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Introduction 

The Indian economy has undergone a number of reforms in recent years. Particularly, after the 

Government of India took measures of positioning India in to global market by introducing 

liberalization and globalization of the economy. This resulted in a more market-oriented economy. 

Thus making the size of Indian corporate much bigger and thereby increasing the expectations of 

various stakeholders. Increasing expectations has led to the misinterpretations of the valuations of the 

Company, specifically the treatment of depreciation on fixed asset of the company as per the Indian 

Accounting Standards or Indian Financial Reporting System. 

In India accounting standards are inadequate due to which the disclosure is ineffective. With this 

context, an attempt is made here  to examine the accounting standards with reference to the treatment 

of Depreciation on Fixed asset of the Company and their practices in India, with a view to strengthen 

the accounting standards and improve their practices so that the disclosures made in the financial 

statements stands true by all sense. 

Many issues and questions arise during the process of accounting for items of property, plant and 

equipment, including determining an asset's useful life, which depreciation method to employ and how 

to account for impairment of long-term assets. Among the most important of these issues is deciding at 

which amount to value such items - at their historical cost, which is the price originally paid, or at fair 

value, which could be one of several metrics that reflect the current value of the asset. The question 

about the "cost" of items of property, plant and equipment continues to be debated among accounting 

practitioners and standard setters. 

The purpose of this paper is to help readers gain insight into the complexities of the revaluation 

approach, both at a conceptual level and in the technical, application of the method and to know the 

user about the basic difference between treatment of fixed assets with reference of IAS and IFRS. 

Findings and recommendations of the report are important to regulators, investors, academics and 

others who are contend, that correct practices of accounting standards is important for increasing 

investor confidence and market liquidity. 
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INTERPRETATION OF IAS 16 

 

INTRODUCTION 

International Accounting Standard 16 deals with Property, Plant and Equipment commonly known as 

PPE which are tangible assets that are held 

 for use in the production of goods or delivery of services, or 

 for an administrative purpose 

And are expected to be used for more than one accounting period i.e. are ‘non-current’ in nature. 

The term property, plant and equipment is used to describe tangible assets that are long-term in nature 

and are acquired for use in operations. These assets generally include such items as buildings, 

machinery, furniture, land and vehicles. Other terms for this category of assets include plant assets and 

fixed assets. Items of property, plant and equipment are generally distinguished from current assets 

because fixed assets are not easily converted into cash. 

Property, plant and equipment is presented in the financial statements on the balance sheet as a 

noncurrent asset. Additionally, amounts spent to acquire fixed assets and amounts received from the 

disposition of fixed assets are included on the income statement as gains or losses and on the statement 

of cash flows as investing inflows or outflows. 

Many issues and questions arise during the process of accounting for items of property, plant and 

equipment, including determining an asset's useful life, which depreciation method to employ and how 

to account for impairment of long-term assets. Among the most important of these issues is deciding at 

which amount to value such items - at their historical cost, which is the price originally paid, or at fair 

value, which could be one of several metrics that reflect the 

Current value of the asset. The question about the "cost" of items of property, plant and equipment 

continues to be debated among accounting practitioners and standard setters.  

 

The subject matter of this standard is: 

 Owned property as against a leasehold property which is covered by another standard IAS 17 

Leases 
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 Owner occupied property as against property held for the purpose of which is covered by IAS 

40 Investment Property 

 

OBJECTIVE 

The objective of this standard is to prescribe the accounting treatment for PROPERTY, PLANT AND 

EQUIPMENT (PPE) 

The aim to prescribe such accounting treatment is to provide the users of the financial statements with 

the information relating: 

 The investment in PPE and 

 The changes therein in the current accounting period. 

Main concerning issues in such accounting treatment are: 

 Recognition of PPE 

 Determination of value of PPE 

 Depreciation to be charged 

 Recognising impairment relating to PPE 

 

SCOPE 

This standard has to be applied generally to all non-current tangible assets except when it is 

specifically covered by some other standard. 

Exceptions: 

 Scope Exclusions – 

a. PPE classified for held for sale and covered by IFRS 5 - Non-current Assets Held for 

Sale and Discontinued Operations 

b. Biological Assets covered by IAS 41 – Agriculture 
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c. Recognition and measurement of exploration and evaluation assets covered by IFRS 6 - 

Exploration for and Evaluation of Mineral Resources 

d. Mineral rights and mineral reserves such as oil, natural gas and similar non-

regenerative resources. 

However, this standard applies to items of PPE used to develop or maintain the assets 

described in (b) and (d). 

