CHANGE IN THE METHOD OF DEPRECIATION

COMPANY CAN PROVIDE THE DEPRECIATION AS PER THE METHOD WHICH IS DIFFERED FROM THE PREVIOUS YEAR SUBJECT TO, 1. IF IT IS REQUIRED BY LAW, 2. REQUIRED BY STATUTE, 3. IF THE FINANCIAL STATEMENT DISCLOSE TRUE AND FAIR VIEW IF THE METHOD CHANGED. 

IF COMPANY HAS DECIDED TO CHANGE THE METHOD OF DEPRECIATION THEN COMPANY SHOULD CALCULATE THE DEPRECIATION AS PER NEW METHOD FROM THE YEAR OF PUT TO USE OF MACHINERY TO LAST YEAR ENDING. AND BY WHICH ANY DIFFERENCE ARISE IN THE CLOSING BALANCE OF THE FIXED ASSET AND THE SAID IS SURPLUS THEN IT SHOULD BE TRANSFERRED TO THE PROFIT AND LOSS ACCOUNT MEANS THROUGH PROFIT AND LOSS ACCOUNT TO GENERAL RESERVE. AND IF THERE IS DEFICIT THEN IT SHOULD BE CHARGED TO PROFIT AND LOSS ACCOUNT IN THE YEAR IN WHICH THE METHOD CHANGED.

SUPPOSE, X LTD IS IN THE PAPER INDUSTRY WHICH HAS PURCHASED PLANT WORTH RS. 30,00,00,000.00 AT AHMEDABAD AS ON 30/04/2007. COMPANY HAS DECIDED TO CHARGE THE DEPRECIATION AS PER SLM METHOD. COMPANY, IN THE YEAR 2010-11 HAS DECIDED TO CHANGE THE METHOD OF DEPRE. FROM SLM TO WDV. CALCULATE THE DEPRE. FOR THE YEAR 2010-11 AND MAKE NECESSARY ADJUSTMENT.

ANS: 1.
DEPRECIATIONAS PER SLM METHOD FROM 30/04/2007 TO 31/3/2010:

PURCHASE AS ON 30/04/2007 


:
Rs. 30,00,00,000.00

LESS: DEPRE FOR THE YEAR 2007-08

:
Rs. (13,15,685.00)

LESS: DEPRE FOR THE YEAR 2008-09

:
Rs. (14,25,000.00)

LESS: DEPRE FOR THE YEAR 2009-10

:
Rs. (14,25,000.00)

BALANCE AS ON 31/03/2010---------(

:
Rs. 29,44,09,315.00

2.
DEPRECIATION AS PER WDV METHOD FROM 30/04/2007 TO 31/3/2010

PURCHASE AS ON 30/04/2007 


:
Rs. 30,00,00,000.00

LESS: DEPRE FOR THE YEAR 2007-08

:
Rs. (3,85,28,795.00)

BALANCE AS ON 31/03/2008


:
Rs. 26,14,71,205.00

LESS: DEPRE FOR THE YEAR 2008-09

:
Rs. (3,63,70,645.00)

BALANCE AS ON 31/03/2009


:
Rs. 22,51,00,561.00

LESS: DEPRE FOR THE YEAR 2009-10

:
Rs. (3,13,11,488.00)

BALANCE AS ON 31/03/2010


:
Rs. 19,37,89,073.00

3. DIFFERENCE BETWEEN (1) AND (2)

:
10,06,20,242.00

4. ENTRY:


PROFIT AND LOSS A/C 
DR.
10,06,20,242.00




TO FIXED ASSETS


10,06,20,242.00

DIRECTOR’S REMUNERATION

(CONSIDERING THE FACTS OF DEPRECIATION)

SECTION 349(4)(K) OF THE COMPANIES ACT

FOR THE COMPUTATION OF DIRECTOR’S REMUNERATION, COMPANY HAS TO TAKE BASIS OF THE NET PROFIT FOR THE YEAR BEFORE REMUNERATION. MEANING THEREBY COMPANY SHOULD CALCULATE REMUNERATION ON THE NET PROFIT AS CALCULATED.

