
Unit 5 FAQS 
An entity acquires a bottle machine at a price of €1,000,000, obtaining a prompt payment discount amounting to 
3% of the invoiced amount. Moreover, IN THE INVOICE are included transport costs of the machine to the 
entity’s facilities amounting to €5,000, and leveling costs to install the machine for €25,000. (VAT: 21%, not 
included in the above mentioned amounts). 
The purchase price of the machine is  
(a) €1,000,000 

(b) €1,030,000 
(c) €1,210,000 

(d) €1,216,300 

 
Explanation:  

According to RMS 2.1.1, the purchase price comprises the amount invoiced by the seller, after deducting trade 
discounts and rebates, as well as any costs directly attributable to bringing the asset to the location and condition 

necessary for it to operate as intended; such as levelling and demolition costs, transport, customs duties, 

insurance, installation, assembly and others. Therefore: 
 

Gross amount 1,000,000 

-Prompt payment discount -30,000 

+Transport 5,000 

+Levelling costs 25,000 

=Purchase price 1,000,000 

+VAT 210,000 

=Amount to pay 1,210,00 

 

 
BL inc. acquires on credit on 03/12/2010 specific technical installations, according to the following data included 
in the invoice:  
- Gross amount of the technical installation: € 400,000;  
- Insurance premium: € 75,000;  
- Transport expenses: €25,000;  
- Total VAT amount: € 105,000.  
- Payment: Cash 
The estimated useful life of the asset is 5 years. At the end of the useful life, the company is obliged to incur in 
dismantling expenses, which are estimated to sum up to €15,000, being the present value of that obligation 
€12,000. 
The purchase price of the technical installation is 
(a) €500,000. 
(b) €605,000. 

(c) €620,000. 

(d) €512,000. 
 
 
Explanation:  

According to RMS 2.1, the value of an item of property, plant and equipment shall also include the initial estimate 

of the present value of obligations for dismantling or removing the item, as well as other obligations associated 

with the asset, such as restoration of the site on which it is located, provided that these obligations give rise to 

the recognition of provisions in accordance with the applicable standard (15th. Provisions and contingencies). 

Therefore the initial measurement of the technical installations will be: 

Invoiced amount …………………….………………………….400,000 

 - Discounts ……………………..……………………..…..…………….0 



 + Additional expenses ………………………………………… 100,000 

 = Purchase price ……...………………….….................. 500,000 

+ Other amounts to include (dismantling costs)            12,000 

= Initial measurement (cost)………………………...…..... 512,000 

 
 

BL Inc. owns a machine with a cost of €80,000, brought into operating conditions on July 1, 2015, with a useful 
life of 7 years and a residual value of €10,000. 
During 2019, the entity notices a mistake has been made in prior periods since depreciation expense has been 
accounted for considering a useful life of 10 years.  
What is the depreciation expense of the machine to be recognised in period 2019? 
(a) €7,000. 
(b) €10,000. 

(c) €11,428.57. 

(d) €13,000. 
 

Explanation:  
When due to an error, depreciation already recognised in prior periods will be adjusted. Expenses for prior 

periods deriving from application of RMS 22 shall give rise to an adjustment in the reporting period in which the 

error is noticed for the accumulated effect of changes in assets (Accumulated Depreciation), which shall be 

recognised directly in equity as reserves (Voluntary reserves).  

Let’s then calculate which should have been the right depreciation amount for the beginning, which willbe ised 

from 2019 onwards (Taking into consideration 7 instead of 10 years of useful life): 

 

Correct depreciation expense: (80,000 – 10,000)/7 = €10,000. 

 

 

On January 1, 2016 a vehicle is acquired for €10,000, with a useful life of 5 years, being the residual value at the 
end of its useful life null. The recoverable value at the end of 2017 is €5,400. The recoverable value at the end of 
2018 is €4,100. 
What is the impairment amount to be reversed, if any, to be recognised at the end of 2018? 
(a) €0. 

(b) €400. 

(c) €500. 
(d) €600. 

 
Explanation:  

Is there an impairment loss in 2017? Let’s first calculate carrying and recoverable amounts, and then compare 

them: 

- Carrying amount on 31/12/17:  

Purchase Price– Accumulated depreciation = 10,000-2x 2,000 = 6,000 

- Recoverable amount on 31/12/17: 5,400 

Since carrying amount exceeds the recoverable amount, there is an impairment loss to be recognised for an 

amount of 6,000 – 5,400= €600. 

What is the depreciation expense for 2018? We have to depreciate the carrying amount minus the residual value 

on the remaining useful life: 

-  Carrying amount on January 1, 2018: 

= Cost – Accumulated depreciation – impairment 



= 10,000 – 4.000 – 600 = 5,400 

-  Remaining useful life: Initial useful life – years depreciated = 5-2=3 years. 

Therefore, the depreciation expense in 2018 is calculated as follows:  

(Carrying amount-residual value)/remaining useful life = (5,400-0)/ 3= €1,800 

What is the impairment amount to be reversed, if any, to be recognised at the end of 2018? First, the reversal of 

impairment has to be calculated: 

-  Carrying value on December 31, 2018:  

Purchase Price – Accumulated Depreciation1 – Impairment = 10,000-5,800 -600 = €3,600 

1Accumulated Depreciation on December 31, 2018 = 2,000+2,000+1,800 = €5,800 

- Recoverable amount: 4,100 

Since the carrying value exceeds the recoverable value, there is a reversal to be recognised. When calculating the 

reversal it has to be taken into account that impairment shall only be reversed up to the limit of the carrying 

amount that would have been determined at the reversal date had impairment not been recognized. This means 

that the limit for reversal is €4,000: 10,000 – 2,000 – 2,000 – 2,000).  

Thus, the amount of reversal of impairment has to be €400, since the carrying amount of the vehicle after 

reversal cannot be higher than €4,000: 

3,600 + 400 (reversal) = 4,000 (Limit) 

 

On January 1, 2016, BL inc. exchanges a machine acquired at a cost of €90,000, with an accumulated 
depreciation of €75,000, and a fair value of €20,000 for a machine with a fair value of €16,000. (Do not consider 
the VAT implications of the transaction). Which of the following statements is true? 
(a) BL obtains a gain in this transaction amounting to €74,000. 
(b) BL obtains a gain in this transaction amounting to €5,000. 

(c) BL obtains a loss in this transaction amounting to €1,000. 
(d) BL does not obtain neither a gain nor a loss in this transaction. 

 
Explanation:  

According to RMS 2.1.4 we have to distinguish between commercial and non-commercial exchanges. Since the 

items (Machines) are similar the configuration (risk, timing and amount) of the cash flows of the asset received  

do not seem to differ from the configuration of the cash flows of the asset transferred; and there are no 

significant monetary considerations involved (In fact, no money is exchanged), we have to classify the exchange 

as non commercial. 

In non commercial exchanges, the item received is measured at Lowest of: 

Carrying amount of item given (+ monetary consideration); and 

Fair value  of the asset received. 

In our case, the carrying amount of item given is 90,000 - 75,000 = €15,000; the fair value  of the asset received 

is €16,000. Therefore, the new machine is recognised at a value of €15,000. 

We give a machine that has a carrying amount of €15,000 in exchange for a machine that has also been 

measured at €15,000. Thus,  BL does not obtain neither a gain nor a loss in this transaction. 

 