 Limited Scope Exclusions – 

a. In certain cases where the recognition criteria of certain PPE are laid in another 

standard, all matters covered by this standard is applicable except the recognition 

criteria. For example, IAS 17 Leases where the transfer of the risk and rewards of 

ownership is the base for the evaluation and recognition of a leased asset. 

b. In case of a property under construction or development and which is intended to be 

used as investment property in future, this standard shall be applied till it meets the 

recognition criteria under IAS 40 Investment Property. An entity that uses the cost 

model for investment property in accordance with IAS – 40, should use cost model to 

implement this standard. 

 

DEFINITIONS 

Depreciation is the systematic allocation of the depreciable amount of an asset over its useful life.  

Cost is the amount of cash or cash equivalents to cash paid or the fair value of the consideration given 

to buy an asset at the time of its acquisition, construction or, where applicable, the amount attributed to 

that asset when initially recognized in accordance with the specific requirements of other IFRS, for 

example, IFRS 2 Share-based payment.  

Depreciable amount is the cost of an asset or the amount that has replaced it, less its residual value.  

Amount is the amount at which an asset is recognized, less accumulated depreciation and impairment 

losses on the accumulated value.  

Recoverable amount is the largest among the net sales price of an asset and its value in use.  
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Tangible assets are tangible assets that:  

 Has an entity for use in the production or supply of goods and services, for lease to third parties 

or for administrative purposes, and 

 Are expected to use for more than a year.  

The impairment loss is the amount that exceeds the amount of an asset to its recoverable amount.  

Specific value for the entity is the present value of the cash flows that the entity expects to receive by 

the continued use of an asset and the sale or other disposition by the same route at the end of its useful 

life. In the case of a liability, it is the present value of the cash flows that are expected to incur to 

cancel.  

Fair value is the amount for which an asset could be exchanged, cancelled or a liability, among 

stakeholders and duly informed in a transaction conducted at arm's length.  

The residual value of an asset is the estimated amount that the entity could now get on disposal or 

disposition of assets by another means, after deducting the estimated costs of such sale or disposition, 

if the assets had already reached the age and other conditions expected at the end of its useful life.  

Useful life is: 

 the period during which it is expected to use the depreciable assets by the entity, or  

 the number of production or similar units that are expected of it by the entity. 

 

RECOGNITION 

Basic Conditions 

Two basic conditions to be fulfilled for an item to be recognised as a PPE are: 

 It is probable that there a flow of future economic benefits associated with the asset 

 The cost of the asset to the entity can be measured reliably. 

Spare parts and auxiliary equipment recognition 

Recognised as Inventory 
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In usual circumstances, spare parts and auxiliary equipment are treated as inventory and charges to 

Profit and Loss account as and when consumed. 

Recognised as PPE 

Spare parts and auxiliary equipment are treated as PPE when: 

 they are for major maintenance and expected to be used for more than one accounting period, 

or 

 they can only be used in relation to an item of PPE 

Unit of measurement as PPE 

No unit of measurement has been prescribed. Judgement has to be made on how to apply the criteria 

for recognition to the specific circumstances of the entity. It might be appropriate to add items that are 

individually insignificant, such as moulds, tools and dies, and applying the relevant criteria to the 

totals of the same. 

Components of Cost 

The cost of PPE includes: 

 Start-up Cost/Initial Cost which are incurred to acquire or construct a PPE. This includes cost 

of asset acquired for safety or environmental reasons. 

 Subsequent Cost which includes cost incurred to add to, replace a part of it, or service it. 

Here, replacement cost is included only if the cost incurred meets the recognition criteria. 

Here servicing cost doesn’t include the repairs and maintenance cost. 

Cost on major inspection is included if the periodical major inspection for faults is a 

precondition for the continued use of the assets, provided it meets the recognition criteria. 

 

MESUREMENT AT RECOGNITION 

Once every element of PPE meets the conditions to be recognized as an asset, it shall initially be 

valued at cost. 

These costs include: 
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 Purchase Price 

Plus: import duties and non-refundable purchase taxes 

Minus: trade discounts and rebates 

 Costs which are directly attributable in bringing the recognised asset in its present condition 

and location for its present use. 

 Cost of removing and dismantling the asset and resorting the site necessary to enable it to 

operate as could initially be estimated for the purposes other than the production of stock 

during such period. 

