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Abstract: The notion of tangible fixed assets can be interpreted as the heart, center or engine of an
enterprise because it is expected to give rise to future economic benefits, namely, to contribute, both
directly and indirectly, to the realization of the cash flows of investment activity. The importance of
these fixed assets is clear from the fact that no company will be able to carry on its activity if it does
not have tangible fixed assets in its assets, regardless of how they are purchased, for example: by
acquisition, by building in its own right or by donation. The purpose of this article is to present the
accounting treatment for the recognition, accounting, valuation and reassessment of these assets
within an enterprise. The reason for choosing this issue was to highlight the importance that these
tangible assets have at the level of each economic company. Certainly, these assets cannot be deprived
of the assets of any economic agent because, in my opinion, they are the main pillar in any business.
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1. Introduction assets and current assets. In their turn, the
The fundamental objective of accounting is first category of assets specified above
to provide information on the financial consists of: intangible, tangible and
position and performance a company has financial assets.

that are presented in the financial

statements  according to  Romanian 2. Definition, recognition and
regulations. classification of tangible assets

The accounting legislation in our country is The Romanian accounting regulations
based on a set of rules and regulations that consider tangible fixed assets as those
we have, both at the level of the Directive assets that simultaneously meet the
IV of the European Economic Community following conditions: they are in the
and the International Financial Reporting corporate assets of an entity for the purpose
Standards for the financial statements of a of manufacturing goods, providing services,
company to fit in as best as possible with all renting or for administrative purposes and
the requirements of the information users. are controlled by the entity for the purpose
The concept of asset refers to those goods of their use for a period exceeding 12
that an economic operator owns, several months [1].

financial years and uses them either to The recognition is the method by which
produce other goods or to provide services items meeting the recognition criteria are
or for administrative purposes. These goods included in the financial statements.

can be used in several manufacturing cycles Recognition in accounting of fixed assets is
because they are gradually consumed. based on two methods of evaluation:

Assets fall into two main categories: fixed
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- historical cost, from which
depreciation and any cumulative loss is
reduced,;

- revalued value: fair value reduced by
the depreciation and accumulated
losses.

International Financial Reporting Standards

highlight that the asset will be recognized

as a tangible asset only when it meets the
conditions for their recognition, namely:

- future economic benefits will be
generated by tangible assets;

- its cost can be reliably determined [2].

In the situation where, in the composition

of an asset, there are elements that have

different life spans, the standards suggest
their separate accounting. An example of

Tangible assests

Biological assets

this can be a machine, which is owned by a
company and is recognized in its
accounting as a tangible fixed asset. If the
engine has a different life span than the
machine, then the company must separately
recognize the assets in accordance with the
regulations in force.

The assets that are obtained by the entity
through a lease agreement, although they
meet the conditions for recognition, will not
be recorded in the balance sheet.
Accounting regulations refer to tangible
fixed assets as assets owned, which leads us
to the substance over form principle which
allows us to record in the accounting the
assets obtained through financial leasing.

Lands and constructions
Technical installations and machines
Other installations, machines and furniture
Advance payments paid to suppliers of fixed assets and
current fixed assests
Real estate investments

Tangible assets for evalution of mineral resources

Table 2.1 Classification of tangible assets
Source: OMFP no. 1802/29.12.2014 for the approval of the accounting regulations on the individual
annual financial statements and consolidated annual statements

Land is divided into two categories: land
and land development. The land does not
have a useful life span and for this reason
will not wundergo the process of
depreciation. Land development is land
improvement and is subject to depreciation
because the wuseful life span can be
estimated.

Constructions refer to those buildings that
are part of the entity's assets either through
acquisition from the suppliers of fixed
assets or through production under its own
direction. They are subject to depreciation.
In accounting, although a land and a
building can be purchased together, they
must be presented separately according to
the cost of purchase of each. This reasoning
is used because the land can be exploited by
the entity for an unlimited period of time
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and thus it is not depreciated while the
building is depreciated.

The value by which the depreciation of the
building will be calculated cannot be
influenced by the increase in the value of
the land when it is reevaluated.

Technical installations and machinery
include fixed assets such as: means of
transport,  machinery and  working
installations, measuring, controlling and
adjusting devices.

Other installations, machinery and furniture
category includes the following: office
furniture and appliances.