CLEARANCE ON THE PATH OF CALCULATION OF NET PROFIT:

COMPANY HAS TO FIRSTLY DETERMINE THE NET PROFIT. NOW NET PROFIT MEANS AFTER DEPRECIATION BUT BEFORE REMUNERATION. SO THE QUESTION ARISE WHAT IS DEPRECIATION AND WHICH IS THE METHOD REQUIRED TO CALCULATE DEPRECIATION. 

GUIDANCE NOTES ISSUED BY ICAI ON ACCOUNTING OF DEPRECIATION BY COMPANY HAS VERY MUCH CLERIFIED REGARDING DEPRECIATION. IN THE ACT IT IS STATED THAT FOR COMPUTATION OF NET PROFIT, THE DEPRECIATION MUST BE ON THE W.D.V. OF THE ASSETS AS PER RATES SPECIFIED IN THE SCHEDULE XIV.

THE MEANING THEREBY, IF THE COMPANY IS CHARGING DEPRECIATION AS PER S.L.M. BASIS THEN COMPANY HAS TO FOLLOW SIMULTANEOUS METHOD FOR DEPRECIATION. MEANS DEPRECIATION RATE WILL BE SLM RATES AS SPECIFIED IN THE SCHEDULE XIV BUT THE METHOD WILL BE WDV. MEANS COMPANY HAS TO DETERMINE THE WDV ON THE BASIS OF THE SLM RATES. MEANS RATES WILL NOT BE APPLICABLE TO HISTORICAL COST. THE EXAMPLE IS AS UNDER:

1. X LTD IS IN THE BUSINESS OF PHARMACEUTICAL INDUSTRY. COMPANY HAS PURCHASED 300 COMPUTERS AT THE RATE OF RS. 35000 PER COMPUTER AND 60 PRINTERS WORTH RS. 4500 PER PIECE. THE COMPANY HAS PURCHASED 150 COMPUTERS AND 30 PRINTERS ON 4/5/2000 AND REMAINING ASSETS ON 5/4/2001. COMPANY FOLLOWING S.L.M. METHOD FROM THE FIRST YEAR. COMPANY’S ABSTRACT PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDING ON 31/3/2003 IS AS UNDER:

DR.













CR.

	PARTICULARS
	AMOUNT
	PARTICULARS
	AMOUNT

	
	
	
	

	TO EXPENSES:
	
	TO INCOME:
	

	ALL EXPENSES OTHER THAN DEPRE. AND REMU.
	 1,00,000.00
	SALES
	20,00,000.00

	DEPRE. AS PER W,NO-1
	17,45,817.00
	
	

	
	
	
	

	NET PROFIT
	 1,54,183.00
	
	

	(BEFORE REMUNERATION)
	
	
	

	TOTAL RS.--------(
	20,00,000.00
	TOTAL RS.--------(
	20,00,000.00

	W.NOTE-1 : DEPRECIATION

COMPUTERS : @16.21%
:
300*35000*16.21%
:
17,02,050.00

PRINTER
: @ 16.21%
:
60*4500*16.21%
:
     43,767.00
TOTAL--(







17,45,817.00



ANS: COMPANY CAN NOT AVAIL THE PROFIT AS CALCULATED ABOVE FOR REMUNERATION. THE PROFIT AS STATED ABOVE IS AS SUCH INCORRECT AS DEPRECIATION IS NOT AS PER SECTION 350 OF THE ACT. SO CORRECT DEPRE. AS PER SECTION 350 IS AS UNDER:

PURCHASE OF COMPUTER & PRINTER ON 4/5/2000
:
53,85,000.00

[(150*35000)+(30*4500)]






LESS: DEPRE. FOR THE YEAR 2000-2001


:
 (7,93,988.00)

[(53,85,000.00*16.21%*332DAYS/365DAYS)]







OPENING AS ON 1/4/2001




:
45,91,012.00

ADDITION AS ON 5/4/2001




:
53,85,000.00

[(150*35000)+(30*4500)]

LESS: DEPRE. FOR THE YEAR 2001-2002(1)


:
(16,07,545.00)