Costs that are not part of PPE are: 

 the costs of opening a new production facility 

 cost of introducing a new product or service 

 costs of opening business in a new location or to a new segment of customers 

 administration and other general indirect overheads costs 

 costs incurred in using or deploying the asset- For instances: 

 costs incurred while an item is capable of operating in the manner intended by 

management has yet to be brought into use or is operating at less than full capacity 

 initial operating losses, such as those incurred while demand for the item’s output 

builds up 

 costs of relocating or reorganising part or all of an entity’s operations 

Cost of Self-constructed Assets 

 The principles of ascertaining the cost will be same as for those elements of tangible fixed 

assets acquired 

 Any internal profit is eliminated in arriving at costs 

 Cost of abnormal waste in not included in the cost 

 The borrowing cost if any are to be included if they are permitted by IAS 23 Borrowing Costs 
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Valuation of the cost 

When item of PPE is purchased 

 The cost of an item of PPE will be the equivalent of the spot price on the date of recognition 

In case where the payment is deferred: 

 The difference between the cash price equivalent and the total payment is recognised as 

interest over the credit period 

 If permitted by IAS 23 Borrowing Costs, this will be included in the cost 

When item of PPE is acquired in exchange of a non-monetary asset or assets or a combination cash 

and non-monetary asset or assets 

 The cost is valued at fair value, unless, 

 The exchange transaction lacks commercial substance, or 

 The fair value of neither the asset received nor the asset given up is reliably measurable 

Here, the cost is assessed by the amount of the asset surrendered. 

When item of PPE is acquired under finance lease 

 Cost is determined as per IAS 17 Leases 

When item of PPE is acquired using government subsidies 

 According to IAS 20 Accounting for Government Grants and Disclosure of Government 

Assistance, the cost of such a item of PPE can be reduced by the amount of government 

subsidies received 

MEASUREMENT AFTER RECOGNITION 

An entity shall choose either the cost model or the revaluation model as its accounting policy and shall 

apply that policy to an entire class of property, plant and equipment. 

 Cost Model 

Carrying amount of PPE is at cost less accumulated depreciation and the cumulative amount of 

losses from the impairment of value 
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 Revaluation Model 

 PPE whose fair value can be measured reliably shall be carried at a re-valued amount, 

being its fair value at the date of the revaluation less any subsequent accumulated 

depreciation and subsequent accumulated impairment losses. 

 Revaluations shall be made with sufficient regularity to ensure that the carrying amount 

does not differ materially from that which would be determined using fair value at the 

end of the reporting period. 

 If an asset’s carrying amount is increased as a result of a revaluation, the increase shall 

be recognised in other comprehensive income and accumulated in equity under the 

heading of revaluation surplus. However, the increase shall be recognised in profit or 

loss to the extent that it reverses a revaluation decrease of the same asset previously 

recognised in profit or loss. If an asset’s carrying amount is decreased as a result of a 

revaluation, the decrease shall be recognised in profit or loss. However, the decrease 

shall be recognised in other comprehensive income to the extent of any credit balance 

existing in the revaluation surplus in respect of that asset. 

 Revaluation to be applied, must be applied to the entire class of assets 

 The impact of the revaluation of PPE on taxes on the profits, if any, are accounted for 

and disclosed in accordance with IAS 12 Income Taxes 

 

Depreciation 

Guiding Points: 

 The component approach of depreciation is introduced by this standard 

 Each item of PPE with a cost that is significant in relation to the total cost of the item shall be 

depreciated separately 

 Depreciation is applied in an independent manner on each part of significant cost of an item of 

PPE rather than whole the item itself 
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 Different significant parts of a PPE having the same useful life and depreciation method may 

be grouped together 

 The remaining all insignificant items are grouped together and depreciated separately. 

However, the entity has the option to depreciate an item of PPE separately even though its cost 

may not be significant compare to the total cost of the asset 

Scheme of charging Depreciation  

 The depreciation charged shall be treated as expenditure of the relevant period and recognised 

in Profit and Loss, unless it has been included in the carrying amount of another asset. This is 

in cases where the future economic benefits of the asset are absorbed in the production of other 

assets. For example: 

 Depreciation of a manufacturing facility and equipment will be included in processing 

costs of inventory as per IAS 2 

 Depreciation of PPE used for development activities may be included in the cost of an 

intangible asset recognized in accordance with IAS 38 Intangible Assets 

Depreciable amount 

 The depreciable amount of an asset will be distributed in a systematic manner throughout his 

life 

 The residual value and useful life of an asset is reviewed at least at the end of each financial 

year and, if expectations differ from previous estimates, the changes are counted as a change in 

an accounting estimate in accordance with IAS 8 Accounting policies, changes in accounting 

estimates and errors 

 Depreciation is recognised even if: 

 the fair value exceeds its carrying amount  and as long as the residual value of the asset 

does not exceed the amount of the same or carrying amount 

 there are repair and maintenance 

 The depreciable amount of an asset is determined after deducting its residual value if the value 

is considered relevant 
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 Depreciation of an asset is charged when the asset is available for use 

