Financial Reporting BMBM5011
Tangible Fixed Assets (PPE)
Answer
Gemini Ltd - capitalised costs 

The following costs can be included within the cost of PPE in accordance with FRS 102.
	Description
	Amount (£)
	Note

	Purchase price
	1,100,000
	(a)

	Construction costs
	900,000
	(b)

	Professional fees
	300,000
	(a)

	Interest costs
	80,000
	(c)

	Marketing costs
	0
	(d)

	Total
	2,380,000
	


    
[bookmark: _GoBack]Note (a) The purchase price and any legal fees should be included within the cost of the PPE. So, the purchase price of £1.1 million and the professional fees of £0.3 million are included.
Note (b) FRS 102 requires any costs which are directly attributable to bringing the asset to the location and condition necessary for its intended use within the business is to be included in the costs of PPE. The construction costs of £0.9 million should be included, as they are costs which need to be incurred before the warehouse can be used.
Note (c) Borrowing costs may be capitalised as part of the cost of an asset, when those borrowing costs are directly attributable to the acquisition, construction or production of a qualifying asset.  The warehouse is likely to meet the definition of a qualifying asset because it is not ready for its intended use within the business when it was acquired.
Gemini Ltd wants to maximise asset values in the balance sheet, so it will choose to capitalise borrowing costs in the balance sheet, rather than expense them to the profit & loss account.
When a company adopts a policy of capitalising borrowing costs, capitalisation should cease when substantially all of the activities which are necessary to prepare the asset for its intended use or sale are completed. Only £80,000 will be included in the cost of the asset (rather than £100,000), as this is the interest which was accrued whilst the warehouse was being constructed.
Note (d) Marketing costs of £25,000 cannot be included in the cost of PPE as they are not costs which are directly attributable to bringing the warehouse to the location and condition necessary for its intended use in the business.
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