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METHODS, TECHNIQUES AND PRACTICE 
OF CREATIVE ACCOUNTING FOR DEPRECIATION 

 
PROCEDEE, TEHNICI ŞI PRACTICI  

ALE CONTABILITĂŢII CREATIVE PRIVIND AMORTIZĂRILE 
 

L. CERNUŞCA∗ 
 

 The depreciation policies defined by a company influences its 
performance. To exercise this influence, a special attention should be 
given to variables involved in determine the depreciation, like the 
following: duration, disposal value, depreciation method. IAS 16 
recommends that the duration should be reviewed on a regular basis 
underlining the fact that it reflects current reality. For example, duration 
can be extended throughout the company’s policy of repair, improvement, 
maintenance, bringing more performance than originally estimated, but 
decreased as well as a consequence of technical progress or change in 
market structure. Changing the duration represents a change of 
accounting evaluation. This sort of evaluation will be accounted 
according to IAS 8. 
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Situation. A company purchases on 01.01.N one machine at a cost 
of acquisition of 10.000 lei. The estimated duration is 5 years. 

a). As a result of technological progress, the duration will be 
reviewed, so at the end of the year N+1 it is said that the residual duration at 
this time, is no longer than a year from now. The depreciation expense of 
year N will be recalculated. The depreciation expenses of years N+1 and 
N+2 will be recalculated so that at the end of N+2, the asset will be written 
off. 

Below is presented the Account Statement for the Profit and Loss 
Account in the situation in which the company uses the machine until its 
end of utility and also in the situation in which it is reviewed. 
 
 
 

                                                
∗ „Aurel Vlaicu”University  Arad, Romania 
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Indicator 

Ex. N Ex. N+1 Ex. N+2 Ex. N+3 Ex. N+4 

 
Du  
= 
5  

Dur 
= 
3  

Du 
= 
5  

Dur 
= 
3  

Du 
= 
5  

Dur 
= 
3  

Du 
= 
5  

Dur 
= 
3  

Du 
= 
5  

Dur 
= 
3  

Operating 
revenues 

300 300 300 300 300 300 300 300 300 300 

Third party 
services 

 
230 

 
230 

 
230 

 
230 

 
230 

 
230 

 
230 

 
230 

 
230 

 
230 

Personnel 
expenses 

 
45 

 
45 

 
45 

 
45 

 
45 

 
45 

 
45 

 
45 

 
45 

 
45 

Depreciation 
expense 

 
2 

 
2 

 
2 

 
4 

 
2 

 
4 

 
2 

 
--- 

 
2 

 
--- 

Other 
expenses 

1 1 1 1 1 1 1 1 1 1 

Operating 
result 

 
22 

 
22 

 
22 

 
20 

 
22 

 
20 

 
22 

 
24 

 
22 

 
24 

        (Thousand lei)  

Du = duration 
Dur = reviewed duration 

 Reviewing the duration will lead to an increase in depreciation 
expenses for financial years N+1 and N+2 with the impact of reducing the 
operating result. 
 Reducing duration also influences the years N+3 and N+4. In these 
exercises are no longer recorded depreciation expenses, which lead to an 
increase of the operating result. 
 Below is presented the influence on the balance sheet in the situation 
in which the company uses the machine until its end of utility and also in the 
situation in which it is reviewed. 

Year 
Annual  

depreciation 
Accumulated 
depreciation 

Net book  
value 

 Du=5 Dur=3 Du=5 Dur=3 Du=5 Dur=3 

N 2 2 2 2 8 8 

N+1 2 4 4 6 6 4 

N+2 2 4 6 10 4 0 

N+3 2 --- 8 --- 2 --- 

N+4 2 --- 10 --- 0 --- 

        (Thousand lei) 

 b). Following a policy adopted by the company for subsequent costs 
such as repairs, improvements, etc., bringing more results to the 
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performance estimated in the beginning, it is believed that, at the end of year 
N+4, the duration is extended for another year. 

Below is presented the Account Statement for the Profit and Loss 
Account in the situation in which the company uses the machine until its 
end of utility and also in the situation in which it is reviewed. 
Indicator Ex. N Ex. N+1 Ex. N+2 Ex. N+3 Ex. N+4 Ex. N+5 