 Depreciation of an asset ceases when the asset is classified as: 

 held for sale, or 

 derecognised 

 Depreciation of an asset doesn’t ceases when the asset becomes idle or retire from active use 

 

Depreciation period 

Factors that determining the useful life of PPE are as follows: 

 Use of the asset based on the expected ability or physical performance of it 

 The expected natural wear and tear depending on operational factors such as 

 the number of shifts in the asset to be used 

 the program of repairs and maintenance 

 the degree of care and maintenance at idle times 

 Technical or commercial obsolescence arising from changes or improvements in production, or 

from changes in market demand for products or services 

 The legal limits or similar restrictions on the use of assets, such as expiry dates of service 

contracts related to the asset 

 

The useful life is a matter of judgement based on: 

 The entity’s experience with similar assets 

 The policy of asset management conducted by the entity involving the sale or other disposition 

of assets after a specific period of use, or after having consumed a certain proportion of the 

economic benefits 
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Land and Building 

 Land and buildings assets are independent and are counted separately, even if they have 

been acquired together 

 The land has unlimited useful life and hence not depreciated except in special cases such as 

quarries and landfills 

 The buildings have a limited life and, therefore, are depreciable assets 

 The appreciation in the value of land would not affect the depreciable value of the building 

 If the cost of land includes the costs of dismantling, removal and rehabilitation that portion 

of the land is to be depreciated over the period of benefits derived by incurred these costs. 

 

Depreciation Method 

 The depreciation method used should reflect the pattern under which the future economic 

benefits of the asset are expected to be consumed by the entity 

 The depreciation method applied to an asset is reviewed at least at the end of each financial 

year.  If there is any significant change in the expected pattern of consumption, then the 

method of depreciation must reflect a new pattern. This change will be recorded as a change in 

an accounting estimate as per IAS 8 Accounting Policies, Changes in Accounting Estimates 

and Errors 

 The method of depreciation include: 

 Straight line method 

 Diminishing balance method 

 Units of production method 

The entity should select the method which closely reflects the expected pattern of consumption 

of the future economic benefits embodied in the asset. 
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 The method of depreciation selected should be applied consistently from period to period 

unless there is a change in the expected pattern of consumption of the future economic benefits 

embodied in the asset 

 

Impairment 

IAS 36 Impairment of Assets shall be applied to PPE in: 

 determining whether the asset is impaired 

 asserting how the carrying amount of its assets is to be reviewed 

 determining the recoverable amount of an asset 

 recognising, if any, reversing the losses from the impairment of asset 

 

 

The following are treated as separate economic event and hence separate proceeding is followed. 

Impairments Related Claims or 

Payments of 

Compensation 

Subsequent 

Rehabilitation 

Purchase or 

Construction of 

Replacement Assets 

Applicable as per IAS 36 

Impairment of Assets 

Recognised in the Profit 

and Loss when it become 

receivable or payable 

respectively 

Determination is done in 

accordance to this 

standard 

 

 

DERECOGNITION 

The carrying amount of an item of PPE is derecognised in either of the following two situations: 

 sale or disposal, or 

 when no future economic benefits are expected from its use, sale or disposal 
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Gain or Loss arising from the De-recognition 

 Gain or loss is the difference between the net disposal proceeds, if any and the carrying amount 

of the item 

 This gain or loss is accounted in the Profit and Loss. In the event of a sale and lease back, IAS 

17 Leases will be applicable. 

 Benefits are not classified as ordinary income 

 The disposal by other means of a piece of PPE can be carried out in various ways. For 

example, through the sale, finance lease or by donation. To determine the date of the sale or 

disposal by way of another element, the entity shall apply the criteria set out in IAS 18 

Revenue for the recognition of revenue from sales of property. 

 

INFORMATION DISCLOSURE 

General Disclosure 

 the basis of valuation used to determine the gross carrying amount 

 the depreciation methods used 

 the useful lives or the depreciation rates used 

 the gross carrying amount and accumulated depreciation (together with the cumulative amount 

of losses from the impairment of value), at the beginning and end of each period 

 reconciliation of the carrying amount at the beginning and end of the period showing: 

 additions 

 the assets classified as held for sale or included in a disposal group classified as held for 

sale in accordance with IFRS 5 and other disposals 

 purchases made through business combinations 

 increases or decreases resulting from revaluations and impairment of value as per IAS 

36 Impairment of Assets 

 losses from the impairment of value recognized in profit or loss, applying IAS 36 

Impairment of Assets 

 losses for impairment of value that have reversed, and have been recognized in profit or 

loss, applying IAS 36 Impairment of Assets 

 depreciation 
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 the net exchange differences arising on the conversion of financial statements from 

functional currency to a currency different presentation (including the differences in 

conversion of a foreign currency to the filing of the reporting entity) 

 other changes 

 