Advances and tangible fixed assets in
execution refer to those fixed assets that
have not reached the final stage and also to
their related disposals [3].



The real estate investment is represented by
those goods, usually it is either a land or a
construction, which belong to an entity
either to achieve income from renting them,

or to increase their value or can be owned
for both purposes. The following are
considered real estate investments:

Lands and buildings controlled for the

increase of capital value

"~ Aclear building owned for renting |
‘ through an operational leasing ‘
agreement

or improvement for the purpose of using
itas future real estate investment

Real estate
inventments

A building or a land under construction |

Y

Lands for which the final
destination is not known yet

p
Rented buildings based on
operational leasing agreements

Figure 2.2: Real estate investments
Source: OMFP no. 1802/29.12.2014 for the approval of the accounting regulations on the individual
annual financial statements and consolidated annual statements, art. 198

Within a company, a building, for example,
can have two destinations. A part of the
building is intended for rent and the other
part is used for administrative purposes. In
this situation, professional reasoning is
needed to determine exactly whether the
property is a tangible asset or a real estate
investment.
International  standards highlight that
investments will be presented separately in
the balance sheet and that the company can
choose to evaluate them either at cost or at
their reevaluated value. If the second
method of evaluation is chosen, the
company is obliged to periodically evaluate
the real estate investments at their fair
value. A deviation from this rule may occur
if for one of these investments there is no
active market [4].
With regard to these investments, we can
note that there are differences between
national legislation and international
standards.
- a first difference between the two is
highlighted by the way of reevaluation.
If a company applies accounting in
accordance with international standards,
at the time of the reevaluation, both the
pluses and the minuses will affect its
profit and loss account and will not
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affect in any way the reserves in the
reevaluation but if the entity chooses to
apply accounting in accordance with
national law, the reevaluation will be
carried out in exactly the same manner
as for tangible assets.

- the second difference is evidenced by
the fact that the national law says that a
company can present investments
separately but they will be part of the
entity's tangible assets;

- the third difference occurs when the
entity wants to carry out the transfer of
investments. International standards
highlight the fact that the transfer from
real estate investment to stock is
accepted thing that cannot be achieved
when the company keeps its accounting
records according to the national law
which does not allow the transfer
between two different categories of
assets.

IFRS 5 Fixed assets owned for sale refers to
those assets whose value will be
recoverable at the moment of sale and not
through their use. The date on which an
asset can be recognized as owned for the
purpose of sale shall be called the
classification date and the following
conditions shall be met:



e the asset must be available for
immediate sale;

e the probability of the sale taking place
is high, for this purpose a sales plan is
drawn up and a program is launched
through which a buyer will be found
with the aim of finalizing the plan [5].

Romanian regulations do not recognize this
category of assets owned for sale so the assets
will remain in the category of tangible fixed
assets until the time of their sale.
3. Evaluation and reevaluation of
tangible assets
Evaluation is the way in which values will
be assigned to the assets structures
following their recognition in the financial
statements.
The tangible assets are evaluated: at entry
(value determined at the time of first
recognition), at the time of termination of
recognition, at the time of inventory and at
the end of the financial year [6].
3.1 Evaluation at the time of entry into
the corporate assets
At the time of entry into the corporate
assets, these are valued and accounted for at
the entry value or book value and take the
following forms: cost of production, cost of
acquisition, fair value and contribution
value.

The acquisition cost is the amount that a

company pays for an asset it has acquired

from third parties. It includes the following
elements: the sale price, minus commercial
discounts received, taxes that cannot be
recovered from tax bodies (customs duties,
excise duties, etc., customs commissions,
notary fees, expenses that can be directly

assigned to tangible assets [7].

The cost of production occurs when fixed

assets are obtained from own production.

