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CORE CONCEPT OF                                   

CORPORATE ACCOUNTING 
  

Measurement of element of cost 

a. Cost : cost is the amount of cash or cash equivalents paid to acquire an 

asset at the time of its acquisition or construction. 

b. When the payment is deferred: if payment is deferred beyond credit 

terms, the difference between the cash price equivalent and the total 

payment is recognized as interest over the period of credit unless such 

interest is capitalized in accordance with Ind AS 23, borrowing costs. 

Subsequent expenditures 

It refers to such costs which are incurred after the asset is recognized in 

the financial statement and brought to the location and condition intended. 

Examples of such expenditures include repair and maintenance, overhauling, 

upgradation, replacement costs etc. 

However, not all the subsequent costs can be capitalized in the carrying amount 

(carrying value or book value) of the asset in the statement of financial position. 

Cost of self-constructed Assets. 

Cost of these assets is determined using the same principal as for an asset 

acquired. As per Ind-AS:2 if an entity make the similar asset for sale in normal 

course of business, the cost of the asset is usually the same as the cost of 

constructing an asset for the sale. Therefore the internal profits are eliminated 

and abnormal cost is not included  in  the  cost.  subsequent measurement 

When those financial assets (like cash, bank accounts, accounts and notes 

receivable etc) are initially recognized, at every balance sheet date they need to 

be again measured. They need to have a true and fair value on the balance sheet 

and it may not be the value it was initially recognized with. 

Cost model 

The cost model is used as an accounting policy to report carrying an 

amount of property, plant, and equipment (fixed assets) in the balance sheet. It 

requires an asset to be carried at its initial cost (also referred to as historical 

cost) less any accumulated depreciation and impairment losses. The revaluation 

of assets is not allowed, but some accounting standards allow recovery of 

impairment losses recognized in the past. 
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Revaluation model 

under the revaluation model, an item of property, plant and 

equipment whose fair value can be measured reliably is carried at a revalued 

amount, which is its fair value at the date of the revaluation less any 

subsequent accumulated depreciation and subsequent accumulated impairment 

losses. 

Accounting method for revaluation under revaluation 

model Revaluation increase 

1. If an assets carrying amount is increased as a result of revaluation, the 

increased amount is recognized in “other comprehensive income” and 

accumulated under equity under the head “revaluation surplus”, unless 

there is a previous revaluation decrease in respect of the same asset. 
Example 

A factory having the carrying value of rs. 20 million has been revalued at 

Rs. 23 million. Write the journal entry to record the revaluation surplus(asuem 

that ther is no previous revaluation decrease in respect of the same asset) 
Solution 

Revaluation surplus = 23 minus 20 = 3 million 

Journal entry 

Property, plant and equipment Dr 3 million 

To revaluation surplus 3million 

2. If there is a previous revaluation decrease in respect of the same asset the 

increase in revaluation (gain) shall first be recorded in the statement of 

profit and loss to the extent of the previous revaluation decrease. The 

balance, if any, shall be recognized “other comprehensive income” under 

the head “revaluation surplus”. Thus, the revaluation gain is first used to 

reverse the previous revaluation los that was previously recognized in 

profit or loss. 

 

Example 

A factory has a carrying value of rs. 20 million. Two years ago the 

company reduced the carrying value from Rs. 22 million. This was taken as an 

expense in profit or loss. In the current year the factory is now worth Rs. 23 

million. Show the accounting treatment for revaluation in the current year.
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