Additional Disclosure 

 the existence and amounts relating to restrictions on ownership and PPE assigned as security to 

the fulfilment of obligations 

 the amount of expenditure recognized in the carrying amount, in the cases of an item of PPE in 

course of construction 

 the amount of commitments for acquisition of PPE 

 if it has not been disclosed separately in the income statement, the amount of compensation 

from third parties on account of impairment, lost or given up that is included in Profit and loss 

Disclosure in case of Revaluation 

 the effective date of the revaluation 

 whether an independent expert was involved 

 the method and significant assumptions applied in estimating the fair value 

 the carrying amount of PPE as recognised under the cost model 

 the revaluation surplus, indicating the change for the period and any restriction on the 

distribution of the balance to shareholders 

 

Desirable Disclosure 

 the gross carrying amount of PPE that are fully depreciated but are still in use 

 when using the cost model, the fair value of PPE when it is significantly different from its 

carrying amount 
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Illustration of IAS 16 

 
Example 1 

 

The price paid for a machine is Rs110000 (Rs1,00,000 plus VAT of Rs.10,000). The 

entity gets a credit of Rs10,000 while calculating the tax payable on the finished goods 

sold. Additional cost are freight Rs.2000, import duty Rs5000, installation expenses 

Rs1000. The initial estimate of dismantling and removing the item is Rs3000. After the 

machine was put to use Rs1500 was spent for maintenance. Calculate the initial cost of 

the asset and justify your reason as per IAS-16. 

 

Solution: 

 

The cost should be computed as:- 

           Rs 

Purchase price                                           100000 

Freight  2000 

Import duty  5000 

Installation Expenses  1000 

Initial estimate of dismantling and removing the item                             3000 

Total Initial Cost                                                                                 111000 

 

Note:- 

Maintenance charges of Rs.1500 are to be shown as an expenses in the statement of 

comprehensive income and not as an asset. 

 

Example 2 

 

Paul Boyle incurs the following costs in relation to the construction of a new factory 

and the introduction of its products to the local market. 

Rs’000 

Site preparation costs               240 

Materials used          1,500 
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Labour costs, including Rs 90,000 incurred during an industrial dispute. 

No construction occurred during the period of the dispute.    

           3,190 

Testing of various processes in factory         150 

Consultancy fees re installation of equipment        220 

Relocation of staff to new factory          110 

General overheads               500 

Costs to dismantle the factory at end of its useful life in 10 year time     100 

 

Question: How much of the costs should be capitalised? 

Solution 

Rs’000 

Site preparation costs            240 

Materials used          1,500 

Labour costs (Rs 3,190 - Rs90)        3,100 

Testing of various processes in factory         150 

Consultancy fees re installation of equipment        220 

Relocation of staff to new factory           - 

General overheads                 - 

Costs to dismantle the factory at end of its useful life in 10 year time     100 

5,310 

 

There are a number of costs which arise subsequent to acquisition which may be 

capitalised throughout the life of the asset. 

Enhancement costs which significantly enhance the economic benefits by increasing 

the capacity, improving the quality of output, extending the economic life of the asset or 

by reducing the operating costs of the assets can be capitalised.  

The Replacement costs of major components and overhaul costs which improve the 

economic benefit that can be generated can also be capitalised. 

 

Where PPE consists of a number of assets of different economic lives, it may be 

appropriate to recognise and account for each component separately for depreciation 

and inclusion of subsequent expenses. The component approach is also applied where 

regular major inspections of an asset are a condition of continuing to use it. The cost of 

each inspection is treated as a separate item (replacement) of PPE, provided recognition 

criteria are satisfied. Any remaining carrying amount in respect of the previous 

inspection is derecognised. 
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Example 3 

 

(a) A company buys an aircraft for Rs 9,000,000. Under civil aviation rules, the aircraft 

requires a major inspection every three years at a cost of Rs 200,000. Three years after 

the purchase of the aircraft it undergoes its first major inspection. The costs in relation 

to the inspection amounted to Rs220,000. 

 

(b) On 1 June 2009, a company spent Rs100,000 to replace the wall lining of one of its 

two furnaces. The furnace had been acquired six years previously and had a carrying 

value, at 1 June 2009, amounting to Rs 420,000. Of this amount, Rs 20,000 related to 

the original wall lining. 

 

Question: Explain how each of these matters should be accounted for in accordance 

with the requirements of IAS 16. 

