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Depreciation



DEPRECIATION

I. Reduction in fthe wgetul economic Life of tangiple mon current assets.
2. Consumption of Non  curient asset over a Perigd. of time.

3 .Decregse  in the value of tangible mon current assels.

U.Systematic Decregse in the value of tongible mon current assets,

Nete:- ALl mon  current  ascels Meed. to be depreadted. except land as if
has an  infmite or unimited.  usetul \ife.
- Reduction ' value of intangihle non (urrent assets e.g:- goodwil,
patents {s colled ammortization.
‘Reduction in volue aof matural resources s Coled depletion.

uges 01S O ereciation -
1. Prysical Factots

- wear and teaf

» Pust and. dust

3. Ecanomic Fackars
« Obsolescence (outdateobsolete)
+ Madequacy (N6 Longer required| nsuftident)

3 Time Fartar (for leasehold. assets)
Reacos e chagi \reciation

To spread the (o0& of an o0sset  over its usul ewnomic life as per the
macching | accrual concept.

To enture that the yolue of ascers and. protits are viet overStaked as per the
prudence Concept .

Method¢ o} Depreciation

| Straignt Wne  Methad,

2. Reductng (Diminishing) Baance mMethod,
3. Revaluation Methad..



Sttarqht line Method =
* Annual Depreciation expense = cost - scrap value

usetul Life

whete;
Cost s+ purchace prce of an 05se0 + expens incurred. deCCﬁ\j of \eqall3
purchase of ascet and in making i operational

Scrap Value | Salvage yalue|Residual Volwe) rade i Value:
expetted <aleable yolue at the end of usebul \ife

usetul \ife . esimated economic ufe ot osel

+ fited percentage, Ivate of depreciation ig applied 00 Orginal CoSt of agset
-depfecioti(m eIpenge  Rach geGr remains (onstant

o
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O v 3 3 u e (years)
i nlriec:
I e 12all tr 444
r cr
non cuveent agset T XX X
Cachlbank v XX X
"‘ N . .
. ;] | dr cr
income, statement (dep. etpense) ¥ XX X

provigion for depreciation T XX X



Depreciation  Policies -
1.To charge o full yew deprecialion n the gear of purchdase but none m

year of digposal./
To charqe depreciation on all mon cuwent assets held. at year end..

Example: A buginess {inanciol year is from £V April il 3 March. The bugines
sold. o wnator venicle on 31 Janwary 2020 which was purchased on
1% November 016, (olculate how many years of deprenation WA
charged. on this asset.

_ _ \fipr Q01

(i) | LiNov Q016 - Purchase
| 3vtmMar 2013

L1 APr 01

31 Mlar 2013
LISt Apr Q018

| 3¢ Mar 2019

L1 hpr 2019

_ 2157 3an 3020 - Disposal (sale)
| 3% Mar 2030

1.0 charge  depreciation on monthly hasis /
To charge dereciation on Praportionate  basis,

Example: A business purchased. a non curreab  asseb on 1 Jonuary A013 and it
00s sold on 36 Auqust aoal. The bousines< tinancial year i from
FJuly till 30™ June. Calculate Wiow many gears of depreciatic N wal
charged on this asset.



émonth[

R monﬂ\[
(P month[
13 month [

amontnC

_ I“Ju\uj 013

_1stJon Q013 purchase
_ 30" June Q018

L July 3013

| 30" June 30V
¢ July 2014

L 30% June 2020
st J’ul\tj 20Q0

L 30" June A0t

L1 July Q031
- 3t Quguse — Disposal [sale

L 30" June 2023

Total Depreciation > 3 yedrs 3 manthg

oY Uy

MoNnths



Example,

List price of machinery - $106600
Trade Diccount = 0.

Delivery Ccharges = $4000

Instalt ation  charges - $6000

Uselul Nfe = U yeats

Scrap value = il

Required :

0. Calculate the (Cost of the Qsser

b. Anqual Depreciation  (narge

¢. Rate of Depretiation

d. Caleulate g(fmlkosc on disposal if 0stet woes Sald ofter 3 years for $3500.
¢. Fepare dispogal accounT.

Q. Cost of the fecel £
LSt price 166600
O trede digcount (207, _(20000)
= et nuoice value 30000
t carriage U060
t inskall ation  charges 6000
= (ost of assetr 443000
b. Depreciation expense = oSt - sctap value
usetul \ite
= _$000060 - O
U years

]

$33500/year  (annual)

C. Rate of Depreciation = _10G7. oR _deprecialion expeace % 160

ucetul tike cost - sSCrap value
E £40000 -0

= QS'[, = QS.IQ



d. Accumulated Depreciotion = $3A500 x 3 years

= $61500
N ¢ DISDOSG\ alc
(ost 46000 —— machinery QG000 prov. for dep. £3500
6) fccumulated depeciation.  —— (615060 (Cast)
= NethoOr Value 93300 J 7lcashlhank 3500
O Sale Proceeas >[L0sS (TIS) _15000
= Logs on Digpagal \5000 90000 40000
. dr cr
I, digpasal alC XX X
osset  alc ¥ XX X
(with the amount of orginal cast of assec]
- provigion for depreciation ¥ xg; -
dispesal alC XX X
[with the amount of accumulated depreciation Charqed during its  opefating lite
w. bank|cash T xg\r( “
disposal alc XX X

[with the omount of Sale proceed Yeceived on  disposal]

iv. (main|locc on digpacal

& gain 0n dispasal

) dr cr
dispasal Q¢ X X X
wmeome Statement T (Reveaue) XX X
4 10¢S on  di¢pocal
\ _ dr cr
income  statement ¥ (Erpense) XX X
d‘isposa\ alC XX X

Note: There S Mo opening ot closing balane in disposal account.



Example - brd

The tollowing nfomation 1§ availabie on 1% January 031.

%
motor venicles @t cogt £0606060
accumulated.  depreciation 15000

It s business policy to charge deprecialion en monthly basis using 36k /antun,
graight Line  methock.

The {otlowing changes took place in year 01

i Purchaced mew motor vehicle eosting §36000 on 1* Aprl 304

i.Sold an old wator vehicle purchased gn 15t March 2019 for $3660. The aget
wa¢é sold on 30M June 3Adal and otiginally cast $13000.

bequired :

1. Calculate gain or Lec o digpasal

i Prepare  disposal aCcount.

ii Calculate deprecigtion charge fof 0al.

(0sk
_ 1" Joauary 2021 - Year stk bid 5400600

15t Apeil 03V - QAdditions $30000

L 30 June 2031 - Disposal (cost) (£12000)

| 31% Decemper a0di-yearend cjd 568000
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