁ reéognition criteria to the aggregate value,

{e) it is being used in operations — only assets used in the alay
operations of the business should be classified as fived assels ' (
example, motor vehicles held by car dealers for resale shouid:

i
accounted for as inventory under ASHE | Inventories); and ;

(b} it possesses physical substance — fixed assets are characterised-
tangible physical substance and are thus differentiated from intangib|

assets such as patents and brands (intangibie assets is covered und
ASBE 6 Intangible Assets), g

2k .‘:". ?:‘EU%S 3.51(‘3 SerVICiy 1g G,E]Uip'EEiE.Iif are £al iled as I lV&E.[l§’L;’I ? L!.ii(i
1 ‘ }1 ~ j E { . L A . j

5 ‘(:3 an E‘XF’QE 15 when Consumed. OWeve X, mﬁ}OE 5}.’35 e })d; 5 an
Lo
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£ i iif f T IR . h{:‘il as ilXE‘d AB858¢€ t% “i! N 1.
aﬂip 1{‘)“1« a2 O &,ngi” € ile 2

imilarly, 1 3 aris and
1o use them for more than one year. Similarly, if the spare ?‘3; Jnd
3 quip;ﬁem can be used only in conneciion with the fixed assets, the)

wnted for as fixed assets,

Furthermore, ASEE 4 emphasises that a fixed

assef has a usefuld life of over s
vear {they are expected to vield services pver

several accounting periods).
Bramples of fixed assets include buildings and structures, machinery a

equipment, vehicles and other equipment, apparatus and tools relating to the B
production and operations of an enterprise. i

: ND
MEASUREMENT AT RECOGNITION A
Y DETERMINATION OF COST
6-300 Recognition

ASBE ¢ provides that an item of fixed asset should be recognised

00 Measurement at recognition and
i para 4%

determination of cost

provides that a fixed asset should initially be measured at its cost

and on

fa} itis probable that economic benefits associated with the aseat will fiow.
the enterprise; and

(b} the cost of the asset can be measured reliably.

: w5t of 2 fixed asset normally comprises two components:
The first criterion is satisfied when there is a hi gh degree of certainty attached '

© the flow of economic benefits at the time of the initial recognitios
Generally, it is satisfied when the risks and rewards incidental to the
ownership of the asset have been transferred to the enterprise, '

e mitial cost of acquisition; and

ubsequent expenditure incurred.

The second criterion is easily satisfied for a fixed asset ac
market because of the existence of an external transaction evidencing the.
dentification of the cost. For an internally constructed fixed asset, a relial

measurement of the costs incurred in the construction is also often readi
available.

quired from th 10 initial cost

ok ..“fseis may be acguired through a purchase traﬂsact-ion or anheﬁcha‘;‘l%i
Caction, or it may be construcied internally, or acquired {?; ot t&;}n@d@bg
- @:irs‘:;imstances {eg investor-contributed, by 18«?159, t 10‘%3 ﬁ n'gf
: ing, etc). ASBE 4 provides specific guidance on the determinatio

The existence of a physical form usuallv makes the re ratial oot of these fixed assets in each circumstance.

cognition of a fixed asge
based on the two criteria less problem

atic than that of an intangible asset,
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106 ASBE 4 Fixed Assets

Purchased fired asset

Paragraph 30584 provides that the initial cost of a purchased fixed asset
separately QOIS

(a) its puchasepie,including related taxes; and

(b) any ‘atﬁibutal_ak ependitures incurred in bringing the asset to its
working conditon for intended use.

In mOSfCﬁSE:H‘E"'P”WhﬂSEprice” is easily determined, given that there is 3
purchase anskion. However, where the purchase price is not quoted or
payableincsh e may be some difficulty in determining the amount to be
treated sshecofihe fxed asset. In such cases, the “cash price equivalent”
of the purdiseieis sed atthe recognition date.

Cash diswutl @ Reely used in China’s commercial practice. However, in
Slmatwm. where the terms of purchase allow for a cash discount, a common
practice is bo deduct the cash discount (whether or not taken) from the

purc]wsﬂ priﬁf,ﬁﬂ “Etonly the lrcash rice e uivalel’lt" is reco nised a5 nil
of the costof tefixed asset, P ! S p

lustration 6.

