LEAVING CERTIFICATE

HIGHER LEVEL

Accounting

Depreciation of Fixed Assets

This is an important topic. At Higher Level, it is essential that a student has more than just a working knowledge of depreciation. A student must be able to deal competently with depreciation from every angle. It will be almost impossible to complete an examination paper without having to deal with Depreciation.

Depreciation / Revaluation can appear as a full question on its own on the examination paper. It can also appear in the following questions:

1. Final Accounts

2. Published Accounts

3. Tabular Statements

4. Service Firms

5. Club Accounts

6. Farm Accounts

7. Cash Flow Statements

8. Incomplete Records.

Fixed Instalment / Straight Line Method

Fixed assets are items of value owned by business, e.g. Motor Vehicles, Plant and equipment. Such assets are expected to last for a number of years. However, these assets lose their value over the years and this loss in value is called depreciation.

Depreciation is an expense to a business and must be charged against profits every year.

Depreciation is due to: -

a) Wear and tear - usage.

b) Obsolescence - new technology.

c) Passage of time - lease on premises.

d) Extraction - mine.
Depreciation is merely an estimate. To estimate this charge, four factors must be taken into account:
a) The cost of the asset

b) The residual / scrap value of asset

c) The estimated life of asset

d) The selection of an appropriate method of Depreciation.

Double - Entry Rules for Depreciation:

(1) Asset Purchased:

Debit Asset A/c
Credit Bank / Creditor A/c [with cost of asset]
(2) Annual Depreciation Charge
Debit Profit loss A/c

Credit Provision for Depreciation A/c [with annual charge]
(3) Asset Sold or Traded in:
(a)

Debit Disposal A/c 
Credit asset A/c [with cost of asset, including any addition e.g. refrigeration unit]
(b)

Debit Prov. for Depr. A/c 
Credit Disposal A/c [with total depreciation accumulated to date of disposal]

(c)
Debit Bank / Asset A/c 
Credit Disposal A/c [with money received on sale or trade in allowance]

(d)

Debit Profit Loss A/c

Credit Disposal A/c [with loss on disposal]

(e)

Debit Disposal A/c

Credit Profit Loss A/c [with profit on disposal]

(4) Insurance Compensation for Assets

Debit Bank A/c

Credit Disposal A/c [with amount received]

Approach to Examination Question:
1. Read question very carefully.

· Which method of depreciation is required?
· Time frame: from date of purchase to date of disposal or for full year regardless of dates.
· Watch out for change in % depreciation to be charged.

2. Higher Level students should prepare a table to show depreciation of vehicles.

