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It is a characteristic feature of subsequent 
1expenditures  on tangible fixed assets (TFA) that 

they can reach high value and form a large relative 
share in the composition of expenditures for the 
accounting period as a whole. This applies mainly to 
enterprises the business of which engages fixed 
assets of significant value, such as mechanical 
engineering, shipbuilding and repair, industrial 
businesses, construction, transportation, hotel 
business, etc., and in some cases also enterprises 
from other business areas. It is this feature of 
subsequent expenditures on fixed assets that 
requires special attention by the authorities for 
external financial control (especially fiscal control 
and independent financial audit), since violations 
related to the object of control can have a significant 
impact on the financial result for the accounting 
period of the enterprise.

The costs to repair vehicles and buildings for 
economic, social-communal or administrative 
purposes are characteristic of all enterprises, 
regardless of their specific field of activity, since 
their operation presupposes the existence of such 
assets - own and / or rented that need current and 
preventive maintenance. Therefore, the cost of 
repair of buildings and vehicles is often subject to 
financial control.

In the introductory part of the study literature 
review was done of Bulgarian and foreign English-
language publications in specialized journals 
related to tax control and financial audit, which 
shows that not enough attention is paid to issues 

related to the methodology and technology of 
financial control on subsequent expenditures on 
tangible fixed assets. For the purpose of the 
scientific research also explored were:

2 3
· The work programs  and procedures , 

methodological instructions and guidelines for the 
implementation of tax control in Bulgaria by the 
revenue authorities of the National Revenue 
Agency (NRA), where it was found that they did not 
at all consider or pay very limited attention to 
subsequent expenditures on tangible fixed assets, 
without clarifying the methodological and 
technological issues of tax control in this aspect;

· The applicable in the field of independent 
financial audit and International Standards on 

4Auditing  and the Manual for the use of the 
International Standards on Auditing in the audit of 

5small and medium enterprises , which also do not 
consider the methodology and technology of 
control on the cost of repair and improvement of 
tangible fixed assets.

Based on the review of domestic and foreign 
specialized publications related to subsequent 
expenditures on tangible fixed assets and the 
applicable in the financial control practice 
procedures and standards, the scientific research 
concludes that there is a certain gap with regard to 
the technological aspects of control of the cost of 
repair, improvement, reconstruction and 
modernization of tangible fixed assets. Therefore, 
these issues represent scientific interest and the 
following exposition aims to clarify them.

From a theoretical point of view, the technology 
of financial control follows a certain pattern. In 
Bulgarian specialized literature financial control 
has traditionally been seen as a function of 
management and is presented as a process or cycle 
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6composed of specific elements . Based on these 
assumptions, in clarifying the structure of financial 
control its elements that are implemented in 
technological sequence within one control cycle are 
considered (Fig. 1).

Figure 1 presents in essence a universal 
technological model of financial control, which is 
valid for all types of financial control (including tax 
control, independent financial audit, etc.). From the 
point of view of this model, the improvement of the 

control practice on subsequent expenditures on 
tangible fixed assets, requires clarification of the 
normative regulation (in accounting and tax aspect) 
of this controlled object because technologically, 
financial control always implies comparison 
between the state of the controlled object and 
specific norms. In this regard, this study 
consistently deals with the regulations on the 
delimitation of the subsequent expenditures as well 
as their accounting and tax treatment.

 

 

Source: Donev, K. et al, Theory of financial control. Academic publishing house Science 
and Economy, Varna 2010, 54 p. 

Figure 1. Structure of financial control 
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6     Dinev, M., Control in social management. First Edition. Trakia-M, 
Sofia, 1999, p. 18-30; Tomov, Y., Theory of control and auditing. 
Academic publ. Tzenov, Svishtov, 2002, p. 33-42; Donev, K. et al, 
Theory of financial control. Academic publ. Science and Economics, 
Varna, 2010, p. 36-55.

7   Rangelov, Е. Accounting and tax aspects of repairs and 
improvements of leased assets after the changes in VATA from 2013. 
Activ, 10/2013, p. 4-6.