Assume fhat 2 piece of equipment is purchased at a quoted price of |
RMBL0oratem of /2, n/60 (meaning a discount of 2% will be given if - |

the paymet e witin 2) days, or else the full price of RMB1,000,000 will
have lobe i witin 0 days),

I this s, e purchaseprice should bee recordled at its “‘cash price equivalent”
of RS0 MAEL0NY fess cash discount of RMB20,000) irresperiive of
whether tecishdiscount i taken advantage of.

Tf theprice s pidwithin 20 days, the journal entry will be as follo ws.

RM3B RMB
Dr  Fivedassets— Equipment 980,000
¢ Chinbank 980,000

If the i spidferhe 0thday, the journal entry will be as follows:

RMB RMB
Dr  Foediset—Equipment 980,000
Dr  Finincial expenses 20,000
Cr Cashinbank 1,000,000

Where fied 565 2% purchased and to be paid for beyond normal credit
terms ﬂﬂ}iﬂ*fﬂFa“S??}Eﬂt is effectively of a financing nature, the concept of
“cash prieivienl" should again be used. The cash price equivalent will

T6-410 © 2012 CCH Hong Kong Limited

ASBE 4 Fixed Assets 107

pe equal to the present value of the cash payments. The difference between the
ash price equivalent and the total payment is recognised as interest expense
f: rofit or loss over the period of credit unless such interest is capitalised in

accordance with ASBE 17 Borrowing Costs (para 8).

fllustration 6.2

Assume that a piece of specialised equipment is purchased under an agreement
which provides for payment of five equal yearly instalments of RMB1,000,000
each at the end of each year after the date of purchase.

In this case, to record the purchase price of the equipment at RMB5,000,000 is to
ignore the fact that there are interest charges in the contract.

Assuming an interest rate of 10%, the equipment should be recorded at
RMB3,790,800; ie the present value of the cash payments (RMB1,000,000 x 3.7908
_ RMB3,752,800). The journal entry to record the transaction will be as follows:

RMB RMB
' Fixed assets — Equipment 3,790,800
: Dr Deferred expenses — Financial 1,209,200
| expenses
Cr Notes payable 5,000,000

Note:
The deferred interest is to be recognised as interest expense over five years.

As mentioned above, the initial cost of purchased fixed assets not only
includes the purchase price, but also “any attributable expenditures of
bringing the asset to the working condition for its intended use”.

Some examples of attributable expenditures are:

(a) cost of site preparation;

(b) initial delivery and handling costs;

(c) installation and assembly costs;

(d) cost of testing whether the fixed asset is functioning properly; and
(e) professional fees such as lawyers’, architects” and engineers’ fees.

IAS 16 Property, Plant and Equipment provides further guidance on
“attributable expenditures”. It specifically mentions that the following are not
the costs of fixed assets:

(a) costs of opening a new facility;
(b) costs of introducing a new product or service;

(€) costs of conducting business in a new location or with a new class of
customers; and

China Master GAAP Guide 1]6'41 0
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‘ is ' “hasing several fixed assets that

mistration and ¢ “he erhead costs sum payment is made for purchasing 1
{d} administration and other general overhead costs. e sep};‘ra’rely, ASBE 4 requires the cost of cach asset taﬁe
by allocating the total payment according to the proportion of fair

sset to the total fair value of all assets acquired {para 8).

The above items do not form part of the cost of fixed assets since the
neither involved in the acquiring of the asset nor the bringing of the asset
working condition.

tion &4
o "D E i3 chases three diffe f equipment
v 002 O Hnterprise purchases three different types of equip

gﬂ;mge‘gher from apguppiier for a total amount of RMBS,000,000 and

N E - 2 g Ty f
wadded tax (VAT of RMB1,400,000 and m:—:taiia;‘ion C0sis o
hﬁiszgme the input VAT shall form part of costs of the fixed assels in

Hustration 6.3

AB Enterprise acquires a piece of land for the purpose of building a factory on

Assume that the following expenditures are incurred (ignore related taxes):

{a} purchase price of land: RMB1,000,000;

(b) legal fees for Jand purchase: RMB5G,000;

{c} cost of demolishing an old building on the fand: RMB30,000;

() costof clearing and levelling the land: RMB80,000;

{e} architect’s fee for the factory: RMB20,000;

{(f} costof construction of the factory: RMB1,500,000; and .