Solution 

 

(a) 

 

The original carrying value would have been allocated as follows: 

 

Rs 

Aircraft        8,800,000 

Costs of inspection      200,000 

9,000,000 

 

The original cost of inspection will be derecognised and the new inspection costs will 

be recognised in the carrying amount of the asset. Therefore, the new inspection costs 

are accounted for as an asset addition and the original inspection costs as an asset 

disposal. 

Rs 

Aircraft        8,800,000 

Original costs of inspection     (200,000) 

New costs of inspection      220,000 

8,820,000 

 



21 
 

 

(b)  

The cost of replacement wall lining should be recognised as an asset and the carrying 

amount of the original lining should be derecognised. The carrying amount of the 

furnace becomes Rs 500,000 (Rs420,000 + Rs100,000 - Rs20,000). The gain or loss on 

the disposal of the old lining is included in the calculation of the company’s statement 

of comprehensive income (SCI) for the accounting period in which derecognition 

occurs. This will be the amount received on disposal less the carrying amount of 

Rs20,000. 

 

 

Accounting for revaluations 

If the carrying amount of an item of PPE is increased as a result of a revaluation, the 

increase must normally be credited to a revaluation reserve and shown as ‘other 

comprehensive income’ in the entity’s SCI (statement of comprehensive income). 

Revaluation losses are recognised as an expense in determining the profit or loss unless 

they relate to an earlier revaluation surplus. A revaluation increase must be recognised 

as income when calculating the entity’s profit or loss to the extent that it reverses any 

revaluation decrease in respect of the same item that was recognised as an expense. 

 

Example 4 

 

(a) Asset X was bought for Rs 500,000 five years ago and has been depreciated at 10% 

on cost per annum. It is now revalued at Rs 800,000. There is no change to the useful 

life. 

 

(b) An item of land originally cost Rs 30,000. Two years ago it was revalued to Rs 

35,000. The value of the land has now fallen to Rs29,000. Assume the profit for the 

year before adjusting for the fall in value of the land was Rs60,000. 

 

Question: Show how the above items should be treated in the financial statements. 

 

Solution 

(a) 

    Rs 

Debit Asset X – cost/valuation (Rs800,000 - Rs500,000)    300,000 
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Debit Asset X – accumulated depreciation (Rs500,000 x 5 x10%)  250,000 

                 

Credit Revaluation surplus        550,000 

 

 

Statement of financial position (extract) 

 

Rs 

Property, plant and equipment        800,000 

 

Revaluation surplus         550,000 

 

 

The revaluation increase should be shown as other comprehensive income in the 

entity’s SCI.  

Note: You could also increase the carrying value to Rs 800,000 by debiting Rs 550,000 

and crediting revaluation surplus with same. 

 

 

(b) 

 

When the land was revalued two years ago, the revaluation surplus of Rs 5,000 would 

have been recognised as other comprehensive income and credited to the revaluation 

surplus as part of equity. The asset has fallen by Rs 6,000, of which Rs 5,000 should 

reverse the previous revaluation surplus via other comprehensive income and the 

remaining Rs1,000 should be recognised in profit or loss. 

                       Rs 

Debit Revaluation surplus                5,000 

Debit SCI                   1,000 

Credit Asset value             6,000 

 

 

Statement of comprehensive income (extract) 

 

Profit for year (Rs 60,000 - Rs1,000)       59,000 

Other comprehensive income: 

Loss on land revaluation         (5,000) 
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Total comprehensive income for the year      54,000 

 

Statement of changes in equity  Rs 

Retained Earning  59000 

Revaluation Surplus  (5000) 

Total income for the year  54000 

 

Where an asset has been revalued, the deprecation charge is based on the revalued 

amount, less any residual value, from the date of revaluation. The whole of the 

depreciation charge is recognised in profit or loss via the SCI. None is recognised in 

other comprehensive income and consequently set against the revaluation surplus. 

 

However, IAS 16 permits, and it is considered best practice to make, a transfer between 

reserves, of the ‘excess’ depreciation arising as a result of the revaluation. The effect is 

that SCI shows the economic benefit consumed, but distributable profits are not affected 

by extra depreciation on revalued assets. The amount of transfer is actual depreciation 

charged less equivalent charge based on original historical cost of assets (Debit 

revaluation surplus, Credit retained earnings). The transfer is shown in the statement of 

changes in equity. 

 

Example 5 

 

An item of PPE was purchased for Rs 900,000 on 1 January 2007. It is estimated to 

have a useful life of 10 years and is depreciated on a straight line basis. On 1 January 

2009, the asset is revalued to Rs960,000. The useful life remains unchanged at ten 

years. 

