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Chapter 2 - Answers
Answer 1

(a)
This is investment property. HKAS 40 applies.

(b)
Owner-occupied property is excluded from the definition of investment property. HKAS 16 applies as normal.

(c)
Property held for sale in the ordinary course of business is excluded from the definition of investment property.

(d)
This is investment property. The definition carefully says held, not owned, so that properties held by lessees under financial leases do qualify as investment property if they are held for their investment potential. HKAS 40 applies.

Answer 2

Property B should have been accounted for by using the revaluation model in accordance with HKAS 16. It should be transferred from owner-occupied property to investment property at the date of the lease commencement as there is a change in use evidenced by the lease commencement.
In accordance with HKAS 40, ABC Ltd should apply HKAS 16 on B up to the date of change in use and treat any difference at that date between its carrying amount under HKAS 16 and its fair value in the same way as a revaluation under HKAS 16.
In consequence, a revaluation surplus of $200,000 should be further recognized. Total revaluation reserves become $500,000. The reserves should be frozen and accounted for in accordance with HKAS 16 subsequently.

	
	Dr. ($)
	Cr. ($)

	Property, plant and equipment
	200,000
	

	Revaluation reserves
	
	200,000

	(To recognize the additional revaluation surplus.)
	
	

	
	
	

	Investment property
	1,200,000
	

	Property, plant and equipment
	
	1,200,000

	(To reclassify the property from property, plant and equipment to investment property.)


Answer 3
Hotel Property One

Land use right is accounted for as an operating lease under HKAS 17.

Carrying amount as at 31 December 20X5

= RMB45,000,000 × (1 – 2.5/75)

= RMB43,500,000.

An owner-managed hotel is owner-occupied property, rather than investment property.

Accordingly, the building is treated as property, plant and equipment under HKAS 16 and measured by the cost model.

Cost of the building (capitalised the amortisation of land cost over the development period)

= RMB303,000,000 + [45,000,000 × 1.5/75]

= RMB303,900,000.
Accumulated depreciation up to 31 December 20X5 (1 full year)

= RMB303,900,000/ 50 × 1

= RMB6,078,000.
Carrying amount as of 31 December 20X5

= RMB303,900,000 – 6,078,000

= RMB297,822,000.

Hotel Property Two

The land use right is accounted for as an operating lease under HKAS 17.

Carrying amount as of 31 December 20X5

= RMB48,000,000 × (1–2.25/60)

= RMB46,200,000.
The building is held to earn rental without provision of any ancillary services to the occupant. Accordingly, the building is treated as investment property under HKAS 40 and stated at fair value as of 31 December 20X5.
Carrying amount = fair value = RMB340,000,000.
Under HKAS 17, separate measurement of the land and buildings elements is not required when the lessee's interest in both land and buildings is classified as an investment property in accordance with HKAS 40 and the fair value model is adopted. Accordingly, there is an alternative treatment to state the whole property, i.e. both land and building, at RMB440,000,000 (RMB100,000,000 + 340,000,000).
Answer 4
(a)
Tower A is reclassified from an investment property under HKAS 40 to an owner-occupied property under HKAS16 upon commencement of occupation for own use at end of March 2013 (or since April 2013).
Tower B is treated as an investment property continuously, but transferred from under construction to completed property upon completion of the construction by end of May 2013(or since June 2013).
Tower C is reclassified from owner-occupied property to investment property upon the end of the owner-occupation from 1 April 2013.
Tower D is derecognised as an asset from 1 May 2013 under the sales and operating lease back arrangement.
(b)

Carrying amount at 30 June 2013:

Tower A – Owner-occupied property stated at cost model
Deemed cost at 31 March 2013: fair value of HKD26.4 million
Depreciation for 3 months ended 30 June 2013:

HKD 26.4 million x (0.25 year / 47.25 years) = HKD 0.14 million

Cost less accumulated depreciation:

HKD26.4 million – 0.14 million = HKD26.26 million
Tower B – investment property stated at fair value of HKD19.2 million
Tower C – investment property stated at fair value of HKD40.0 million
(c)

Amounts recognised in the income statement for the six months ended 30 June 2013:

Fair value gain on investment properties = HKD2 million

Tower A: HKD26.4 million – 25.8 million = HKD0.6 million

Tower B: HKD19.2 million – (14.2 million + 3.8 million) = HKD1.2 million

Tower C: HKD40.0 million – (38.0 million + 1.8 million) = HKD0.2 million
Depreciation of owner-occupied properties = HKD0.41 million

Tower A: HKD0.14 million

Tower C: HKD30 million × (0.25/50) or (3mths/ 600mths)= HKD0.15 million

Tower D: HKD18 million / 50 × 4/12 or HKD18 million / 600 mths x 4mths = HKD0.12 million
Gain on disposal of owner-occupied property = HKD13.02 million

Tower D: HKD30 million – (17.1 million – 0.12 million) = HKD13.02 million
Operating lease expense of Tower D = HKD0.16 million (HKD0.08 million × 2)
Amount recognised in the other comprehensive income for the six months ended 30 June 2013:

Revaluation gain on reclassification of owner-occupied property to investment property

Tower C: HKD38.0 million – (28.5 million – 0.15 million) = HKD9.65 million
Answer 5
(a)(i)

This is a voluntary change in accounting policy which should be applied retrospectively unless retrospective application is impracticable.
An accounting policy shall be changed only if such change is required by a HKFRS or such change results in the financial statements providing reliable and more relevant information about the effects of transactions, other events or conditions on the entity’s financial position, financial performance or cash flows.
In this case, retrospective application is feasible as the necessary fair value information in respect of prior periods will have been obtained and disclosed in accordance with HKAS 40. The entity shall adjust the carrying amount of the investment properties to the earliest period presented, i.e. 1 April 2012, not 31 March 2014.
The new accounting policy should be applied to all investment properties, not only 2 of the investment properties for consistent accounting policy except for the scenario under HKAS 40.32A where dual models are allowed.
(a)(ii)

This is a change in use, evidenced by end of owner-occupation, for a transfer from owner-occupied property to investment property, rather than a change in accounting policy.
Property A should be reclassified from property, plant and equipment (HKAS 16) to investment property (HKAS 40) upon end of owner-occupation (i.e. 1 April 2013) and transferred at fair value. The difference between the carrying amount of Property A in accordance with HKAS 16 and its fair value is treated as a revaluation and to be recognised in accordance with HKAS 16 (HKAS 40.61 and 62).
(a)(iii)

The stock loss is recognised in profit or loss during the year ended 31 March 2014.
The stock loss does not form part of the cost of goods sold and this should be presented after the gross profit when the entity presents its financial performance by function of expenses.
(b)

Mr. Lee’s behaviour is unethical.
As a professional accountant, he has to comply with the fundamental principles of integrity, objectivity, professional competence and due care, confidentiality and professional behaviour as set out in s.100.5 of the Code of Ethics for Professional Accountants (the “Code”).
When a professional accountant holds a senior position within an organisation, a professional accountant in business is expected to encourage an ethics-based culture in the employing organization that emphasizes the importance that senior management places on ethical behaviour (300.5 of the Code).
A professional accountant in business shall not knowingly engage in any business, occupation, or activity that impairs or might impair integrity, objectivity or the good reputation of the profession and as a result would be incompatible with the fundamental principles (300.6 of the Code).
Self-interest threat may be created as Ms. Wong participates in the incentive compensation arrangements offered by the entity so that she can get a high bonus if she co-operates with Mr. Lee.
Safeguards shall be applied to eliminate threats, such as ethics and conduct programmes, policies and procedures to empower and encourage employees to communicate with senior management within the entity, the audit committee or those charged with governance of the organisation or consultation with another appropriate professional accountant (300.14 of the Code).
Ms. Wong should note that creating a forged document is a criminal offence and should refuse to co-operate.
In circumstances where Ms. Wong believes that unethical behaviour or actions by Mr. Lee will continue to occur within the company, she may consider obtaining legal advice.
In those extreme situations where all available safeguards have been exhausted and it is not possible to reduce the threat to an acceptable level, Ms. Wong shall refuse to be or remain associated with information she determines is misleading and may conclude that it is appropriate to resign from the company (300.15 of the Code).
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