 
Du 
= 
5 

Dur
= 
6  

Du 
= 
5  

Dur
= 
6  

Du 
= 
5  

Dur
= 
6  

Du 
= 
5  

Dur
= 
6  

Du 
= 
5  

Dur
= 
6  

Du 
= 
5 

Dur
= 
6 

Operating 
revenues 

300 300 300 300 300 300 300 300 300 300 300 300 

Third party 
services 

 
230 

 
230 

 
230 

 
230 

 
230 

 
230 

 
230 

 
230 

 
230 

 
230 

 
230 

 
230 

Personnel 
expenses 

 
45 

 
45 

 
45 

 
45 

 
45 

 
45 

 
45 

 
45 

 
45 

 
45 

 
45 

 
45 

Depreciation 
expenses 

 
2 

 
2 

 
2 

 
2 

 
2 

 
2 

 
2 

 
2 

 
2 

 
1 

 
--- 

 
1 

Other 
expenses 

1 1 1 1 1 1 1 1 1 1 1 1 

Operating 
result 

 
22 

 
22 

 
22 

 
22 

 
22 

 
22 

 
22 

 
22 

 
22 

 
23 

 
24 

 
23 

(Thousand lei)  

In the current year N+4 and in the next year N+5 the depreciation 
expenses will be reviewed. In the year N+4, extending the duration of the 
machine will lower the depreciation expenses (1.000 lei instead of 2.000 lei) 
and increase the operating result (from 22.000 lei to 23.000 Ron). In the 
next year, the depreciation costs sum 1.000 lei, reducing the operating result 
(23.000 lei instead of 24.000 lei). 

Below is presented the influence on the balance sheet in the situation 
in which the company uses the machine until its end of utility and also in the 
situation in which it is reviewed. 

Year 
Annual  

depreciation 
Accumulated 
depreciation 

Net book  
value 

 Du=5ani Dur=3ani Du=5ani Dur=3ani Du=5ani Dur=3ani 

N 2 2 2 2 8 8 

N+1 2 2 4 4 6 6 

N+2 2 2 6 6 4 4 

N+3 2 2 8 8 2 2 

N+4 2 1 10 9 0 1 

N+5 --- 1 --- 10 --- 0 

         (Thousand lei) 
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According to IAS 16, par. 46, “an asset’s depreciable cost is 
determined after reducing the residual value of that asset”. Deducting the 
residual value has the effect of reducing depreciation and thus increases the 
profit or loss. 

Situation 2. On 01.01.N, a company acquired plant and machinery 
totaling 15.000 lei. The estimated duration is 5 years and the method that 
best satisfies the pattern of consumption is the linear method. The company 
hired two experts in order to estimate the disposal value. Expert A estimated 
a value of 2.000 lei (case A) and expert B estimated a value of 1.000 lei 
(case B).  At the end of the year, the Profit and Loss Account is presented in 
the table below: 

 
Account Statement for the Profit and Loss Account at 31.12.N 

 

Indicators 
Case A 

Rv = 2.000 lei 
Case B 

Rv = 1.000 lei 
Sales figure 90.000 90.000 
Third party services 50.000 50.000 
Personnel expenses 30.000 30.000 
Depreciation expenses 2.600 2.800 
Other expenses 500 500 
Operating result 6.900 6.700 

Lei 

• In case A, the estimation of a higher residual value leads to lower 
depreciation costs and also to the increase of the operating result 

• In case B, the estimation of a lower residual value leads to bigger 
depreciation costs and also to the decrease of the operating result. 

Below is presented the influence on the balance sheet: 
 

Indicators 
Case A 

Rv = 2.000 lei 
Case B 

Rv= 1.000 lei 

Tangible assets 
(raw value) 

15.000 15.000 

Depreciation  
of tangible assets 

(2.600) (2.800) 

Tangible assets 
(net value) 

12.400 12.200 

Lei 
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 Situation 3. On 01.01.N, a company acquires a machine at the 
acquisition cost of 20.000 lei. The estimated duration is 5 years and the 
method that best satisfies the pattern of consumption is the linear method. 
The annual and accumulated depreciation’s effects on the profit and loss 
account, in the situation in which the residual value is 4.000 lei or null, is 
presented below: 
 

 
Year 

The influence over the profit and loss account 

 
Depreciable cost value  

when residual value sums 4.000 Ron 
Depreciable cost value  

when residual value is null 

 annual accumulated anual accumulated 

N 3.200 3.200 4.000 4.000 

N+1 3.200 6.400 4.000 8.000 

N+2 3.200 9.600 4.000 12.000 

N+3 3.200 12.800 4.000 16.000 

N+4 3.200 16.000 4.000 20.000 

         Lei 

 We noticed that deducting the residual value from the cost of the 
asset has the effect of reducing the depreciation value and increasing the 
result.  
 The effects of the annual and accumulated depreciation over the 
balance sheet, in the situation in which the residual value is estimated at 
4.000 lei or is null, are presented below: 

Year 
Annual depreciation 

Rv = 40 

Accumulated 
depreciation 

Rv = 4.000 Ron 

The effect over the balance 
sheet (balance sheet value) 

