                                                    AS-6
                                                                                DEPRECIATION ACCOUNTING
Meaning of depreciation:-


Depreciation is the reduction in value of assets due to usage of assets or passage of time. As per 

Accounting standard amount of dep. should be recognise as expenses to be debited in P/L a/c.

Meaning of depreciable assets:-


As per AS dep. can be calculated only on depreciable assets. Any assets can classified as depreciable

                     Assets only if the following conditions are satisfied:-
· Life of assets should be limited.

· Life of assets should be more than one accounting year.


Depreciable assets would be used in business operations (fixed assets) or rental purpose (investment)

Assets not covered under the provisions of AS-6:-

(i) Land:- depreciation on land can be calculated if life of land can be estimated.

(ii) Research & development (AS-26)

(iii) Goodwill

(iv) Mineral oils, mineral ores, natural gas or similar assets.

(v) Live stock:- live stock are not covered under depreciable assets because estimation of life can not be made.
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Note: - depreciation rates can be used directly from income tax rules or companies act.
Change in depreciation method:-


An enterprise can change method of depreciation by applying the following steps:-

· Calculate total depreciation by old method from the date of purchase of asset till the date of change in method.
· Calculate total depreciation by new method from the date of purchase of asset till the date of change in method.

· Calculate difference between the depreciation by new method and old method. Such difference should be transfer to P/L a/c to adjust the book value as per new method.
· If new dep. is higher, difference should be recognized as additional depreciation. In case new dep. is lower then difference should be recognized as reversal of depreciation.

· Amount of additional dep. should be debited in P/L a/c as an expense but amount of reverse dep. should be recorded in cr. side of P/L a/c as an income. 
Revaluation:- 
                 Where the historical cost of a depreciable asset is revalued then dep. should be calculated on revalued 

                 Amount and based on residual (balance) useful life of asset.      

                 Where the depreciable asset is revalued the provisions for dep. should be based on the revalued amount

                 And the remaining useful life of such asset. In case the revaluation has a material effect on the amount of
                 Depreciation, the same should be disclosed separately in the year in which revaluation is carried out.
                 (note: - revised dep. is to be applied prospectively)

Guidance note on treatment of reserve created on revaluation of fixed assets:-

If a company has transferred the diff. between the revalued figure and the book value of fixed asset to 

                  The ‘revaluation reserve’ and has charged the additional dep. to its P/L, it is possible to transfer an amt.

                  Equivalent to accumulated additional dep. from the revaluation reserve to P/L or general reserve as the

                  Circumstances may permit, provided suitable disclosure is made in the accounts.
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Depreciation on additional assets:-


If any enterprise has purchased additional asset during the period then dep. On additional asset should be calculated from the point of view of its nature. Such assets may be dependent or independent.


If the additional asset is dependent in nature then dep. on such asset should be calculated on the basis of dep. rate or balance useful life of the original (existing) asset.

If the additional asset is independent in nature then such asset should be recognised as new asset & separate disclosure will be required.
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Notes:-

If  any amount is realized from scrap then it can be considered as income in the last year of asset.

As per accounting standard dep. can be calculating by SLM & WDV method but taxable income can be calculated only by WDV method.


Whenever scrap value/useful life/original cost is altered, such change will be change in accounting estimates and considered on prospective basis.

Amt. of depreciation written off should also be disclosed
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