Revaluation of Fixed Assets
1.  Principles of Revaluation of Fixed Assets

· Methods of revaluation – 
(i) Appraisal to be done by independent and qualified persons such as engineers, architects, etc. OR
(ii) by using appropriate price index (with reference to current prices)
· Entire class of fixed assets should be revalued OR the selection of fixed assets for revaluation should be made on a systematic basis.  

· Disclosure requirement – Method adopted for revaluation needs to be disclosed.

· Methods of presentation of Revalued asset in financial statement – 

(i) Re-state the gross book value and accumulated depreciation OR
(ii) Re-state the net book value (by adding the net increase on account of revaluation)

· Revaluation of fixed assets should not exceed the net recoverable amount of fixed assets.

· Accounting treatment of revaluation –

(i) First time revaluation (upward)

Fixed Assets … Dr.

Revaluation Reserve … Cr.

(ii) First time revaluation (Downward)

Profit and Loss A/c … Dr.

Fixed Assets … Cr.

(iii) First revaluation (downward) subsequent revaluation (upward)

Profit and Loss A/c … Dr.

Fixed Assets … Cr.

(In the year of downward revaluation)
Fixed Assets A/c…. Dr.

Profit and Loss A/c.. .. Cr. (to the extent of devaluation written off earlier)

Revaluation Reserve A/c……..Cr. (Balance amount of Revalutaion)

(iv) First revaluation (upward) subsequent revaluation (downward)

Fixed Assets … Dr.

Revaluation Reserve … Cr.

(In the year of upward revaluation)

Revaluation Reserve………..Dr. (to the extent revaluation reserve earlier credited is unutilized)

Profit and Loss A/c……………Dr. (Balance amount of devaluation)

               Fixed Assets ………………………..Cr.
· On disposal of a previously revalued item of fixed asset, the difference between the net disposal proceeds and the net book value should be charged or credited to the profit and loss statement except that to the extent that such a loss is related to an increase which was previously recorded as a credit to revaluation reserve and which has not been subsequently reversed or utilized, it may be charged directly to that account.

2. Depreciation calculations on Revalued Fixed Assets

· Depreciation is required to be provided with reference to the total value of the fixed assets as appearing in the accounts after revaluation.

· However, for certain statutory purposes e.g., dividends, managerial remuneration etc., only depreciation relatable to the historical cost of the fixed assets is to be provided out of the current profits of the company. In the circumstance, the additional depreciation relatable to revaluation may be adjusted against "Revaluation Reserve" by transfer to Profit and Loss Account. In other words, as per the requirements of Part II of Schedule VI to the Companies Act, the company will have to provide the depreciation on the total book value of the fixed assets (including the increased amount as a result of revaluation) in the Profit and Loss Account of the relevant period, and thereafter the company can transfer an amount equivalent to the additional depreciation from the Revaluation Reserve. Such transfer from Revaluation Reserve should be shown in the Profit and Loss Account separately and an appropriate note by way of disclosure is required. Such a disclosure is as per the requirement of Part I of Schedule VI to the Companies Act, which prescribes disclosure of write-up in the value of fixed asset for the first five years after revaluation. 
· Revaluation of fixed asset is not recognized by the Income-tax Act, 1961 and therefore no depreciation is allowed on revalued figure neither revaluation profit is treated as income.

3. Treatment of Revaluation Reserves

· The Revaluation Reserve is Capital Reserve by nature, and hence not available for payment of dividends. This view is also supported by the Companies (Declaration of Dividend out of Reserves) Rules, 1975. 

· Similarly, accumulated losses or arrears of depreciation cannot be set off against Revaluation Reserve. 

· However, the revaluation reserve can be utilized for adjustment of the additional depreciation on the increased amount due to revaluation from year to year or on the retirement of relevant fixed assets.  

· However, the amount standing in revaluation reserve following the retirement or disposal of an asset which relates to that asset may be transferred to general reserve from which dividend can be paid and bonus shares can be issued freely.

