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Is the New Regulation of Depreciation Going 
to Increase Profits?

Parliament or by the Central government, the 
useful life or residual value should be taken 
as notified for accounting purpose by such 
authority.

Useful Life 
The useful life of an asset is the period over which an 
asset is expected to be available for use by an entity, 
or the number of units expected to be obtained from 
the asset. The useful lives prescribed in the Schedule 
II of the Companies Act, 2013 will result in their 
depreciation over a different period than what was 
applicable under Schedule XIV of the Companies 
Act, 1956. Here are some of the assets mentioned in 
Part C of Schedule II:
Nature of Assets Depreciation 

rates 
specified in 
Schedule 
XIV of  the        
Companies 
Act, 1956

Useful life 
prescribed 
in Schedule 
II of      
Companies 
Act, 2013

Depreciation 
rates worked 
out on the 
basis of 
Useful life

(a) (b) [95% value of 
asset/(b)]

Depreciation on fixed assets is now governed by Schedule II of the Companies Act, 2013 which has 
been made effective from 1st April 2014 vide MCA Notification dated 26th March 2014. Schedule II 
requires that depreciation is the ‘systematic allocation’ of the depreciable amount of an asset over 
its ‘useful life’ unlike the previous Schedule XIV of the earlier Companies Act, 1956 which prescribed 
the minimum rates of depreciation to be charged by a company. The depreciable amount is the cost 
of an asset or other amount substituted for cost, less its residual value which normally is not to be 
more than 5 % of the original cost of asset. The new approach of calculating depreciation will result 
in a different amount of depreciation charged to profit and loss account as compared to the older 
approach under the Companies Act 1956, thereby affecting the profits of the entities. This article 
analyses the new regulations of depreciation provided under the Companies Act, 2013 along with 
some illustrated examples for better understanding of the readers. Read on… 

CA. Sachin Goyal
(The author is a member of the 
Institute who may be reached at 
casachingoyal93@gmail.com.)
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Applicability of Schedule II of the 
Companies Act, 2013 
The Act provides that Schedule II shall be applied as 
follows:
•	 In	case	of	prescribed	class	of	companies	whose	

financial statements are required to comply 
with the accounting standards specified under 
Section 133, useful life should not be normally 
different from the life specified in the Schedule. 
However, if such a company uses different useful 
life or residual value, it shall disclose the reasons 
for doing so.

•	 For	other	companies,	the	useful	life	and	residual	
value of an asset should not be higher than 
prescribed in the Schedule.

•	 In	respect	of	companies	controlled	or	regulated	
by any authority constituted under an Act of 
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Nature of Assets Depreciation 
rates 
specified in 
Schedule 
XIV of  the        
Companies 
Act, 1956

Useful life 
prescribed 
in Schedule 
II of      
Companies 
Act, 2013

Depreciation 
rates worked 
out on the 
basis of 
Useful life

Building (other 
than factory 
buildings) RCC 
Frame	structure

1.63 60 Years 1.58

Factory	buildings 3.34 30 Years 3.17
Plant and 
Machinery other 
than continuous 
process plant not 
covered under 
specific industries

4.75 15  Years 6.33

Plant and 
Machinery- 
continuous 
process plant for 
which no special 
rate has been 
prescribed

5.28 8 Years 11.88

General furniture 
and fittings

6.33 10 Years 9.50

Motor cycles, 
Scooters and 
other Mopeds

9.50 10 Years 9.50

Motor buses, 
Motor cars and 
Motor lorries 
other than used 
in a business of 
running them on 
hire

9.50 8 Years 11.88

Server and 
Networks

16.21 6 Years 15.83

Computer- end 
user devices i.e. 
Laptops and 
desktops, etc.

16.21 3 Years 31.67

Component Approach to Compute 
Depreciation 
Schedule II of the Companies Act, 2013 mandates 
that when the cost of a part of the asset is significant 
to the total cost of the asset and useful life of that 
part is different from the useful life of the original 
asset, then useful life of that significant part should 
be determined separately. 