(g} cost of constructing and demolishing living quarters for the workers
building the factory: RMB6&0,000. i

Since the land is acquired for the purposes of constructing a factory on it, the cos
of demolishing the old building and the cost of clearing and levelling, which 4re
necessary to bring the land to the working condition for is intended use, ie fo
the construction of the factory, should be properly recognised as part of the OB
of tand. The architect’s fee and the cost of constructing and demolishing he
workers’ quarters are necessary for the construction of the factory, and shoulg
therefore be included in the cost of building the factory.

that the fair value of equipment X, Y and Z s EWB2,460,000,
90,000 and RMBZ,050,000 respectively.
. the total amount of payment (RMB9,460,000) should be allocated to

I

RMVIBY,460,000 = {2,460,000/ (2,460,000 +
3,690,000 + 2,050,000)]

= RMBY9,460,000 x 30%
= RMB2,8358,000

= RMBS 460,000 x [3,690,000/(2,460,000 +
3,690,000 + 2,050,000}

= RMB9,460,000 x 45%
= RMB4,257,0600

= RMB9,460,000 x [2,050,0600/{2,460,000 +
3,650,000 + 2,050,000)]

= RMBY,460,000 x 25%
= RniB2,365,000

Thus, items (a) to {d) should be recognised as part of the cost of tand {totalh
RMB1,160,000), and items {e) to {g) should be recognised as part of the ¢zt o
building (totalling RMB1,580,000), '

The following criteria are used in the judgment process regarding whether th
acquired fixed asset has reached the state of “working condition for
intended use” {or “expected usable condition™): '

etermining the cost of a fixed asset, ASBE 4 requires that an enterprise
mnsider the estimated decommissioning costs {para 13} The
issioning costs of a fixed asset generally refer to the expenditures
d-for environmental protection and restoration Qf the .ngtumi
oriment. Such expenditures are undertaken by an enterprise according to
w5 and administrative regulations. The Application Gu:zdmz'ce and the

Guidance — Chapter 5 Fixed Assets provide that obligations for the
ion, removal and restoration of a fixed asset underta}qen by an
ise should be recognised as estimated liabilities and re‘cggmse‘d as part
cost of the asset if the obligations meet the recognition criteria ‘for
e Tiabilities as set out in ASBE 13 Contingencies. If the recognition
or estimated Habilities are not met, such expenditures should be
d as disposal expenses when incurred, Obligations for the mstslef
tion of surrendered mineral properties undertaken by an enterprise

(a}) the physical construction {including installation) of the asset is cerﬁpi_eé
or substantially complete;

{b) the acquired or constructed asset meets or basically meets the design o
contract requirernents; and '

{c) expenditure incurred thereafter for the acquisition or construction of th
asset is remote, possibly zero or almost does not incur again.

If the fixed asset being acquired requires trial-production or trial-operation
the asset should be considered as having reached the expected usabl
condition {or working condition for its intended use) if the trial-productics
process demonstrates that the asset can produce qualified products in.
normal way or the trial-operating process demonstrates that the asset ¢
operate normally. s
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ASBE 4 Tixe

shiowid, howey
ol er, b :
o o o ¢ accounted for in accordance with ASRE 27 Exi

wrel Cas and jis C i : e 10 accrual of interest charge should be accounted for
al Gas and its Application Guidance rack oot due to accrual of interest charge hould be accounted for

anse 85 if CCOUrs.
hove, assurme that on 31 December 20186, it is estimated that,
ég‘ica‘ advancement, the dismantlement cost will be just