Rv = 4.000 Ron 

N 3.200 3.200 16.800 

N+1 3.200 6.400 13.600 

N+2 3.200 9.600 10.400 

N+3 3.200 12.800 7.200 

N+4 3.200 16.000 4.000 

         Lei 

 It is noted that the net value of the machine is identical with the 
estimated residual value at the end of the year. 
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Year 
Annual depreciation 
Rv  is insignificant 

Accumulated 
depreciation 

Rv is insignificant 

The effect over the 
balance when the Rv is 

insignificant 

N 4.000 4.000 16.000 

N+1 4.000 8.000 12.000 

N+2 4.000 12.000 8.000 

N+3 4.000 16.000 4.000 

N+4 4.000 20.000 0 

         Lei                 
 It is noted that the net value of the machine is null at the end of the 
period (the residual value is insignificant). 
 Existence of a more extensive list of methods for depreciation 
requires the substantiation of the appropriate accounting policies. According 
to IAS 16, the depreciation method should reflect the way in which 
economical benefits, brought by an asset, are consumed by the company and 
have to be maintained from one time to another, besides the situation in 
which a change interferes in the way of how economical benefits are 
estimated. Changing the method of depreciation presents interest for the 
formulation of accounting policies and falls within the scope of estimated 
changes, being reflected in the accounts in accordance with IAS 8 (will be 
an adjustment of depreciation expenses for current period but also in the 
later periods, not being allowed to change previous records in the year in 
which the modification is made.  The optimistic or pessimistic attitude 
towards modifying the depreciation method will mark the company’s 
overall performances. 
 Situation 4. On 01.01.N, a company acquired machinery totaling 
15.000 lei. The estimated duration is 5 years. The method that best satisfies 
the pattern of consumption is the linear method.  
  Case A: If the management has the interest of reducing the result for 
the year N+2, will invoke a change in the estimated model of economic 
benefits generated by that particular asset, considering the initial method 
inadequate. As a consequence, using the SOFTY formula for the 
depreciation of the asset is seen as appropriate. The depreciation expenses 
for years N and N+1 won’t change, besides the period N+2 and the years to 
follow. 
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Year Depreciation expenses 
N 3.000* 

N+1 3.000** 

N+2 4.500*** 

N+3 3.000**** 

N+4 1.500***** 

        Lei  
 
* 3.000 = 15.000/5 
** 3.000 = 15.000/5 
*** 4.500 =  3/6 x (15.000- 6.000) 
**** 3.000 =  2/6 x (15.000 – 6.000) 
***** 15.000 = 1/6 x (15.000 – 6.000) 

 
Case B.  If the management has the interest of increasing the result 

for the year N+2, will invoke a change in the estimated model of economic 
benefits generated by that particular asset, considering the initial method 
inadequate. As a consequence, using the progressive method to determine 
the depreciation of the asset at the end of year N+2 is seen as appropriate. 

 

Year Depreciation expenses 

N 3.000* 

N+1 3.000** 

N+2 1.500*** 

N+3 3.000**** 

N+4 4.500***** 

Lei  
*  3.000 = 15.000/5 
**  3.000 = 15.000/5 
***  1.500 = 1/6 x (15.000 – 6.000) 
****  3.000 = 2/6 x (15.000 – 6.000) 
*****  4.500 = 3/6 x (15.000 – 6.000) 

 
The influence over the profit and loss account is presented below: 
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Year N+2: 

Indicators 

Straight line 
depreciation 
is mentained 
until the end 
of duration 

Company’s department of 
management has the interest of 
increasing the profit or loss for 

the year N+2. SOFTY formula is 
used. (Case A) 

Company’s department of 
management has the interest of 
decreasing the profit or loss for 

the year N+2. Progressive method 
is used. (Case B) 

Sales figure 100.000 100.000 100.000 

Third party services 70.000 70.000 70.000 

Depreciation expenses 3.000 4.500 1.500 

Other expenses 1.000 1.000 1.000 

Operating result 26.000 24.500 27.500 

   Lei 
Changing the method for calculating the depreciation, leads to an 

increase (case A) or a decrease (case B) of the operating result. The 
influence over the balance sheet is presented on the table below: 
Year N+2: 

Indicators 

Straight line 
depreciation 
is mentained 
until the end 
of duration 

Company’s department of 
management has the interest of 
increasing the profit or loss for 

the year N+2. SOFTY formula is 
used. (Case A) 

Company’s department of 
management has the interest of 

decreasing the profit or loss for the 
year N+2. Progressive method is 

used. (Case B) 

Tangible assets 
(raw value) 

15.000 15.000 15.000 

Depreciation  
of tangible assets 

(3.000) (4.500) (1.500) 

Tangible assets 
(net value) 

12.000 10.500 13.500 

               Lei 
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