Rs 

Actual depreciation for 2009 based on revalued amount  

(960,000/8)           120,000 

Depreciation for 2009 based on historical cost (900,000/10)   (90,000) 

Difference           30,000 

 

 

In the SCI for 2009, a depreciation expense of Rs 120,000 will be charged. A reserve 

transfer, which will be shown in the statement of changes in equity, may be undertaken 

as follows: 
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Debit revaluation surplus       30,000 

Credit retained earnings         30,000 

 

The closing balance on the revaluation surplus on 31 December 2009 will therefore be 

as follows: 

 

Balance arising on revaluation (Rs 960,000 – Rs 720,000)    240,000 

Transfer to retained earnings         (30,000) 

Closing balance          210,000 
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IFRS (International Financial Reporting Standards) 

 

The term IFRS refers to the International Financial Reporting Standards issued by International 

Accounting Standard Board (IASB). IFRS is a set of international accounting standards stating how 

particular types of transactions and other events should be reported in financial statements. 

 

International Financial Reporting Standards (IFRS) are the globally accepted accounting standards 

adopted by International Accounting Standard Board (IASB) earlier known International Accounting 

Standard Committee (IASC). 

 

IFRSs being principle-based standards have distinct advantage that the transactions cannot be 

manipulated easily to achieve a particular accounting. 

 

The basic objective of IFRS are as follows: 

 

 To develop, in the public interest, a single set of high quality, understandable and enforceable 

global accounting standards that require high quality, transparent and comparable information 

in financial statements and other financial reporting to help participants in the world's capital 

markets and other users make economic decisions; 

 To promote the use and rigorous application of those standards. 

 

It also encompasses the International Accounting Standards (IAS) issued by the International 

Accounting Standard Committee (IASC). Interpretations of IASs and IFRSs are developed by the 

International Financial Reporting Interpretations Committee (IFRIC). IFRIC is the new name for the 

Standing Interpretations Committee (SIC) approved by the IASC Foundation Trustees in March 2002. 

IFRS includes these interpretations also. 

 

Convergence of Accounting Standards with IFRS 

  

In general, convergence of Accounting Standards (AS) with International Financial Reporting 

Standards (IFRS) means to achieve harmony with IFRS. The term convergence can be considered as 
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“to design and maintain national accounting standards in a way that financial statements prepared in 

accordance with rational AS are in convergence with IFRS”. IAS I require financial statements to 

comply with all requirements of IFRS. This does not mean that IFRS should be adopted word by word. 

The local standard setters can add disclosure requirements or can remove some requirements which do 

not create noncompliance with IFRS. Thus, convergence with IFRS means adoption of IFRS with 

exceptions wherever necessary. Thus, as today IFRS is being used in over 100 countries and it is 

expected that by 2014, all major countries will have adopted IFRS to some extent, so it was imperative 

for India also to adopt IFRS to ensure harmony in preparation and presentation of Financial 

Statements. 

 

 

Need For IFRS 

Indian Accounting Standards and Generally Accepted Accounting Principles (GAAP) are sufficient, 

relevant and clear when compared to global standards. But with the globalization of business requiring 

foreign capital and investors, there is need for financial reporting standards to be acceptable to most of 

the countries including India. IFRS are recognised in many parts of the world including the European 

Union, Hong Kong, Australia, Russia, South Africa, Singapore and Pakistan. US is also taking steps to 

converge its GAAPs with IFRS. 

 

It has also been recognised that the use of the IFRS concepts can considerable improve the quality of 

financial reporting and boost international investors’ confidence.  

 

 

Differences between IFRS, US GAAP and AS (applicable in 

India) with respect to Fixed Assets:- 
 

When we calculate the carrying amount acc. to AS, acc. to IFRS acc. to USGAAPs there is a 

difference in some points. The difference are as follows:-  
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Fixed Assets 

  

IFRS US GAAPs AS 

Definition 

Tangible Items that are held 
for use in the production or 
supply of goods or service, for 
rentals to others, or for 
administrative purpose; and 
are expected to be used to be 
used more than one year. 

Fixed assets are 
carried at historical 
cost. Only downward 
revaluation is 
permitted for 
impairment. 
Exchange 
fluctuations on loans 
taken for purchase of 
fixed assets are 
expensed when 
incurred. 

Fixed Asset is an asset 
held with the intention of 
being used for the 
purpose of producing or 
providing goods or 
services and is not held 
for sale in the ordinary 
course of business. 

Initial 
Measurement 

of cost 

Initial measurement of cost 
also includes:- 
a) Fair value gains or losses on 
qualifying cash flow hedges 
relating to the purchase of 
Property, Plant and Equipment 
(PPE) in a foreign currency 
b) Cost of dismantling and 
removing the item or restoring 
the site on which PPE is 
located. 

