


IV. Comparing Depreciation Methods

Comparing Annual Depreciation

A. Yearly depreciation expense is different for each method. Year Straight Double-Declining
This causes net income to differ for each method. For Line Balance
accelerated methods, expenses are higher in the beginning
and lower at the end. This causes net income to be lower ; $1 1 ‘ggg $fgggg
in the beginning and higher at the end. This is good if you 3 11'250 6,250
want to delay paying income taxes. 4 11 '250 1’250

B. Book value differs each year. For the accelerated method, Total $45 000 $45.000

higher depreciation in the beginning means lower book value.
This lowers total assets on the balance sheets.
C. This lower asset value is offset by lower equity caused by lower income.
D. In later years, everything is the opposite. At the end of the asset's life,
balance sheets for each method are the same.

V. Revising Depreciation

A. The useful life and residual value of an asset may change after a period of operation.

B. This may happen because of excess wear due to adverse environmental conditions, technological
obsolescence, or just a poor estimate. When this happens, annual depreciation is changed.

C. After two years, the total useful life of a $7,000 computer/cash register is lowered from five years to four years.
Residual value remains $1,000. Revised annual straight-line depreciation would be $1,800.

P Original Depreciation ( Book Value After Two Years q Revised Depreciation
Cost $7,000 Book Value = Cost - Acc. Dep. D= 1(C-RV)
Residual Value $1,000 = $7,000 - 2 x $1,200 ]

= 1(C-RV) = $7,000 - $2,400 = 7 (#4,600-31,000)
= %($7,000 - $1,000) = $1,200 = $4,600 = $1,800

V1. Partial Depreciation

A. Assets bought during the accounting period may be depreciated proportionately based on time.

B. An asset bought on September 1 would be depreciated for only four months or 4/12 = one-third of a year.
1. Suppose one year's depreciation for this asset with a useful life of five years is $12,000.
2. One-third, or $4,000, would be taken in year one.
3. Years two through five would have depreciation expense of $12,000.
4. Year six would have depreciation expense of two-thirds of $12,000 or $8,000.

C. Partial depreciation of personal property purchased after 1980 is not appropriate for tax purposes. One-half year
depreciation is taken in the year of purchase and accelerated depreciation applies thereafter. For real property, tt
straight-line method applies. Residual value is ignored for all depreciable assets.

VII. Group Depreciation

A. Similar assets are often grouped for the purpose of depreciation.
B. This is done for convenience.

VIIl.Gains and Losses on the Disposal of Assets

A. Along-term asset does not always sell for book value.
1. Amounts received above book value are reported as gains.
2. Amounts received below book value are reported as losses.
3. Resulting gains or losses are not considered part of normal business operations
and are reported separately from operating income on the income statement.
B. Calculating gains and losses
1. At the end of four years, the $50,000 computer has a book value of $5,000.
2. Selling it for $8,000 results in a gain of $3,000. T : "
3. Selling it for $4,000 results in a loss of $1,000. Google "Free Quick Notes Books
for your copies of Quick Notes

Google "Excel Internet Library" for 19 Accounting, Economics, Statistics,
beginning to advanced learning materials. and Excel Statistics Lab Manual.
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