Classification of subsequent expenditures on 
tangible fixed assets

Proper accounting and tax treatment of 
subsequent expenditures on tangible fixed assets 
depends on competently determining their type and 
grouping them according to their economic 
substance. Specialized publications rightly point 
out that in practice repairs and improvements are 
hardly distinguished, which is further complicated 
by the fact that they are often performed together - in 
improvement of tangible fixed assets repair 
expenditures are made, and vice versa. In such cases 
it is recommended, with the help of construction 
specialist, to draw up a "disjunctive balance sheet" 
for both types of expenditures and based on it each 
one to be treated in terms of accounting and tax, 

7according to its type .
Of course, it is not always necessary or possible 

to use expert with technical knowledge in 
construction to distinguish subsequent expenditures 
on tangible fixed assets. For this purpose, 
financial control bodies can perform precise 
logical analysis with detection of causal 
relationships in the following aspects: nature of 
the expenditures, particular purpose of the 
expenditures, reason for making them, desired or 
achieved effect. The results of this analysis should 
be compared with the specific legal definitions and 
criteria for distinguishing the subsequent 
expenditures to thus determine the type of 
expenditures – for repair or for improvement 
(reconstruction, modernization), or whether part of 
the costs incurred is for repairs and another part is 
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for improvement (reconstruction, modernization). 
In this regard, in Table 1 of the study are presented 
the normative definitions and criteria to distinguish 
the subsequent expenditures.

 
After the subsequent expenditures were 

properly identified and classified, their correct 
accounting and tax treatment require also to clarify: 
whether the expenditures relate to own or leased 
tangible fixed assets; whether tangible fixed assets 
are used only for business purposes or personal 
use is also at hand; when the subsequent 
expenditures relate to leased asset – there must be 
clarified whether they are at the expense of the 
tenant or at the expense of the landlord and will be 
covered by rents. Therefore, in the subsequent 
exposition the main accounting and tax aspects 
related to the subsequent expenditures of own and 
leased assets are addressed.

Improvements of leased asset 

In a number of specialized publications in 
periodicals in the country it is pointed out that in 
practice an approach has been established where 
improvements (reconstruction, modernization) of 
leased assets are accounted for as intangible fixed 
assets. This accounting treatment is not subjected to 
criticism and is supported by authors who offer 

8appropriate accounting entries for the purpose . In 
the study an analysis was made of the regulations of 
the National Accounting Standards (NAS) 38 
Intangible assets, and the thesis was hold that the 
improvements (reconstruction, modernization) of 
leased asset do not meet the criteria of the national 
accounting standards for intangible fixed assets, 
because they can not be separated from the rest of 
the assets and taken out of the patrimony separate 
from them, wherefore they should be presented as 

9current accounting expenditures .

Based on the thus conducted analysis of the 
accounting rules and the view expressed by 
accounting experts, the summarizing conclusion 
has been drawn that it is wrong improvements 
(reconstruction, modernization) of leased asset to be 
accounted for as intangible fixed assets, although 
for the purposes of charging corporate tax they  
form a tax intangible fixed asset.

In this part of the study are also discussed the 
main tax aspects of the improvement of leased 
assets under the Law on Corporate Income Tax Act 
(CITA) and the Law on Value Added Tax (VAT).

Improvements of own asset 

T h e  e x p e n d i t u r e s  o f  i m p r o v e m e n t 
(reconstruction, modernization) of own tangible 
fixed assets are accounted for as increase of their 
book value - at the expense of accumulated 
depreciation and if it is insufficient, they are 
reflected in an increase in the carrying amount of the 

10asset , i. e. capitalization of costs is performed. As 
for the useful life of tangible fixed assets, it should 
be assessed whether there are indications of its 
increase after the improvement. The mere 
improvement does necessarily change the useful 
life of tangible fixed assets, but if there are grounds 
for this, then it must be done.

In this part of the study a methodological 
11example  is presented related to the change of the 

useful economic life of own tangible fixed assets 
and recalculation of depreciation as a result of 
carried out improvements, whereas also the main 
tax aspects of the improvements of own assets under 
the Law on Corporate Income Tax Act (CITA), the 
Value Added Tax Act (VAT Act) and the Local Taxes 
and Fees Act (LTFA) are discussed.