Similar to IFRS 
except hedge gains 
or losses on 
qualifying cash flow 
hedges are not 
included. 

No specific guideline 
on the Measurement of 
gains/losses on 
qualifying cash flow 
hedges and 
capitalization of 
dismantling and site 
restoration cost 

Capitalization 

It mandates component 
Accounting. Each major part of 
the plant to be depreciated 
separately 

Does not require a 
component approach 
for depreciation 

AS 10 does not require 
full adoption of 
component Accounting. 
It is stated that 
accounting of asset may 
be improved through 
allocation of cost to 
various parts of the asset 
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Determination 
of 

Depreciation 

The depreciation amount of an 
item of PPE is allocated on a 
systematic basis over its useful 
life. 

Similar to IFRS. Higher of the following: 
a) Depreciation as per 
the rate specified in the 
Schedule XIV of the 
Companies Act. 
b) Depreciation as 
determined based on 
estimated useful life of 
the assets 

Depreciation 
methods 

A variety of depreciation 
methods can be used to 
allocate the depreciable 
amount on systematic basis 
over its useful life. 

 Similar to IFRS. Either SLM or WDV 
can be followed. 

Changes in the 
Depreciation 

method 

Change in depreciation 
method are considered as 
change in accounting 
estimate. Prospective effect in 
current period is made. 

 Similar to IFRS. Changes in the 
depreciation method are 
considered as change in 
accounting. Policies and 
effects to be quantified 
and disclosed. 
Retrospective effect in 
computation of 
depreciation is given. 

Review of 
Useful Life 

and Residual 
Value 

Re-assessment of useful life 
and residual value is required 
at least at each financial year 
end. 

 Similar to IFRS. AS 10 does not specify 
any such requirement 

Subsequent 
Costs 

Cost of replacement is to be 
capitalized. The carrying 
amounts of those parts that 
are replaced is to be 
derecognized. 

 Similar to IFRS. Replacement cost is 
expensed. No 
requirement for 
Decapitalizing the 
carrying amount of 
replaced items 
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Major 
inspection 
cost and 
overhaul 

expenditure 

The cost of major Inspection 
and overhaul expenses are to 
be capitalized. 

 Similar to IFRS. The expenditure that 
increases the benefit 
over previously assessed 
capacity is capitalized. 
The inspection cost and 
overhaul expenses are 
expensed. 

Revaluation 

If an entity adopts the 
revaluation model, revaluation 
is required to be made with 
regular period to ensure that 
the carrying amount does not 
differ materially from that 
which would be determined 
using fair value at the end of 
the reporting period. 

Similar to IFRS No specific requirement 
on frequency of 
revaluation. 

Group 
Revaluation 

If an item of PPE is revalued, 
then the entire class of PPE to 
which that asset belongs to be 
revalued. 

 Similar to IFRS. Revaluation Approach 
is adhoc in nature. 

Depreciation 
on revaluation 

Depreciation on revalued 
portion cannot be recouped 
out of revaluation reserve. 

  Depreciation on revalued 
portion can be recouped 
out of revaluation 
reserve. 
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Case Study on Fixed Assets of TCS Balance Sheet of 

2011-12 

Balance sheet as acc. to AS 

 AS(Accounting Standard) 

 IFRS 
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Treatment of Fixed Assets 
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 Balance Sheet According to IFRS 
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Treatment of Fixed Assets 
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Interpretation 

 

 The Net Carrying value of fixed assets in case of 

Financial statement prepared as per AS is Rs 

64317.8 mn and as per IFRs is Rs 66564.1872 mn 

Thereby having a difference of Rs 2246.3872 mn. 

 

The major component which makes the difference 

are:- 

 

Particular AS IFRS Difference 
Leasehold 

improvements 

4965.6 5141.17 175.57 

office equipments, 

furniture, etc. 

11265.9 11162.24 

 

-103.66 

 

Intellectual 

property / 

distribution rights 

14.9 506.4444 491.54 

Capital work- in-

progress  

 

14463.7 17275.38 2811.68 

 

 

Note:- The comparison has not consider the Goodwill part. 
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Conclusion 

 

I conclude that the Fixed Assets is very important part of the balance sheet. It is shown under the head 

Assets in the Balance sheet. In Accounting, there is proper way to do accounting of fixed assets and 

also for the treatment of depreciation of these fixed assets. 

We can do treatment of Fixed Assets with ref. of AS, IFRS and USGAAPs. There are some point 

common in all the three but some are different as I explained above. 

IF do depreciation treatment of fixed assets by AS and IFRS then we find that the carrying amount of 

fixed assets is more in case of IFRS than AS.   
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