A.M. COMMERCE CLASSES	                CA ATUL MITTAL # 92139-56290

(AS-6)
DEPRECIATION ACCOUNTING

Depreciation means reduction in value of assets arising from
Use of asset, Normal wear & tear, Effluxion (Passing) of time or Obsolescence through technology and market changes. 

Depreciable amount means historical cost less the estimated scrap/residual value. Depreciation is distribution of depreciable amount over the useful life of depreciable asset.

Depreciable assets are assets which
[1] are expected to be used during more than one accounting period; and
[2] have a limited useful life; and
[3] are held for use in the production or supply of goods and services
     or rental to others or administrative purposes ( not for the sale)

AS-6  is not applicable on the following items.
· Forests and plantations
· Wasting assets, Minerals and Natural Gas
· Research and development expenditure
· Goodwill
· Live stock
· Land 

Calculation of Depreciation
There are two method of depreciation: 
1] Straight Line Method (SLM)

Depreciation =		(Cost – Scrap Value)/Useful life
2] Written Down Value Method (WDV)

      1- 	Scrap Value    1/Life
       	     Cost

 
Note:  A combination of more than one method may be used.

Useful life  is the period over which asset is expected to be used by the enterprise.
Generally useful life is shorter than the physical life.
Where there is change in useful life, then un-amortised/outstanding depreciable amount should be charged over the revised remaining useful life. (i.e. Prospectively)

Changes in Depreciation Method
Depreciation method should be applied consistently from one period to another.
The change in method of depreciation should be made only if;
Required by Law; or 
For compliance of AS; or
Change would result in Better presentation of financial statement.

When there is change in method of depreciation, depreciation should be recalculated in accordance with the new method from the date of its acquisition till the date of change. (i.e Retrospectively)

The deficiency or surplus arising from such re-computation should be adjusted in the year of change through P & L a/c. 

Such change is treated as a change in accounting policy and its effect should be quantified and disclosed.


		Changes in Historical Cost
Any addition/extension which becomes an integral part of the existing asset should be depreciated over the remaining useful life of existing asset. 
Where an addition/extension retains a separate identity. and is capable of being used after the existing asset is disposed of, Depreciation should be provided independently on the basis of its own useful life.
Where a change is due to exchange fluctuations, price adjustments, changes in taxes, or revaluation of asset etc., the depreciation should be provided on the revised value over the residual useful life of the asset. 

Disclosure requirements
1] 	Historical cost of assets
2] 	Depreciation for the period and accumulated depreciation
3] 	Depreciation method used


Practical Questions

Q. 1  
A machine of cost 1,20,000 is depreciated straight-line assuming 10 year working life and zero
residual value for three years. The estimate of remaining useful life after third year was reassessed at 5 years.

Q. 2 
The estimated working life of a machine is 6 years. The machine is used with an attachment
having a useful life of 10 years. The cost of the machine and that of the attachment are Rs. 60,000 and Rs. 6,000 respectively. The terminal value is zero for both. Straight-line depreciation is in use.

Q. 3  
A machine of cost 1,20,000 is depreciated straight-line assuming 10 year working life and zero
residual value for three years. At the end of third year, the machine was revalued upwards by
Rs. 6,000 the remaining useful life was reassessed at 9 years.
Q. 4 
A company acquired a machine on 01/04/01 for Rs. 5,00,000. The company charged straight line
depreciation based on 10 year working life estimate and residual value Rs. 50,000 upto 2003-04. From 2004-05, the company decided to change to 20% reducing balance method of depreciation. Show adjustment required in books of the company.


Q. 5   (May 2003)
X Co. Ltd. charged depreciation on its asset on SLM basis.  For the year ended 31.3.2003 it changed to WDV basis.  The impact of the change when computed from the date of the asset coming to use amounts to Rs. 20 lakhs being additional charge.

Decide how it must be disclosed in Profit and loss account.  Also, discuss, when such changes in method of depreciation can be adopted by an enterprise as per AS–6. 


Q. 6    (May 2004)
A plant was depreciated under two different methods as under:
	Year
	SLM
(Rs. in lakhs)
	W.D.V.
(Rs. in lakhs)

	1
	7.80
	21.38

	2
	7.80
	15.80

	3
	7.80
	11.68

	4
	7.80
	  8.64

	
	31.20
	57.50

	5
	7.80
	6.38


What should be the amount of resultant surplus/deficiency, if the company decides to switch over from W.D.V. method to SLM method for first four years?  Also state, how will you treat the same in Accounts.


Q. 7    (Nov 2003)
A Limited company charged depreciation on its assets on the basis of W.D.V. method from the date of assets coming to use till date amounts to Rs. 32.23 lakhs.  Now the company decides to switch over to Straight Line method of providing for depreciation.  The amount of depreciation computed on the basis of S.L.M. from the date of assets coming to use till the date of change of method amounts to Rs. 20 lakhs.
Discuss as per AS-6, when such changes in method of can be adopted by the company and what would be the accounting treatment and disclosure requirement. 

Q. 8    (May 2007)
A machinery costing Rs.10 lakhs has useful life of 5 years. After the end of 5 years, its scrap value
would be Rs.1 lakh. How much depreciation is to be charged in the books of the company as per
Accounting Standard-6?

Q.9   (Nov 2008)
Mention four assets, in respect of which AS 6 (revised) is not applicable.

Q.10  ( Nov 2005)
Ram Co. P. ltd. furnishes you the following information for the year ended 31.03.2005:
( Rs. in Lakhs) 
Depreciation for the year ended 31.03.2005 (under SLM)		                                        100 
Depreciation for the year ended 31.03.2005 (under WDV)		                             200 
Depreciation for the earlier years combined in WDV method and its excess to SLM           500 
Company wants to change in method of claiming depreciation from SLM to WDV. Decide how the depreciation should be disclosed in the Financial Statements for the year ended 31.3.2005.


Q. 11  (Nov 2001)
A company has not provided depreciation on machinery on the plea that the machinery has been maintained in excellent condition and is as good as new. Give your comment.
Ans.  As per AS-6, Depreciation means reduction in value of assets arising from Use of asset, Normal wear & tear, effluxion of time or Obsolescence through technology and market changes.
Thus depreciation also arises due to efflux of time. Therefore, depreciation should be provided irrespective of whether asset was maintained very well during the year.  


Q. 12   (May 2001)
No depreciation has been charged for the year ended 31.03.2001, in respect of a spare bus purchased during the year and kept ready by the company for use as a stand-by on the ground that it was not used during the year. State briefly the duty of an auditor with regard to above.
Ans. Same as answer of Q. 11


Q. 13  ( May 2003) ( Audit)
No depreciation provided on machinery costing Rs. 50 Lakhs imported 3 years back, since it is yet to be put into use. Comment as an Auditor.
Ans. Same as answer of Q. 11
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