Repair tangible fixed assets

The expenditures on repairs, through which the 
status of tangible fixed assets (own, leased or 

8     See Dushanov, I. Subsequent expenditure on property, plant and 
equipment, respectively fixed assets - recognition and their 
accounting. mag. Bulgarian accountant, 1-2 / 2011, p. 9; Matova-
Golovina, A. Accounting the cost of repair or improvement of fixed 
assets, leased or rented. mag. Aktiv, 9/2012, p. 6; Rangelov, E. 
Accounting and tax aspects of repairs and improvements of rented 
assets after the changes in VATA from 2013 mag. Aktiv, 10/2013, p.6.
9     This opinion was expressed by some authors-experts. See Dossev, 
Hr. Accounting and tax treatment for leased asset improvements. 
Available from: http://www.odit.info/?s=2&i=3488 [Accessed 
05.02.2013]

10     Besides this way of increasing the balance value of fixed assets in 
the case of capitalization of subsequent expenditures, also possible is 
a second approach: by writing off the whole accumulated to the 
moment depreciation and then by increasing the resulting book value 
by the incurred expenditures. Some experts believe that this method 
shall be preferred because it is less prone to errors.
11  The example was borrowed and updated. See Discussion 
A c c o u n t i n g  F o r u m ,  2 0 0 9 .  [ o n l i n e ]   Av a i l a b l e  a t : 
<http://www.odit.info/?s=6&i=188216&f=1> [Accessed 05 July 
2016].
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provided for use) for their normal operation is 
restored, are accounted for as current expenditures, 
which are deductible when they are documentary 
proved and relate to assets which the taxable 
person used for the purposes of his business.

Besides the presence of  documentary 
substantiation of the expenditures for repair, control 
bodies should establish whether these expenditures 
refer to assets that the taxable person uses for the 
purposes of his business, through logical analysis of 
business transactions, disclosure of causal 
relationships between the expenditures and the 
results of their performance by reference to the 
relevant tangible fixed assets and expertise of 
specialists. A combination of intuition, experience 
and good knowledge of the technology and methods 
of financial control by the inspection body is 
necessary in order to be able to reveal, for example, 
expenditures for repair of private property of the 
manager that are accounted for as expenditures for 
repair of the office, or the repair of private vehicles,  
presented as accounting  of repair of vehicles used 
by occupation.

Control bodies should pay particular attention to 
the expenditures on repairs carried out on vehicles 
(spare parts, repair work, painting and collision 
services), which are used for the purposes of 
management as they participate in the formation of 
the tax base on which tax is charged on the 
expenditures on maintenance, repair and operation 
of the vehicles under CITA.

Since the beginning of 2016 the issue of 
charging VAT on the personal use of assets has 
become topical in Bulgaria, although specific 
regulations that give rise to such tax treatment have 
been provided for in the VAT Act for years, but 
w i t h o u t  a n y  s e r i o u s  p r a c t i c e  i n  t h e i r 
implementation. In this regard, the study clarifies 
the provisions of the VAT Act that relate to the 
expenditures for the repair of vehicles, buildings 
and other tangible fixed assets (used repair services, 
spare parts, building materials and supplies), and 
which have to be taken into account in financial 

12control in this direction.

Repair or improvement of the leased asset at 
the expense of rent

These cases of repair of leased assets are well 
known in practice. With them there is a barter: the 
landlord provides the service "lease" for which he is 
paid in kind with a counter service "repair"; the 
tenant provides the service "repair" and receives 
leased asset.

According to the VAT Act, such activities are 
treated as a supply of a service that is not gratuitous, 
as there is deduction of the expenditures for repair / 
improvement against rent. The VAT Act provides 
for the following specific tax treatment in the case of 
repair (improvement) of leased asset at the expense 
of the lease: each party is a vendor of what it gives 
and purchaser of what it receives; both transactions 
are accounted for as sales; taxable event for each of 
the deliveries occurs in the general order; a delivery 
with an earlier date of occurrence is considered an 
advance payment on the second delivery.

In connection with the presented in Figure 1 
technological model of financial control and based 
upon the conducted analytical commentary on 
accounting and tax rules relating to repairs and 
improvements (reconstruction, modernization) of 
tangible fixed assets, the following conclusions 
have been made:

· Regarding the accounting and tax treatment 
of repair and improvement of tangible fixed assets it 
is of importance whether the tangible fixed assets 
are owned or rented;

· For the rented tangible fixed assets it is of 
importance whether the repair or improvement is 
gratuitous or for consideration (at the expense of the 
rent).

