


We will only concern ourselves with Tangible Assets .





…because it is assumed to have an unlimited lifespan.



Loss of value under Straight-Line depreciation occurs at the same 
rate over time.



Remember the Depreciation Adjustment as one of the five we 
learned about in the Adjustments unit?

You should be aware of what these terms are referring to.



Under the Units of Production method, the machine’s actual use or 
production of units determines how quickly it depreciates. 
Therefore the value would go down more irregularly depending on 
the frequency of use in a given year.





With the Double-Declining Balance method, depreciation occurs 
very quickly at the beginning of the asset’s life and then slows down 
as it gets older. The assumption here is that the asset would be used 
more when it is first purchased and then become less useful as it 
ages.



The tricky part of this method is that the asset cannot depreciate 
such that BOOK VALUE (asset cost – accumulated depreciation) 
cannot be less than residual/salvage value. That should make sense 
if you think about it. Therefore, we sometimes have to adjust the 
final depreciation to result in ending book value at salvage. In this 
example, year 3 depreciation was calculated at 125,000 but we had 
to change it to 50,000. There would be no depreciation in year 4 
because the asset was already fully depreciated by the end of year 3.





1. Straight Line: (1,440,000-120,000)/4 = $330,000 depr./year
Book year 1: 1,440,000 – 330,000 = $1,110,000
Book year 2: 1,110,000 – 330,000 = $780,000
Book year 3: 780,000 – 330,000 = $450,000
Book year 4: 450,000 – 330,000 = $120,000

Units of Production: (1,440,000 – 120,000)/20,000 = $66 depr./unit
year 1:  $66 x 6000 = $396,000 depreciation 

Book =1,440,000 – 396,000 = $1,044,000
year 2:  $66 x 8000 = $528,000 depreciation

Book = 1,044,000 – 528,000 = $516,000
year 3:  $66 x 4000 = $264,000 depreciation

Book = 516,000 – 264,000 = $252,000
year 4:  $66 x 2000 = $132,000 depreciation

Book = 252,000 – 132,000 = $120,000



1. Double-Declining Balance Method:

One year’s depreciation under straight line =
(Cost – Residual Value) / useful life 
(1,440,000 – 120,000) / 4 = $330,000

Rate of Depreciation = 
(one year’s depreciation under straight line)/ depreciable cost
330,000/(1,440,000 – 120,000) = .25 or 25%

Double Declining Balance rate = .25 x 2 = .5 or 50%



1. Double-Declining Balance Method:

First year’s depreciation =
1,440,000 x .5 = $720,000

Book Value = 1,440,000 – 720,000 = $720,000
Second year’s depreciation = 
720,000 x .5 = $360,000

Book Value = 720,000 – 360,000 = $360,000
Third year’s depreciation = 
360,000 x .5 = $180,000 

Book value = 360,000 – 180,000 = $180,000
Fourth year’s depreciation =
180,000 x .5 = $90,000

Book value = 180,000 – 90,000 = $90,000
Since book value cannot be less than residual value the last year’s 
depreciation must be reduced  to $60,000. This brings the book 
value down to match residual value ($120,000) exactly.



2.  Depreciation Expense $ 330,000
Accumulated Depreciation $330,000



3. Depreciation per year under straight line = $330,000

After two years, the accumulated depreciation would be:
$330,000 x 2 = $660,000

And the book value would be:

cost – accumulated depreciation
$1,440,000 - $660,000 = $780,000



Depreciation per year = 58,000 – 4,000 / 5 = $10,800
Accumulated Depreciation after 2 years = 10,800 x 2 = $21,600

Book value after year 2 = 58,000 – 21,600= $36,400

Journal entry for disposal:

Accumulated Depreciation $21600
Loss on Disposal $36,400

Crane $58,000



Depreciation per year = 58,000 – 4,000 / 5 = $10,800
Accumulated Depreciation after 2 years = 10,800 x 2 = $21,600

Book value after year 2 = 58,000 – 21,600= $36,400
Difference between book value and sales price =

40,000 – 36,400 = $3,600 gain

Journal entry for sale:

Cash $40,000
Accumulated Depreciation $21,600

Crane $58,000
Gain on Sale $3,600



Depreciation per year = 58,000 – 4,000 / 5 = $10,800
Accumulated Depreciation after 2 years = 10,800 x 2 = $21,600

Book value after year 2 = 58,000 – 21,600= $36,400
Difference between book value and sales price =

36,400 – 32,000 = $4,400 loss

Journal entry for sale:

Cash $32,000
Accumulated Depreciation $21,600
Loss on Sale $4,400

Crane $58,000



Final Notes on Sales and Disposals:

Always compare the sales price to the book value to determine 
whether a gain or loss occurred.

If the asset was disposed of, the entire book value is a loss.

If the asset is fully depreciated you can assume that book value 
equals salvage/residual value.

Debits must always equal credits when you have finished your entry.