H

n ! Jenyary
C R e 4008, BF Bnterpris i case, the | ¢ vatue of the decommissioni 4 will
L ORMBRn e o> HF Enterprise . 2 miamt Fe . 1o this case, the present vaiue of ihe ecommissioning cost Wil
Jrﬂfiﬂw However, EF%M Eri‘;i‘::j‘;z t ;Dia;ﬁ for a cash consideration TS, 200,000 {RMB10,000,000 discounted at 6% for 11 perieds} to
T rele;f}f?-' It is estimated that the d%mfﬁéf ec to éisfﬂﬂmfe the plant afees RARE,000,000 discounted at 6% for 11 periods). The journal entry
[ oithe di;martf;:;mm rate (ie effective intéfe;t raef:;eftﬁ:fl'{i ;35; EMB10,000.00 ange is as follows:
Sman \ . . b 5] 5 0%e, & ¢ =S r o
I ent costis therefore RMB3,120,000 (RMBZQ,(}OO,E)%(? 5?;?2}%;1
¢ Jamary 3008 o fg?[frp‘:-‘se will record the plant at 4 cost of RMB33.120.0 " : e fMP
s 72, 1200000 o erimated liabilities - 990,000
Seenmmissioning cost
) od assets — Plant 990,000
I:” Fixeg assels — Plant RMBE BMB . &
U o in bank 33,120,000 EERE treciation charge for the years 2008 to 2016 will be based on the
O s, IT 30,000,000, »41 120,000, whereas the depreciation for years thereafter will be
imatedt liabiities 000,000 ot of BMB32,130,000 (RMB33,120,000 — RMB99G,000).
. - Ommissia:)ni_ng cost 3,120,000 BNy —
31 D

anstructed fixedd assets

nnstructed {of self-manufactured) fixed assets, it is logical to apply
rriples as for purchased fixed assets.
&

1 ”E‘mbﬂ‘ 20@8 EF .
: ths . EF Enterprise h
the cosp o RME33,1 -%39,0(

: " iasj fo provide depreciation on the plant b
e toscomng ok over 20 years. Besides that, BF Epterpr: “
[0_-' st o 0 A e thange in the decommissioning cost d‘we ipﬁse'
| asl a8 increase frmi RMB 1s case, the present value of the decommiss; . fh@
bt g oy BV 33,120,000 to RMB3,307,200 (RMB3,120 300 % 1060
| isas bl al of interest charge. The journal ’entz'y ié re:C;)_f{ iof? ° Xhl-{}é}
SCOrd this changs

o

iy, paragraph 9 of ASBE 4 states that the cost of a self-constructed
et would consist of the total amount of expenditure necessarily
bring the asset to working condition for its intended use (or o s
sable conditiony). The expenditure generally includes the cost of
erial (inciuding transportation and insurance costs), cost of direct
cost of direct mechanical expenses and subcontractor costs.

B Simng RMB BM
“Mancia v o - B
i “al expenses(RMB3,120,000 x 187,200

O By
‘.Aflm-&fed liabilis
abilities — . . . . .
Emmmissicaning cost 187,200 ncurred during the {rial-operation vefore making the fixed assets for its
- On 3T Decompey 200 _ ad use should be accounted for as part of the cost of construction in
¢ follows: 9, the journal entry to record the financial ex . et Where products produced during the trial-operation can be sold to
FRCIal expenses s as. jartigs, fhe cost incurred on the products should be accounted for as part

et of construction in progress, and be recorded to offset the cost of
D . RME ion based ont the actual or estimated sales procesds when the
i Fs.ﬂanciﬂ] oy EnB R . 41 3 ¥ ad
. expenses (RMB3,307,200 x 198 437 are 50id or converted into gooas o nand.

\er A fixed asset under construction reaches its “"expected usable condition”
b final total cost of construction has yet to be determined, it should be
neferred to fixed assets and measured at the estimated value based on the
izeted price or actual cost of the work from the date on which it reaches its
«d ueable condition. The recorded amount of the fixed asset shouid be

risted after the final total cost of construction is determined.

kj{“‘“%@ liabilities —
“Mmissioning cost 198,432
be note

gk
“ Wat IPRIC.T C
-Int 1 Changes in Fxisti fasi
- Lighilitiog further proo? dn?ysszz Existing Decommissioning, Restoratior
o hasges | =F provides that changes in decom issioning :
o In estimate and discount r ; ‘ fasted fo
scount rates should be adjusted to the '

48 asser
N the curr i
rrent per ‘ospecti
period prospectively, and changes

in e there is normal damage or wastage to a single or unit construction, the

¢ losses after deductions of the residual value and compensation from
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