The cost of production includes the

following: direct expenses related to

production (raw material expenses, direct
labor expenses, etc.), the cost of design and
the share of indirect expenses related to the
production of tangible assets. The cost of
production may also include interest on a
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long-term or short-term bank loan linked to
the production period [8].
Fair value is the amount at which an asset
can be exchanged between two parties in a
well-priced transaction [9].
As a result of the acquisition or
procurement of a fixed asset, subsequent
expenditure may arise for the purpose of
maintaining the proper functioning of the
fixed asset or for the purpose of
modernizing the fixed asset, such as:
e Increase of useful life;
e Modernization of certain components of
fixed assets;
e It helps to reduce operating costs [10].
3.2. Evaluation at exiting the corporate
assets
The discharge from management of fixed
assets will be carried out at their input value
also known as historical cost.
A tangible asset may leave the corporate
assets when it is either disposed of or when
future economic benefits are no longer
obtained from it.
At the time of the sale of the asset there will
be income from the disposal of the assets,
which will affect the result of the financial
year.
If the fixed asset has not been fully
amortized, an expense will result from the
disposal of the assets.
3.3. Evaluation at the time of inventory
Inventory is the way in which an entity
examines the existence of corporate assets,
liabilities and equity items in both value
and guantitative-value. The evaluation shall
be made by means of the inventory value at
the end of the financial year.
The inventory value of tangible fixed assets
is determined according to certain criteria,
namely: the condition of the asset, its price
and usefulness [11].
The purpose of the inventory is to present
as accurate as possible a picture of the items
that an entity owns. The inventory shall be
carried out at least once during a financial
year. Inventories may also be made of
assets in execution. Each tangible asset will
be evaluated individually [12].



International standards state that assets will
be recorded at a less value than their
recoverable value. Where the book value
will be higher than the recoverable value, a
depreciation shall be accounted in the event
that the asset will be recognized in the
financial statements at its recoverable value
3.4. Evaluation at the end of the financial
year
The evaluation at the balance sheet date is
made at the balance sheet value for the
purposes of the financial statements. To
determine it, we need to compare the net
book value with the inventory value.
The result of the comparison between the
two values helps us to find either:
e an addition of value, which due to the
principle of prudence will not be

recognized in accounting, thus resulting
that the balance sheet value will be
equal to the net book value;

e a value minus, which will be recorded
in the accounting as a depreciation in
the case of an irreversible loss of value,
or as an adjustment in the case of a
reversible loss of value.

The book value, according to international

standards, can be established according to

two models, namely:

Cost - based model

Reevaluation - based model

The fixed asset shall be recorded in the
accounting at its entry value except the
accumulated redemption and depreciation.

The fixed asset will be recorded in the
accounts at its revalued value, which will
represent
reevaluation
redemption and depreciation.

the time of
accumulated

value at
except the

fair

Figure 3.4.1: Models for the evaluation of fixed assets in the balance sheet
Source: International Accounting Standard 16 Tangible assets

3.5. Reevaluation of tangible assets

At the end of the financial year, fixed assets
are presented in the financial statements on
the basis of the cost of production
accounting or cost of production principle
but may be presented in the financial
statements after their reevaluation at fair
value. The depreciation of the revalued
assets will be shown in the accounting
starting the following financial year.

Where, after the full depreciation of an
asset, it is found that it is still usable, the
entity may choose to revalue it and will be
shown on the balance sheet at the revalued
value. Reevaluations shall be carried out on
a regular basis in order to avoid large
differences between book value and fair
value. Following the reevaluation of
tangible assets, details of the revalued
assets, the method chosen and the elements
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of the amended financial statements shall be
presented in the explanatory notes.

Conclusions

In conclusion, in this article we wanted to
emphasize the importance and usefulness of
tangible fixed assets, which we can say is
one of the main pillars in the formation and
operation of a business. An economic
entity, regardless of its object of activity,
cannot carry out economic activities
without the significant contribution of
tangible fixed assets. If we think of an
company which has as its object of activity
the transport of goods, it cannot provide
services in this respect without owning a
certain number of trucks or, if we think of a
factory regardless of the product that is
manufactured within it, production cannot
be carried out without the equipment that is
necessary in this manufacturing process.



From the two examples one can very easily
understand the usefulness of tangible assets.
We also wanted to draw a parallel between
the existing accounting framework at
national level and the existing one at
international level on accounting policies
and treatments on accounting fixed assets.

Taking into consideration the importance of
long-term assets in the business, we believe

that the manner and quality of evaluation in
the four instances shown above (the
evaluation at the inventory inflow, the
evaluation at the inventory outflow and the
evaluation at the date of the balance sheet),
it is essential to present a true picture of the
economic entity's financial position and its
performance.
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