According to the examined technological model 
of financial control (Figure 1), in case of any finding 
of negative deviation from the norms an adjustment 
program should be drawn up, i. e. appropriate 
control action to the object of control shall be 
applied - depending on the jurisdiction and powers 
of the financial control body. In order to clarify the 
technology of financial control over the subsequent 
expenditures on tangible fixed assets, based on the 
presented model (Figure 1), later in the exposition 
also the feasibility of applying controlling actions 
by bodies for independent financial audit and the 

12      Interpretation of the NRA out. No. 20-00-15 / 22.01.2016 on the 
tax treatment under the Value Added Tax Act (VATA) on the use and 
separation of goods for personal use of the taxable person, the owner 
of employees.
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NRA revenues bodies, are successively clarified.

Control action of independent auditors

1. If it is found that in respect of expenditures for 
repair of tangible fixed assets with intrinsic value, 
there is a probability the enterprise to achieve 
economic benefit beyond that of the originally 
assessed standard performance of the particular 
asset, but they are still reported as current 
expenditures instead of being capitalized, then the 
independent auditor will have reasons to express 
reservations in the audit report as the requirements 
of the National Accounting Standards (NAS) 16  
Tangible fixed assets accounting, for the accounting 
of subsequent expenditures, have been violated, 
which will have impact on the financial results of 
the enterprise for the current accounting period and 
leads to violation of the accounting principle of  
“true and fair representation".

2. If the independent auditor found that 
subsequent expenditures on repairs has increased 
the carrying value of tangible fixed assets without 
any probability the enterprise to achieve economic 
benefits beyond its originally assessed standard 
performance of the particular asset, instead of the 
expenditures to be accounted for as current, 
reservations should be expressed in the audit report.

For example, such an event will be at hand if the 
head of the enterprise deemed obsolete the need for 
one of his own stores, and therefore in the 
accounting year it was converted into a shop 
(incurred expenditures are capitalized), in order to 
be sold more easily, but, due to reduced demand for 
retail space at the end of the accounting period the 
store has not yet been sold and from the price levels 
it became clear that its sale will bring loss in an 
amount greater than the cost of the improvement. 
Consequently, at the end of the year the 
reconstructed tangible fixed asset will appear in the 
balance sheet with a value exceeding its recoverable 
amount, i. e. it will be overvalued, leading to a 

13
breach of the principle of "prudence".

3. If it is found that expenditures incurred for 
improvements (reconstruction) of leased asset, 

whose value is significant, were accounted for and 
presented in the annual financial statements as an 
intangible fixed asset, the independent auditor has a 
reason for reservations in the audit report as the 
criteria of NAS 38 Intangible assets for recognition 
of intangible fixed assets are not met, which 
violated the accounting principle of "true and fair 
representation". 

4. The expenditures on repair and improvement 
(reconstruction) of tangible fixed assets could reach 
significant proportions and financial results could 
be manipulated with them by reducing their value to 
the desired level, which contradicts the principle of 
"true and fair presentation". Therefore, with respect 
to the subsequent expenditures it should be 
established whether they are actually incurred, 
whether their amount is real, whether they relate to 
real assets and whether these assets are used for 
business purposes or for personal use, respectively 
if any significant violations related to these 
expenditures were found they should be reflected in 
the financial statements, the auditor's report should 
be modified appropriately.

5. If an independent auditor finds a violation of 
tax rules relating to the expenditures for repair and 
improvement of tangible fixed assets, he/she should 
give appropriate guidance to the audited enterprise 
for the removal of tax violations as part of the so 

14
called "tax inspections" of the auditor , but in itself 
this is not a reason to modify the auditor's report.

Control action of the revenue authorities of 
the NRA

1 .  I f  e x p e n d i t u r e s  f o r  i m p r o v e m e n t 
(reconstruction, modernization) of own tangible 
fixed assets are found, which are not capitalized and 
are accounted for as current expenditures, the 
revenue authorities should correct the accounting 
financial result by increasing it for the purposes of 
the tax base for corporate tax.