This requirement is similar to that specified in 
Ind-AS. Currently under the present accounting 
system, companies need to expense such costs in 
the year of incurrence while under the component 
accounting, companies will capitalise these costs and 

depreciate it over the useful life of that component.
Recently, MCA has notified vide Notification No. 

456 dated 29th August 2014 that the requirements 
of component approach are voluntary in respect 
of financial year commencing on or after 1st April 
2014 and mandatory for financial statements for 
the periods commencing on or after 1st April 2015. 
This amendment was issued based on the requests 
from companies regarding difficulty in adopting 
component accounting immediately from financial 
year 2014-15.

Transition Provisions 
From	the	date	the	new	regulations	come	into	effect,	
the carrying amount of an asset on that date:
•	 shall	 be	 depreciated	 over	 the	 remaining	 useful	

life of the asset prescribed in Schedule II of the 
Companies Act, 2013; or

•	 after	 retaining	 the	 residual	 value,	 shall	 be	
recognised in opening retained earnings where 
the remaining useful life of the assets is Nil.
Let’s understand the following illustration to 

make this provision clear:

Illustration A: A Company acquired a building 
other than factory building and RCC frame structure 
at a cost of  R100 lakh on 01.04.2000. The company 
is depreciating the building as per rate provided in 
Schedule XIV of 1956 Act i.e., 1.63%. Now Schedule 
II of 2013 Act became effective from 1st April 2014 
in which useful life for this building is specified 30 
years.
 Now as on 01.04.2014 
 Original cost:  R100 lakh
 Depreciation up to 31st March 2014:  R100 

lakh*1.63%*14 years  =  R22.82 lakh
 Carrying value of the asset:  R77.18 lakh
 The carrying value as on 1st April 2014 will be 

depreciated over the remaining life of the asset 
as per Schedule II which is (30-14) 16 years, 
hence, depreciable amount of  R 77.18 lakh will 
be depreciated over 16 years and the annual 
depreciation	 from	 FY	 2014-15	 would	 be	 	 R 
4,58,256 [ R 73.32 lakh ( R 77.18 lakh * 95%) /16 
years] 

Illustration B: Suppose in above example, that 
building was acquired on 01.04.1982. In this case, the 
situation would be as follows:
 Original cost:  R100 lakh
 Depreciation up to 31st March 2014:  R100 

lakh*1.63%*32 years =  R52.16 lakh
 Carrying Value of the asset:  R47.84 lakh
 Since useful life of the asset is 30 years and the 
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asset has already been depreciated for 32 years, 
hence, the carrying amount excluding residual 
value as on 1st April 2014 will be adjusted with 
opening retained earnings of 2014-15 and no 
depreciation will be levied in prospective years.

 
Contradiction Between Depreciation 
Provisions As Per Schedule II and 
Accounting Standard 6
There is a contradiction between transition 
provisions prescribed in the Companies Act, 2013 
and provisions of change in method of depreciation 
contained in Accounting Standard (AS)-6 
“Depreciation Accounting”. Now there are two 
aspects which need to be considered at the time of 
application of Schedule II:
1. Accounting Standard (AS) 6 provides that in case 

the change in the method results in deficiency 
in depreciation in respect of past years, the 
deficiency should be charged in the statement 
of profit and loss while as per Schedule II, where 
remaining life of the asset is Nil then the carrying 
amount of assets after retaining residual value 
should be adjusted with opening balance of 
retained earnings.

 Example: An electric equipment was purchased 
on 1st April 1998 for R10, 00,000. Its accumulated 
depreciation as on 31st March 2014 is R8,44,800 
considering the rate of depreciation @ 5.28% and 
WDV is R1,55,200 with remaining life of 2 years. 
Now as per Schedule II of the Companies Act, 
2013, useful life of electric equipment is 10 years. 
So, R1,05,200 (R1,55,200- 5% of R10,00,000) will 
be adjusted with opening retained earnings while 
AS 6 requires that R1,05,200 should be charged 
in	profit	and	loss	account	of	FY	2014-15.