[(4591012*16.21%)+(5385000*16.21%*361/365)]






OPENING AS ON 1/4/2002




:
83,68,467.00

LESS: DEPR. FOR THE YEAR 2002-2003
(1)


:
(13,56,529.00)

CORRECT PROFIT:

PROFIT AS PER P & L A/C




:
  1,54,183.00

ADD: DEPRE. AS PER W.NOTE-1



:
17,45,817.00










19,00,000.00
LESS: DEPRE. AS PER SECTION 350



:         (13,56,529.00)

CORRECT PROFIT FOR REMUNERATION


:
 5,43,471.00
(ON WHICH REMUNERATION CALCULATED)

[(1) COMPANY SHOULD CALCULATE DEPRE @16.2% ON 53,85,000.00+53,85,000.00 BUT SECTION 350 DOES NOT PERMIT S.L.M. SO DEPRE CALCULATED ON WDV.]

DEPRECIATION IN CASE OF REVALUATION
TREATMENT OF DEPRECIATION AFTER REVALUATION OF ASSETS ARE AS UNDER:

IF COMPANY HAS REVALUED ITS ASSET OR ASSETS IN THE YEAR DUE TO REASONS LIKE MARKET VALUE IS SO FAR AS DIFFERENT AND THE CHANGE IN VALUE IS PERMANENT OR THE VALUE AS SHOWN IN THE BALANCE SHEET IS NOT REFLECTING TRUE AND FAIR REPRESENTATION OF FINANCIAL STATEMENTS THEN COMPANY CAN REVALUE THE ASSETS. NOW, ON THE REVALUATION THERE WILL BE RESERVE OR DEFICIT WHICH SHOULD BE TRANSFER TO REVALUATION RESERVE ACCOUNT. NOW THE QUESTION IS REGARDING UTILISATION OF THE SAID RESERVE. 

SUCH RESERVE CAN BE UTILISED ONLY FOR ADDITIONAL DEPRECIATION WRITTEN OFF. THE PROCEDURES ARE AS UNDER:

SUPPOSE, X LTD IS IN THE BUSINESS OF STILL INDUSTRY. THE ABSTRACT OF BALANCE SHEET AS ON 31/03/2010 IS AS UNDER:

	ASSETS
	AMOUNT RS.

	
	

	FIXED ASSETS :
	

	  PLANT AND MACHINERY
	10,00,00,000.00

	  DEPRECIATION FUND FOR P & M @ 10%
	(01,00,00,000.00)


(COMPANY HAS REALISED ON THE 5/8/2010 THAT THE VALUE OF PLANT AND MACHINERY ARE 12,00,00,000.00 AND MANAGEMENT HAS STATED THAT ASSETS SHOULD BE REVALUED WITH THIS CHANGE.

( MAKE JOURNAL ENTRY IN THE BOOKS OF X LTD ON 5/8/2010 AND ON 31/3/2011.

ANS:


BALANCE OF P & M AS ON 4/8/2010:


P & M AS ON 1/4/2010

:
10,00,00,000.00


LESS: TRANSFER DEPRE.

:          (01,00,00,000.00)


BALANCE ON 4/8/2010

:
09,00,00,000.00


LESS: DEPRE. UPTO 4/8

:
  (31,06,849.00)



           (90000000*10%*126/365)





BAL. AFTER DEPRE. ON 4/8
:
8,68,93,151.00

VALUE AS ON 5/8/2010

:
12,00,00,000.00

(CHANGE IN DEPRE. DUE TO REVALUATION


IF REVALUATION IS NOT THERE THEN DEPRE. : 90,00,000.00


(10,00,00,000.00*10/100)


DUE TO REVALUATION



        :  1,09,64,384.00



[(90,00,000*126/365)+(12,00,00,000*10%*239/365)]


CHANGE IN DEPRECIATION


       :  19,64,384.00


( REVALUATION RESERVE

NEW VALUE




       : 12,00,00,000.00


VALUE AFTER DEPRE. ON 4/8/2010

       : 08,68,93,151.00


REVALUATION RESERVE


       : 03,31,06,849.00


( REVALUATION RESERVE IS RS. 3,31,06,849.00 AND CHANGE IN DEPRE IS RS. 19,64,384.00.