Assessing whether the subsequent expenditures 
should be capitalized or accounted as current does 
not depend on the value of the underlying 

15
expenditures , but is based on an analysis of their 

13       The example ws borrowed and adapted. See Raynov B. Cost of 
improvements to fixed assets are not always capitalized. Dnevnik, 
2003 [online] .  Available from: ht tp: / /www.dnevnik.bg 
/biznes/2003/08/11/135364_razhodite_za_podobreniia_na_dulgotra
ini_aktivi/ [Accessed 06.07.2016]

14    In specialized literature is expressed the opinion that: "The tax 
inspection is an essential part of audit inspection" and "... the auditor 
is liable to the enterprise, by which he was hired to perform auditing 
for gaps in taxation." - See Dinev, Mihail and Lily Hristova. Audit 
control. Sofia ForKom Visulchev, 1992. p. 79 and 80.
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character and purpose, starting from the provisions 
of NAS 16 Tangible fixed assets. It should be borne 
in mind that the standard explicitly determines only 
part of the possible expenditures, which increase the 
efficiency of tangible fixed assets and the future 
economic benefits from them, in fact business 
practice is much more diverse, therefore in deciding 
on the accounting treatment of the subsequent 
expenditures (capitalization or current accounting) 
should mostly be taken into account their nature, 
economic substance and purpose, while respecting 
the fulfillment of the criteria for the realization of 
"economic benefit" with the use of an asset.

2. If an improvement of leased tangible fixed 
assets is established, in relation to which current 
expenditures are accounted for, the revenue 
authorities should correct the accounting financial 
result by increasing it for the purposes of the tax 
base for corporate tax, as these expenditures are not 
recognized for tax purposes, respectively according 
to CITA these expenditures should form a tax 
intangible fixed asset.

In connection with the provisions of the VAT 
Act, it should be determined whether the tenant has 
levied a tax on the gratuitous improvement of the 
leased asset made at the date of return of the asset 
with the improvement upon termination of the lease 
contract, and whether tax base for this purpose was 
properly formed.

3. With respect to the subsequent expenditures, 
whether treated as current expenditures or 
capitalized, it is important to establish whether they 
are documented properly and whether they are 
related to the business of the enterprise. This check 
is necessary both in terms of taxation under  the 
CITA and the taxation under the VAT Act. If it is 
found that there is no documentary grounding of the 
expenditures, that their size is increased or not 
related to the business of the enterprise, they must be 
used to increase the financial result for the purposes 
of the tax base for corporate taxation. In these cases 
tax credit in relation to the goods and services that 
form the respective subsequent expenditures on 
tangible fixed assets shall be refused.

Where, in respect of tangible fixed assets, for 
which subsequent expenditures were made, it is 
found that along with their use for purposes of the 

enterprise, there is also personal use, then they 
(repair services used, purchased spare parts, 
construction materials and supplies) should be 
included as part of the direct expenditures in the 
formation of the tax base of the delivery on 
providing the assets for personal use of the owner or 
staff. If this is not done, corresponding tax liabilities 
and interest should be charged.

4. According to the current Accountancy Act 
(effective as of 01.01.2016), the head shall be fined, 
and on the enterprise shall be imposed financial 
penalties for the accounting for non-existent 
expenditures, including repair and improvement of 
tangible fixed assets.

5. In case of expenditures incurred for repairs on 
vehicles that are used for the purposes of 
management, supervisory bodies of NRA must 
establish whether they are subjected to final tax on 
the expenditures under CITA, respectively, if not - 
the appropriate tax and interest on arrears should be 
charged. Administrative sanctions should also be 
provided for in cases where no tax declaration is 
filed for taxation of the expenditures a final tax.

Another model that can be used to clarify the 
technology of control on the subsequent 
expenditures on tangible fixed assets, presents 
the financial control as a process of examination 
of the objects subject to control. It shows the stages 
through which the process of financial control 
passes and the result obtained at each of them 
(Figure 2). This model makes it possible to 
systematize control guidelines and hypotheses to be 
verified by appropriate control methods based on 
data from relevant information sources.

For the purpose of this exposition interesting are 
the first and second stage of the model:

· Preparation for the control study – the 
directions of the control study are systemized 
according to the specifics of the subject of control 
and in accordance with the objectives and tasks of 
financial control exercised in the form of 
inspection;

· Study of controlled objects - in the course of 
the financial-control study legal and logical 
hypotheses are verified through appropriate control 
methods, based on data from relevant accounting 
and non-accounting information sources.

