Adjusting for Depreciation

Fixed Assets: _________________________________________________________________

Assets decrease in value over time (with the exception of land). Depreciation _____________

____________________________________________________________________________. 

Example: Mow-A-Lawn purchased a new truck for $23,000. The truck was sold 10 years later for $3,000.

Therefore, over the 10-year period, the cost of using the truck was ________________. This cost cannot be ignored when considering profit/net income.

Calculating Depreciation: The exact cost of depreciation cannot be determined until the end of the assets life. However, we need to include depreciation expense each year, so we estimate it while the asset is still in use. 

Straight-Line Method of Depreciation: Divides the net cost of the asset equally over the years of the assets life. 

 Straight-line depreciation for one year = ________________________________________

Using the example above, calculate the straight-line depreciation for after the first year of the trucks purchase

Straight-line depreciation for one year =  

Complete the depreciation schedule for the truck over the 10 year useful life using the straight line depreciation method. 

	Year
	Depreciation
	Accumulated Depreciation
	Undepreciated Cost

	Original Cost
	
	
	$23,000

	1
	
	
	

	2
	
	
	

	3
	
	
	

	4
	
	
	

	5
	
	
	

	6
	
	
	

	7
	
	
	

	8
	
	
	

	9
	
	
	

	10
	
	
	


Depreciation is handled as an adjusting entry at the end of the period on the worksheet (just like supplies, prepaid insurance, etc). 

When journalizing the depreciation for truck, we use a new account called Accumulated Depreciation. 

	Date


	Particulars
	PR
	Debit
	Credit

	
	
	
	
	
	

	
	
	
	
	
	


	Truck

	
	


	Accumulated Deprecation Truck

	
	


	Depreciation Expense - Truck

	
	


Depreciation expense appears on the Income Statement in the Operating Expenses section.

Accumulated Depreciation appears on the Balance Sheet as follows:

	Fixed Assets
	
	
	

	
	
	
	

	
	
	
	


Declining Balance Depreciation

There is more than one way to calculate depreciation. The government requires the declining balance method for Income Tax purposes. 

The declining balance method of depreciation calculates the annual depreciation by _________

_____________________________________________________________________________. (different types of assets receive different fixed percentages).

Consider the Mow-A-Lawn example (purchased a truck for $23,000). The depreciation rate for trucks is 30%.

What is the deprecation for the truck after the first year?


Depreciation = 

Depreciation (year 1)  = 

What is the depreciation for the truck in year 2?


Remember, you need to multiply the rate by the undepreciated cost = 

Depreciation (year 2) = 

Complete the depreciation schedule for the truck over the 10 year useful life.

	Year
	Depreciation
	Accumulated Depreciation
	Undepreciated Cost

	Original Cost
	
	
	$23,000.00

	1
	
	
	

	2
	
	
	

	3
	
	
	

	4
	
	
	

	5
	
	
	

	6
	
	
	

	7
	
	
	

	8
	
	
	

	9
	
	
	

	10
	
	
	


What is the journal entry for depreciation at the end of year 5?

	Date


	Particulars
	PR
	Debit
	Credit

	
	
	
	
	
	

	
	
	
	
	
	


How would the fixed asset section of the balance sheet look at the end of year 5?

	Fixed Assets
	
	
	

	
	
	
	

	
	
	
	


Compare the depreciation schedule for the truck using the straight line method and the schedule using the declining method. 

Which method will result in Mow-A-Lawn paying less income tax in year 1?