2. As per aforesaid accounting standard, the 
deficiency or surplus arising from retrospective 
computation of depreciation in case of change 
in method should be adjusted in the accounts 
in the year in which the method of depreciation 
is changed but on the other hand Schedule II 
provides that the carrying amount of assets shall 

be depreciated over the remaining useful life of 
the asset.

 Example: Suppose a machine of R50 lakh was 
purchased on 1st April 2000. Its accumulated 
depreciation as on 31st March 2014 is R36.96 lakh 
considering the rate of depreciation @5.28% and 
WDV is R13.04 lakh with remaining life of 4 years. 
Now Schedule II specifies the useful life of the 
same machine 25 years and as per its provision, 
remaining WDV should be depreciated over the 
remaining life of 11 years while AS 6 provides 
that retrospective calculation is to be done in 
case of change in method and resultant difference 
should be charged in the profit and loss account 
of	FY	2014-15.
While as per preface to the AS issued by ICAI, if 

a particular accounting standard is not in conformity 
with the law, the provisions of the said law or statute 
will prevail over that accounting standard. Therefore, 
considering this provision, we can say that transition 
provisions given under the Companies Act, 2013 will 
prevail over accounting standard (AS) 6. 

Introduction of New Specific Provisions in 
Schedule II
•	 The	useful	life	of	an	asset	may	be	the	number	of	

production units expected to be obtained from 
the asset. This means that the companies may 
now use units of production (UOP) method 
for depreciation which was restricted under 
Schedule XIV.

•	 Under	 Schedule	 II,	 it	 is	 clearly	mentioned	 that	
depreciation is provided on historical cost or the 
amount substituted for historical cost. So in case 
of revaluation, depreciation will be charged on 
the revalued amount and the amount standing 
to the credit of revaluation reserve may be 
transferred directly to general reserve rather 
than credited in profit and loss account.

•	 The	 Companies	 Act,	 2013	 classified	 various	
assets with different useful lives which were not 
specifically categorised in earlier schedule. Some 
of those are listed below:
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Nature of Asset under 
Companies Act, 1956

Depreciation rate 
as per Companies 
Act, 1956

Nature of Asset under 
Companies Act, 2013

Useful life Depreciation rate as per 
Companies Act, 2013

Building other than factory 
buildings

1.63% Building (other than factory 
building)	RCC	Frame	structure

60 Years 1.67%

Building other than factory 
buildings

1.63% Building (other than factory 
building) other than RCC 
Frame	structure

30 Years 3.33%

As per Note 1: Buildings 
include bridges, wells and tube 
wells

1.63% Fences,	wells,	tube	wells 5 Years 20%
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Nature of Asset under 
Companies Act, 1956

Depreciation rate 
as per Companies 
Act, 1956

Nature of Asset under 
Companies Act, 2013

Useful life Depreciation rate as per 
Companies Act, 2013

Purely temporary structure 100% Others (including temporary 
structure, etc.)

3 Years 33.33%

Plant and Machinery other 
than continuous process plant

4.75% Office equipment 5 Years 19%

Plant and Machinery other 
than continuous process plant

4.75% General Laboratory 
equipment

10 Years 9.50%

Data processing machines 
including computers

16.21% Servers and Networks 6 Years 15.83%

Plant and Machinery 
continuous process plant

5.28% Electric Installation and 
equipment

10 Years 9.50%

•	 Now	 in	 the	 new	 Act,	 there	 is	 no	 specific	
requirement of 100% depreciation on assets 
whose actual cost does not exceed R5,000.

•	 The	method	 of	 actual	 number	 of	working	 days	
to the prescribed number of days for calculation 
of depreciation rate for double shift or triple 
shift is no longer required in the new 
Act. Now if the asset is used in extra 
shift for anytime, depreciation will be 
increased by 50% in case of double 
shift and 100% in case of triple shift 
for that period.