15     This view is shared by other authors. See Matova-Golovina, A. 
Accounting of the expenditure for repair or improvement of fixed 
assets, leased or rented. magazine Aktiv, 9/2012, p. 6.
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The cont ro l  s tudy  of  the  subsequent 
expenditures on tangible fixed assets must be an 
integral part of the financial control of tangible fixed 
assets, which takes place during an audit, inspection 
or examination, because in some cases the 
magnitude of these expenditures reaches significant 
proportions which can distort the financial results of 
the enterprise, the tax base for corporate tax and the 
magnitude of the tax credit, which is deducted from 
the VAT charged in determining the result for the tax 
period, if not treated properly. In the control practice 
verification of the subsequent expenditures on 
tangible fixed assets is often done together with the 
verification of the depreciation policy and the 
depreciation itself.

The control bodies should take special care with 
the object of control in the enterprises with main 
business engineering, construction, industry, ship 
building and repair, transport services or hotels, 
because in these areas the proportion of tangible 
fixed assets in the composition of the assets of the 
enterprise as a whole is large and often carries out 
subsequent expenditures, and their magnitude is 
significant. Although usually not reaching large 
sizes other enterprises also make subsequent 
expenditures, mostly in relation to vehicles and 
buildings (owned, leased or provided for use) 
because without these tangible fixed assets they can 

not realize their business.
Caution and thorough study of the expenditures 

for repair, improvement, reconstruction and 
modernization is required from control bodies even 
when at the stage of preliminary investigation and 
risk assessment upon audit it was found that internal 
control and financial accounting system of the 
enterprise are reliable and function effectively, 
because proper accounting and tax treatment of the 
subsequent expenditures on tangible fixed assets is 
largely based on judgments (for example with the 
classification of the expenditures on repairs and 
improvements) or on interpretation of specific 
accounting standards (for example whether the 
improvement of a leased asset meets the definition 
and recognition criteria for intangible fixed asset), 
which raises the likelihood of improper accounting 
presentation and tax treatment.

In addition to the so far considered technology 
of control on the subsequent expenditures on 
tangible fixed assets, on the basis of the model of 
financial control presented in Figure 1, in the next 
exposition in tabular form are codified the 
guidelines and hypotheses related to the subsequent 
expenditures, necessary for the realization of the 
financial-control study on the technological model 
presented in Figure 2.

 

 

 

 

 

 

 

 

{ ◘ĵ ŉľś: Nikolova B., Modeling in the system of tax control. Dissertation for a doctoral 
degree. EU-Varna, 2012, 108 p. An analogy was made with the model of tax-control research 
process. 

 
Figure 2. Model of financial control research process 
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S` akd 2 
Guidelines and hypotheses for financial control study of the subsequent  

expenditures on tangible fixed assets 
 

Main directions  Specific guidelines and hypotheses 
1. Expenditures for 
repair of tangible fixed 
assets 

 

�  Documentary grounding and reliability of the expenditures – establishes 
sgd�`bbnt mshmf �enq�expenditures without availability of the required primary 
documents, as well as accounting for expenditures which do not correspond 
to the data in the available primary documents (different value, quality, 
quantity); 
�  Legality of the accounted expenditures: whether expenditures were 
accounted for repair of assets that are not used for the purpose of business; 
�  Adequate accounting treatment: whether subsequent expenditures, 
leading to the realization of future economic benefits beyond their 
originally assessed standard performance of the existing assets are 
accounted for as current expenditures rather than being capitalized. 

1-�Expenditures for 
improvement of tangible 
fixed assets 

 

