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MEANING - DEPRECIATION

    Depreciation is a measure of wearing 
out, consumption or other loss of 
value of a depreciable asset arising 
from passage from time and use.

   Depreciation is nothing but 
distribution of total cost over its useful 
life.



  

DEPRECIABLE ASSETS

Used for more than one 
accounting period

Limited useful life
Used in production of goods and 

services



  

APPLICABILITY OF AS - 6

   AS – 6 is not applicable to -
Land 
Forests and Plantations
Expenditure on Research & Development
Goodwill and Livestock
Wasting assets, Minerals and Natural Gas



  

CALCULATION OF 
DEPRECIATION

Historical Cost / Revalued Cost
Estimated useful life of depreciable assets
Estimated residual / scrap value of 

depreciable assets

      Depreciation = (Cost-Scrap value at the

                               end of useful life) /    

                               Estimated useful life    



  

HISTORICAL COST

Amount paid / payable to the 
suppliers

Cost of transportation
Installation & Commissioning 

charges
Cost of improvements or 

additions



  

USEFUL ECONOMIC LIFE

Physical deterioration
Technological obsolescence
Legal considerations
Others such as inadequacy



  

ESTIMATED Residual 
VALUE (ERV)

  

   ERV is the estimated value of the 
depreciable asset at the end of 
it’s useful life.

  ERV = Nil (If ERV is considered

                    low / negligible)



  

DEPRECIABLE AMOUNT

Depreciable Amount = Historical 

     Cost –Estimated Residual Value

[Then it is allocated over the 
estimated useful life.]



  

   Depreciation Policy

DEPRECIATION

     POLICY
TYPE OF

  ASSET   
  

CIRCUMSTANCES

  PREVAILING IN 

       BUSINESS

  NATURE OF

        USE



  

CHANGE IN 
DEPRECIATION

 
 CHANGE IN DEPRECIABLE 

AMOUNT

CHANGE IN 
METHOD

OTHER 
CAUSES

 HISTORICAL 
COST

EXPECTED
USEFUL LIFE

ESTIMATED
RESIDUAL 

VALUE



  

CHANGE IN METHOD

Compliance of statute
Compliance of accounting 

standards
Appropriate preparations of 

financial statements.



  

CHANGE IN HISTORICAL 
COST

Increase / Decrease in long term 
liability on account of exchange 
fluctuations

Price adjustment
Changes in duties
Revaluation of depreciable assets
Other similar reasons



  

CHANGE IN THE 
ESTIMATED USEFUL LIFE 

& SCRAP VALUE 
I. Outstanding depreciable amount on 

the date of change should be 
allocated over the revised 
remaining useful life of asset.

II. The unamortised amount should be 
charged to revenue over the 
remaining useful years.



  

    ILLUSTRATION: Plant has a 
useful life of 10yrs.Depreciable 
amount is Rs.39 lakhs .The 
company follows SLM. At the end 
of the 6thyr,the balance useful life 
was estimated at 8yrs.

Depreciation = 39 – (39/10 * 6) / 8

                       = 1.95



  

ADDITIONS / EXTENSIONS

ADDITIONS / EXTENSIONS
OF ASSETS

INTERGRAL
 PART

NON INTERGRAL
PART



  

DISCLOSURE

• Total cost of each class of assets

• Total depreciation for the period of each 
class of assets

• Accumulated depreciation of each class of 
assets

• Depreciation method

• Depreciation rates and useful lives

• Material net surplus / deficiency



  

AS  Vs IFRS

Impairment needs to 
be provided.

AS 28 deals with it.

IAS 16 (Property 
Plant & 
Equipment),38(Intang
ible Assets) & IFRS 
3(Business 
combinations)

AS 6 (Depreciation 
Accounting)



  

RELIANCE CAPITALRELIANCE CAPITAL LTD.
Auditor’s Report :
b. In our opinion and to the best of our information 

and according to the explanations given to us 
the said Balance Sheet and Profit & Loss 
Account together with the noted thereon, and in 
particular note nos.4 and 5of the schedule ‘N’ 
regarding changes in the method of 
depreciation and conversion of investment into 
stock in trade respectively, give the information 
as required under the Companies Act, 1956 in 
the manner so required and give a true and fair 
view in conformity with the accounting 
principles generally accepted in India.



  

 
Notes to Accounts :
•  The company has changed the method of providing 

depreciation for buildings from Straight Line Method to 
Written Down Value (WDV) with effect from 1st April 
2001 to make the method of charging depreciation 
uniform for all the assets for own use.

         In compliance with accounting standards(AS-6) on 
Depreciation Accounting issued by the Institute of 
Chartered Accountants of India, depreciation has been 
recomputed from the date of capitalization of these 
assets at WDV rates applicable to those years. 
Consequent to this, there is an additional charge for 
depreciation in the Profit & Loss Account during the 
year of Rs.3.29 crores which related to the previous 
years.

         Had there been no change in the policy on 
depreciation, the depreciation charge for the year 
would have been lower by Rs.2.21 crores, excluding 
the charge related to the previous year. Consequently, 
the net block of fixed assets and Reserves 

       & Surplus are lower by Rs.5.50 crores.
      



  

 

 

THANK YOU


	DEPRECIATION ACCOUNTING (AS – 6)
	MEANING - DEPRECIATION
	DEPRECIABLE ASSETS
	APPLICABILITY OF AS - 6
	CALCULATION OF DEPRECIATION
	HISTORICAL COST
	USEFUL ECONOMIC LIFE
	ESTIMATED Residual VALUE (ERV)
	DEPRECIABLE AMOUNT
	   Depreciation Policy
	CHANGE IN DEPRECIATION
	CHANGE IN METHOD
	CHANGE IN HISTORICAL COST
	CHANGE IN THE ESTIMATED USEFUL LIFE & SCRAP VALUE 
	 
	ADDITIONS / EXTENSIONS
	DISCLOSURE
	AS  Vs IFRS
	RELIANCE CAPITAL LTD.
	Folie 20
	Folie 21