Disclosure in Financial 
Statements
The following information is required to 
be disclosed under significant accounting 
policies in the annual accounts, namely:
a) Depreciation methods used; and
b) The useful lives of the assets for 

computing depreciation, if they are different 
from the life specified in the Schedule.

Points To Be Considered At the Time of 
Changes in System Used For Accounting 
of Fixed Assets
a) New assets which are added after 

1st April 2014, the depreciation 
method/life in months should be 
the life which is mentioned in the 
Schedule II.

b) Suppose existing assets as per 
the Companies Act, 1956 are 
depreciating based on WDV method 
then with effect from 1st April 
2014, all these assets need to be 
moved to the life based method and 
remaining cost of the asset needs to 
be depreciated during remaining life  
of the asset. 

For	example,	an	asset	with	a	cost	of		R10,000 and 
with a date placed in service of 1st April 2012 and 
is currently depreciating with a WDV 20%. As on 
1st April 2014, it has an accumulated depreciation 
of 3,600. The below screen shot shows the current 
status of the asset in application: 

As per the new Act, useful life of the asset is 5 
years. So, now we have to change the depreciation 
method of the asset from WDV 20% to straight line 
method with useful life of 5 years and amortise it 
from 1st April 2014. 
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In the screen shot below, you can see that the  
life is changed to STL 5 years and we have also  
check the amortisation check box and amortisation 
start date is populated as 1st April 2014. 

So for this asset, depreciation amount from 1st 
April 2014 will be:
= Remaining cost / Remaining life 
= (10,000-3,600) / (5 years – 2 years) 
= 2133.33 will be the annual depreciation amount 
= 177.78 will be the monthly depreciation 

c) As we know that Schedule II introduces  
various new categories of assets, let us say 
that the category of factory building doesn’t  
include offices, go-downs, staff quarters 
which now have been specified separately 
having different useful lives. Thus the asset 
that are offices, go-downs, staff quarters in the 
factory building category would need to be  
reclassified to a separate category. Once they 
are reclassified, they need to be depreciated 
separately depending on the life specified in 
Schedule II.

d) Historical data in respect of cost of acquisition, 
date of capitalisation, depreciation rate,  
useful life, residual value, etc. up to 31st March 
2014 should remain unchanged.

e) If there is no provision in system for  
automatic adjustment of remaining value  

“The useful life of an asset may be the number of 
production units expected to be obtained from the 

asset. This means that the companies may now use 
units of production (UOP) method for depreciation 

which was restricted under Schedule XIV.”
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of asset with opening retained 
earnings where the useful  
life is Nil, then any depreciation clearing  
account may be used to take its effect and  
later on, balance of depreciation clearing  
account would be transferred to opening  
retained earnings through any kind of manual 
entry.

Conclusion
We can say that there are many challenges in the  
application of new provisions of depreciation. Each  
and every asset in fixed asset register has to be  
thoroughly checked and scrutinised for the purpose  
of revised working because assets also need to be 
categorised as per new specified categories. In large 
manufacturing industries even software support  
used for accounting of fixed assets is required  

to introduce new concept 
of useful life in system. 
Moreover, depreciation 
in prospective years has 
to be charged on the 
basis of remaining useful 
life, so there should 
be proper mechanism 
in the software to  
adopt this change.

The useful life of  
assets having the nature 
of ‘plant and machinery’ 
has been increased  
from 18 years to 25 
years and in respect of 
depreciation rates, it 

has been changed from 5.28% to 3.80%. Specially, 
manufacturing industries have more than  
70% assets in the nature of plant and machinery,  
so there will be major change in amount of 
depreciation to be charged in profit and loss 
statement in comparison to previous years.  
On the other hand, it can be construed that  
it will increase profits of manufacturing industries 
because less depreciation will be charged in  
profit and loss account due to application of  
the new provisions. As far as tax treatment 
is concerned, there will not be any impact in  
respect of depreciation allowance in arriving 
at taxable income because a separate method 
of calculating depreciation on the basis of  
block of assets is used under Income Tax law  
for the purpose of computing allowable  
expenditure. 