�  Changes in the accounting estimates: whether there are indications of a 
change in the useful economic life of tangible fixed assets after 
improvement and whether they have been taken into account; 
�  Update of the amortization plan: whether after improvement of tangible 
fixed assets, the corresponding changes (useful economic life and book 
value) are reflected in the amortization plan and depreciation is corrected; 
�  Adequate accounting treatment: whether subsequent expenditures are 
capitalized instead of being accounted for as current expenditures, despite 
the lack of probability to realize future economic benefits beyond the 
originally estimated standard performance of the existing asset, just 
because they are mentioned in the NAS 16 Tangible fixed assets, as 
expenditures, which lead to improved future economic benefits of tangible 
fixed assets; 
�  Adequate tax treatment: whether subsequent expenditures, which lead to 
improvement (reconstruction, modernization) of leased tangible fixed 
assets have formed tax intangible fixed asset that is included in the tax 
amortization plan and is amortized with annual depreciation rate according 
to CITA; whether the tenant has levied VAT on free improvements of the 
leased asset at the date of return of the asset with the improvement upon 
termination of the lease contract and whether tax base for this purpose was 
properly formed. 
�  Documentary grounding, reliability and legality of the subsequent 
expenditures for tangible fixed assets with the nature of upgrades - 
similarly to p. 1. 

3. Expenditures for 
repair of vehicles, which 
are used in the 
management operations 

�  Observing the requirements of the Corporate Income Tax Act for final 
taxing of the expenditures: whether a declaration is filed with properly 
defined tax liabilities related to the expenditures for repair of vehicles used 
in the management activities. 

4. Expenditures for 
repair tangible fixed 
assets, which are used 
for personal purposes 

�  Observing the requirements of the VAT Act for taxing the private use of 
enterprise assets: whether they are included as part of direct expenditures 
in forming the tax base of the delivery on providing the assets for personal 
use of the owner or staff. 
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In connection with the clarification of the 
technology of financial-control study of the 
subsequent expenditures for tangible fixed assets, 
according to the model shown in Figure 2, also listed 
are means of control and information sources 
related to the expenditures for repair, improvement, 
reconstruction and modernization of tangible fixed 
assets:

I. Methods of control: different documentary 
checks (systematized, detailed, comprehensive, 
formal, arithmetic and substantial inspection, 
counterparty and mutual documentary check); 
amongst the means of de facto financial control 
appropriate are: inspection of tangible fixed assets, 
expertise, survey, interview, reference, written 
explanations, information from witnesses, control 
measurement and inventory; logical analysis, 
causal relationships analysis, trends, regularities, 
etc.

II.   Information sources:
· Trial balance - debit and credit turnover on 

account 613 Cost of acquisition of tangible fixed 
assets; debit turnover on the account 241 
Depreciation of tangible fixed assets; debit turnover 
on the accounts of group 20 Tangible assets and 
group 21 Intangible assets (account 219 Other 
intangible assets).

· Chronological payroll of the accounts of 
group 60 Expenses by economic elements and 
group 61 Operating expenses, as the subsequent 
expenditures for tangible fixed assets are initially 
accounted for at cost elements, then by function: the 
expenditures for repair are included in current 
expenditures for the accounting period and the 
expenditures for improvements are accounted for 
on the debit of the calculation account 613 Cost of 
acquisition of tangible fixed assets. Special 
attention should be paid to the turnover on account 
602 Cost of hired services as the subsequent 
expenditures for tangible fixed assets may be 
carried out by external specialized enterprises. 
When the repair is carried out in a commercial 
manner, usually accounts from group 60 Expenses 
by economic elements shall be completed with 
account 612 Cost of ancillary activity to which can 
be separated subaccount "Repairs". It is possible 
that the subsequent expenditures, incurred by the 
tenant are covered by the monthly lease payments 

within the term of the contract, whereas in this case 
account 651 Non-financial expenditures for future 
periods in which these expenditures are initially 
accumulated before being included in proportion to 
the expenditures for the current period must also be 

16 checked. 
·   The turnover on account 402 Suppliers by 

advances in respect of provided advances for 
making subsequent expenditures for tangible fixed 
assets;

· Accounts receivable (401 Suppliers and 411 
Customers, 404 Suppliers by supplies under certain 
conditions and 414 Clients by sales under certain 
conditions, 498 Other debtors, 499 Other 

17
creditors)  in connection with the settlement of 
reciprocal receivables between tenant and landlord 
in making subsequent expenditures at the expense 
of rent]

· Accounts reporting revenue from repair 
services from tenant to landlord, that are not 
gratuitous - account 703 Income from sale of 
services or account 709 Other operating income;

· Accounting depreciation plan and tax 
depreciation plan; 

· Primary accounting documents - invoices 
for repair services used and / or purchased 
construction materials and supplies;

