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QUESTION 4: IAS 16 PROPERTY, PLANT & EQUIPMENT 
 
Adjustments Limited has carried out a review of its non-current assets. 
(a) A lathe was purchased on 1 January 2009 for $150,000. The plant had an estimated useful 

life of twelve years, residual value of nil. Depreciation is charged on the straight line basis. 
On 1 January 2015, when the asset’s net book value is $75,000, the directors decide that 
the asset’s total useful life is only ten years. 
 

(b) A grinder was purchased on 1 January 2012 for $100,000. The plant had an estimated 
useful life of ten years and a residual value of nil. Depreciation is charged on the straight 
line basis. On 1 January 2015, when the asset’s net book value is $ 70,000, the directors 
decide that it would be more appropriate to depreciate this asset using the sum of digits 
approach. The remaining useful life is unchanged. 

 
(c) The company purchased a fifty year lease some years ago for $1,000,000. This was being 

depreciated over its life on a straight line basis. On 1 January 2015, when the net book 
value is $ 480,000 and twenty-four years of the lease are remaining, the asset is revalued 
to $ 1,500,000. This revised value is being incorporated into the accounts. 

 
Required 
Explain the effects of these changes on the depreciation for the year to 31 December 2015. 
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ANSWER – QUESTION 4: IAS 16 PROPERTY, PLANT & EQUIPMENT 
 

Part (a) 
The lathe was purchased in 2009 and was originally being written off over an estimated useful life 
of twelve years. As at 1 January 2015 six of the years have elapsed with a further six years 
remaining. It was decided that the machine will now only be usable for a further four years. 
 
IAS 16 requires that where the original estimate of useful life is revised, adjustments should be 
made in current and future periods (not in prior periods). The unamortized cost of the asset should 
be charged to revenue over the remaining useful life of the asset. The net book value of $75,000 
should therefore be charged over the remaining four years of useful life, giving an annual 
depreciation charge of $18,750. 
 
The revision is not a change in accounting policy, or a fundamental error but a change in 
accounting estimate. It is therefore not appropriate to deal with any excess depreciation by 
adjusting opening retained earnings. 
 

 
Part (b) 

The grinder was purchased in 2012 and was originally being depreciated on a straight line basis. It 
has now been decided to depreciate this on the sum of digits basis. 
 
IAS 16 requires that depreciation methods be reviewed periodically and if there is a significant 
change in the expected pattern of economic benefits, the method should be changed. 
Depreciation adjustments should be made in current and future periods. This change might be 
appropriate if, for instance, usage of the machine is greater in the early years of an asset’s life 
when it is still new and consequently it is appropriate to have a higher depreciation charge. 
 
If the change is implemented, the unamortized cost (the net book value) of the asset should be 
written off over the remaining useful life commencing with the period in which the change is made.  
 
The depreciation charge for the remaining life of the asset will therefore be as follows. 

Year No of digits Depreciation 
2015 7 (7/28 x 70,000) 17,500 
2016 6 (6/28 x 70,000) 15,000 
2017 5 12,500 
2018 4 10,000 
2019 3 7,500 
2020 2 5,000 
2021 1 2,500 

½ x 7 (7 + 1) 28 70,000 

 
Disclosure will need to be made in the accounts of the details of the change, including the effect 
on the charge in the year. 
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Part (c) 
 
IAS 16’s allowed alternative treatment in respect of measurement of property plant and equipment 
(subsequent to initial recognition), is that of revaluation. Revaluation is made at fair value. 
 
Where any item of property plant or equipment is revalued, the entire class to which the asset 
belongs should be revalued. Revaluations must be kept up to date. Where there are volatile 
movements in fair value, the revaluation should be performed annually. Where there are no such 
movements, revaluations every three to five years may be appropriate. 
 
Accumulated depreciation at the date of revaluation is either: 

(i) Restated proportionately with the change in the gross carrying amount so that the 
carrying amount after the revaluation equals the revalued amount (e.g. where 
revaluations are made to depreciated replacement cost using indices) 

(ii) Eliminated against the gross carrying amount of the assets and the net amount restated 
to the revalued amount of the asset (e.g. where buildings are revalued to their market 
value). 

 
AS 16 requires that the subsequent charge for depreciation should be based on the revalued 
amount. The annual depreciation will therefore be $62,500, i.e. $1,500,000 divided by the 24 years 
of remaining life. 
 
There will then be a difference between the revalued depreciation charge and the historical 
depreciation charge. 
 
The resulting excess depreciation may be dealt with by a movement in reserves, i.e. by 
transferring from the revaluation reserve to retained earnings a figure equal to the depreciation 
charged on the revaluation surplus each year. 
 