( ENTRY AS ON 5/8/2010



FIXED ASSETS A/C 
DR.
3,31,06,849.00




TO REVALUATION RES.

3,31,06,849.00


( ENTRY AS ON 31/3/2011



PROFIT & LOSS A/C 
DR.
90,00,000.00



REVALUATION RES. A/C DR.
19,64,384.00




TO DEPRE. FUND A/C

1,09,64,384.00
ABSTRACT OF BALANCE SHEET ON 31/3/2011 IS AS UNDER:

	LIABILITY
	AMOUNT
	ASSETS
	AMOUNT

	
	
	
	

	RESERVE & SURPLUS
	
	FIXED ASSETS
	

	   REVALUATION RES.
	3,11,42,465.00
	  PLANT & MACHINE
	12,00,00,000.00

	
	
	  DEPRE. FUND
	(1,09,64,384.00)

	
	
	
	


DIFFERENT DEPRECIATION METHOD FOR DIFFERENT ASSETS
A COMPANY CAN ADOPT MORE THAN ONE METHOD FOR ASSETS. LIKE COMPANY USE W.D.V. FOR COMPUTER AND S.L.M. FOR PLANT AND MACHINERY. THE SAME IS ALSO VALID AS PER ACT. THE REASON BEHIND THE SAME MAY BE THAT THE COMPANY ANALAYSE THAT THE S.L.M. METHOD IS MORE PREFERRABLE FOR PLANT AND MACHINERY. OR IT MAY HAPPEN THAT THE COMPANY USE S.L.M. METHOD FOR THE PLANT AND MACHINERY WHICH IS SITUATED AT AHMEDABAD BUT W.D.V. METHOD FOR PLANT AND MACHINERY WHICH IS SITUATED AT SURAT. THE SAME IS ALSO VALID.

SUPPOSE, X LTD. IS THE DOT-COM COMPANY WHICH HAS TOTALLY 3 BRANCHES ALL OVER THE INDIA. WHICH ARE SITUATED AT AHMEDABAD, MULUND AND AT JAIPUR. COMPANY HAS PURCHASED PLANT AND MACHINERY OF RS. 3000000 FOR ALL THE BRANCHES. THE PURPOSE OF THE SAME ALTHOUGH SAME BUT THE USE OF THE SAME IS DIFFERENT. SO COMPANY HAS DECIDED TO USE W.D.V. METHOD FOR AHMEDABAD AND FOR JAYPUR BRANCH AND S.L.M. FOR MULUND BRANCH. THE RATES ARE NOT AS PER SCHEDULE BUT COMPANY HAS DECIDED TO PROVIDE DEPRE AT THE FOLLOWING RATE:


FOR, AHMEDABAD
:
16.00%

                      JAYPUR

:
12.00%

                      MULUND

:
04.75%

ADVICE THE COMPANY.

ANS. : COMPANY HAS DECIDED TO PROVIDE DIFFERENT METHOD FOR DIFFERENT ASSETS WHICH IS VALID IN NATURE. THE COMPANY HAS DECIDED TO USE DIFFERENT RATES WHICH ARE AS PER QUESTION. THE COMMITTEE OF ICAI HAS RECOMMENDED THAT COMPANY CAN PROVIDE HIGH RATE OF DEPRE THAN THE RATE GIVEN IN SCHEDULE XIV IF THE SAME IS BONAFIDE IN NATURE. BUT STRICTLY ADVICE NOT TO CHARGE DEPRE AT THE LOWER RATE THAN AS PER SCHEDULE XIV. SO IN THE GIVE QUESTION COMPANY SHOULD PROVIDE DEPRE AS UNDER:


AHMEDABAD
:
16.00%


JAYPUR

:
13.91%


MULUND

:
04.75%

.

(IF ANY ERROR YOU FIND IN CALCULATION OR IN LANGUAGE THEN PLEASE FEEL FREE TO CONTACT ME AT : internalaudit_ca@yahoo.com)