· Disclosures to the Annual Financial 
Statements according to NAS 16 Tangible fixed 
assets;

· Protocol for VAT charged by the tenant at 
providing gratuitous repair service in respect of 
leased tangible fixed assets;

· Expert  assessment by construction 
engineers, technologists, technicians, mechanics, 
etc. for the nature of incurred subsequent 
expenditures for tangible fixed assets, as well as the 
actual amount of these expenditures;

· Insurance benefits and certificates from the 
competent authorities - municipalities, civil 
protection, fire protection, etc. for damaged tangible 
fixed assets as a result of natural disasters 
(earthquakes, floods, landslide of earth layers, fires, 
avalanches, etc.);

· Contracts for repairs and rental;

16    Evlogiev E. Subsequent expenditures on leased assets. magazine 
Accounting +, 8/2009, p. 12.
17   In accounting practices there are different variations in reporting 
the estimated relationship between tenant and landlord in connection 
with the repair carried out by the tenant, which is at the account on the 
monthly rent.
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· Subdivision register for distinguishing the 
expenditures for repair from the expenditures for 
improvements, reconstruction and modernization, 
when committed in a bundle;

· Protocols from reception committees and 
usage permit as required by construction 
supervision in the case of improvement, 
reconstruction and modernization of the building, 
which is accounted for as tangible fixed assets or 
investment property;

· Plans and requests for repairs, list of defects 
and repair schedule]

· Protocol for carried out repairs of tangible 
fixed assets, signed by the assignor and the 
contractor of repair;

· Inventory of fixed assets.

Conclusion

As a result of the conducted study of the 
subsequent expenditures for tangible fixed assets 
and with a view to improving the technology of 
financial control over the expenditures for repair, 
improvement, reconstruction and modernization of 
tangible fixed assets, the following summary 
conclusions can be made: 

1. Improper accounting and tax treatment of the 
subsequent expenditures for tangible fixed assets 
can have a significant impact on the financial result 
of the enterprise for the accounting period and 
greatly deform it, which is why the expenditures for 
repair,  improvement ,  reconstruct ion and 
modernization of tangible fixed assets are an 
important subject to financial control.

2. Technological issues of financial control over 
the subsequent expenditures for tangible fixed 
assets have not been studied independently and in 
depth in the specialized literature, and current 
financial control practice regarding this subject is 
based on limited guidelines.

3. The purposeful clarifying of the technology of 
financial control over the subsequent expenditures 
requires to proceed from certain technological 
model of financial control, respectively for the 
purposes of this study were used two technological 
models: the first presents the process of detecting 
deviations from the norm and developing an 
adjustment program (Figure 1), the second – 
presents the process of realization of financial-

control study in respect of a particular subject to 
control by systematization of control guidelines, 
checking control hypotheses with appropriate 
means, on the basis of data from relevant 
information sources (Figure 2).  

4. The technology of financial control over the 
subsequent expenditures for tangible fixed assets 
includes: first, establishing accounting and tax 
treatment of the expenditures for repair, 
improvement, reconstruction and modernization of 
the inspected enterprise, using appropriate control 
methods and information sources by which to 
examine different hypotheses corresponding to the 
specified control guidelines; second, making a 
comparison with the statutory provisions contained 
in the applicable accounting standards, CIT, VAT 
Act, LTFA and separate provisions in other laws; 
third, disclosure of negative deviations and 
violations of accounting and tax norms; fourth, 
implementation of appropriate control action 
according to the powers of the financial control 
body.

5. Proper accounting and tax treatment of the 
subsequent expenditures for tangible fixed assets 
depends on proper differentiation and classification 
of the expenditures for repair, improvement, 
reconstruction and modernization of tangible fixed 
assets, which in turn implies methodological 
knowledge and skills of financial-control bodies for 
conducting logical analysis and detection of causal 
link between the expenditures and the results 
achieved.

6. The drawn up list of the expenditures, which 
lead to improved future economic benefits and are 
subject to capitalization in the NASS 16 Tangible 
fixed assets should not be construed as exhaustive, 
but only as an example, since business practice in 
this aspect is very diverse and can hardly be 
specified. In this sense, the principal approach to the 
subsequent expenditures for property, plants and 
equipment, adopted in the relevant international 
accounting standards much better corresponds to 
actual business practice.
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