
Depreciation 

Definition: allocation of the COST OF ASSET or its REVALUED AMOUNT, over its 

USEFUL LIFE. 

Depreciation Method 

1. Straight line 

 The SIMPLEST and most COMMONLY used method. 

 Produces a CONSTANT depreciation expense. 

 Formula: 
𝑐𝑜𝑠𝑡 (𝐶)−(𝑟𝑒𝑠𝑖𝑑𝑢𝑎𝑙 𝑣𝑎𝑙𝑢𝑒 (𝑅𝑉) 𝑜𝑟 𝑠𝑎𝑙𝑣𝑎𝑔𝑒 𝑣𝑎𝑙𝑢𝑒 (𝑆𝑉))

𝑢𝑠𝑒𝑓𝑢𝑙 𝑙𝑖𝑓𝑒 (𝑛)
 

2. Double declining balance 

 DOUBLES the straight-line depreciation amount and SAME 

PERCENTAGE applied to un-depreciated amount in subsequent years. 

 Formula: 2 𝑥 
𝑐𝑜𝑠𝑡 (𝐶)−(𝑟𝑒𝑠𝑖𝑑𝑢𝑎𝑙 𝑣𝑎𝑙𝑢𝑒 (𝑅𝑉) 𝑜𝑟 𝑠𝑎𝑙𝑣𝑎𝑔𝑒 𝑣𝑎𝑙𝑢𝑒 (𝑆𝑉))

𝑢𝑠𝑒𝑓𝑢𝑙 𝑙𝑖𝑓𝑒 (𝑛)
 

3. Diminishing balance 

 Depreciate at FIXED PERCENTAGE  

 Formula: 1 − √
𝑟𝑒𝑠𝑖𝑑𝑢𝑎𝑙 𝑣𝑎𝑙𝑢𝑒 (𝑅𝑉)

𝑐𝑜𝑠𝑡 (𝐶)

𝑛
= 1 −

𝑟𝑒𝑠𝑖𝑑𝑢𝑎𝑙 𝑣𝑎𝑙𝑢𝑒 (𝑅𝑉)

𝑐𝑜𝑠𝑡 (𝐶)

1

𝑛
 

4. Units of production 

 Have FIXED RATE per unit of production. 

 Produces VARIABLE depreciation expense. 

 Formula: 𝑑𝑒𝑝𝑟𝑒𝑐𝑖𝑎𝑡𝑖𝑜𝑛 𝑝𝑒𝑟 𝑢𝑛𝑖𝑡 𝑥 𝑛𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝑢𝑛𝑖𝑡𝑠  𝑝𝑟𝑜𝑑𝑢𝑐𝑒𝑑  

Journal Entry 

DR Depreciation Expense 

  CR Accumulated Depreciation Expense 

(Recognise the depreciation expense of an asset) 
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