PROPERTY AND EQUIPMENT ACCOUNTING
I-Depreciation of Property and Equipment:

( Depreciation spreads the cost of an asset over its estimated useful life (except for land)

( With the exception of china, glassware, silver, uniforms, and linen, the journal entry to record depreciation is:








Dr.

Cr.

------------------------------------------------------------------------------------------------------------



Depreciation Expense


xxx




Accumulated Depreciation


xxx

------------------------------------------------------------------------------------------------------------

( The reason for the allocation process is the matching principle!

1. Accumulated depreciation: is a contra-asset account containing depreciation charges from the date the asset is purchased or placed into service.

2. Salvage value (or residual value) refers to the estimated proceeds from the disposal of an Asset less all removal and selling costs at the end of the asset’s useful life

3. Asset book value (at a given date) = Asset Cost – Accumulated Depreciation (at the same date)

4. Methods for calculating depreciation:

A) Straight Line Depreciation Method:

( A depreciation method allocating equal portions of the Fixed Asset to each period of the estimated useful life

( The amount of the Fixed Asset to be allocated at the end of each period is computed as follows:
( Annual depreciation expense = (Historical Cost – Salvage Value) / (Estimated Useful Life)

B) Accelerated Depreciation Methods:
( These are deprecation methods that allocate higher portions of the Fixed Asset at the first periods and lower portions towards the last periods of the Fixed Asset’s Estimated Useful Life

( Commonly, there are two Accelerated Depreciation methods used in the Hospitality Industry:

a) Declining Depreciation Methods

b) Sum-of-the-years-digit Depreciation Method

a) Declining Depreciation Methods:
( There are infinite numbers of declining methods, but the commonly used is the Double Declining Method

( Under the Double Declining Method, accountants shall first calculate the Double Declining Rate

Double Declining Rate =100 % / (years of Useful Life) * 2
b) Sum-of-the-years-digit Method:

( A Depreciation Method based on the Estimated Useful Life.

( The Procedure of computing the coefficient with which (Historical Cost – Salvage Value) shall be multiplied is the following:

1. Sum the total Estimated Useful Life. The total should be the denominator of the fractions
2. Reverse the Estimated Useful Life and allocate the Last one to the First Period, Second last to the Second First Period and so on.

Problem:

Jamel Holiday Village purchased equipment worth of $ 15,000. The expected useful life is 5 years and the salvage value at the end of the 5th  Year is expected to be $ 1,000. Calculate each year’s Depreciation Expense, Accumulated Depreciation, and Book Value (round to the nearest whole number!) using:

a) Straight Line Depreciation Method
b) Double Declining Depreciation Method

c) Sum-of-the-years-digit Depreciation Method

Solution:

a) Straight Line Depreciation method:

Annual Depreciation Expense = (15,000 – 1,000) / 5 = $ 2,800

	Year
	Computation
	Depreciation
	Accumulated
	Historical
	Book Value

	 
	 
	Expense
	Depreciation
	Cost
	 

	
	
	
	
	
	

	0
	Upon Acquisition
	----------
	----------
	$15,000
	$15,000

	1
	(15,000 - 1,000) / 5
	$2,800
	$2,800
	$15,000
	$12,200

	2
	(15,000 - 1,000) / 5
	$2,800
	$5,600
	$15,000
	$9,400

	3
	(15,000 - 1,000) / 5
	$2,800
	$8,400
	$15,000
	$6,600

	4
	(15,000 - 1,000) / 5
	$2,800
	$11,200
	$15,000
	$3,800

	5
	(15,000 - 1,000) / 5
	$2,800
	$14,000
	$15,000
	$1,000


b) Double Declining Depreciation Method:

Double Declining Rate = 100 % / 5 * 2 = 40 %

	Year
	Computation
	Depreciation
	Accumulated
	Historical
	Book Value
	

	 
	 
	Expense
	Depreciation
	Cost
	 
	

	
	
	
	
	
	
	

	0
	Upon Acquisition
	----------
	----------
	$15,000 
	$15,000 
	

	1
	15,000 * 0.40
	$6,000 
	$6,000 
	$15,000 
	$9,000 
	

	2
	9,000 * 0.40
	$3,600 
	$9,600 
	$15,000 
	$5,400 
	

	3
	5,400 * 0.4
	$2,160 
	$11,760 
	$15,000 
	$3,240 
	

	4
	3,240 * 0.40
	$1,296 
	$13,056 
	$15,000 
	$1,944 
	

	5
	See Note
	$944 
	$14,000 
	$15,000 
	$1,000 
	

	Note: The allowable $ 944 Depreciation Expense is determined by computing the difference

	between the previous Book Value of $ 1,944 and the Salvage Value of $ 1,000
	


c) Sum-of-the-years-digit Method:

Sum of the Estimated Useful Life = 15
	Year
	Computation
	Depreciation
	Accumulated
	Historical
	Book Value

	 
	 
	Expense
	Depreciation
	Cost
	 

	
	
	
	
	
	

	0
	Upon Acquisition
	----------
	----------
	$15,000 
	$15,000 

	1
	(5/15) * (15,000 - 1,000)
	$4,667 
	$4,667 
	$15,000 
	$10,333 

	2
	(4/15) * (15,000 - 1,000)
	$3,733 
	$8,400 
	$15,000 
	$6,600 

	3
	(3/15) * (15,000 - 1,000)
	$2,800 
	$11,200 
	$15,000 
	$3,800 

	4
	(2/15) * (15,000 - 1,000)
	$1,867 
	$13,067 
	$15,000 
	$1,933 

	5
	(1/15) * (15,000 - 1,000)
	$933 
	$14,000 
	$15,000 
	$1,000 


Comparison of Depreciation Methods:

	Years
	Straight Line Method
	Double Declining Method
	Sum-of-the-years-digit Method

	1
	$ 2,800
	$ 6,000
	$ 4,667

	2
	$ 2,800
	$ 3,600
	$ 3,733

	3
	$ 2,800
	$ 2,160
	$ 2,800

	4
	$ 2,800
	$ 1,296
	$ 1,867

	5
	$ 2,800
	$ 944
	$ 933

	Total
	$ 14,000
	$ 14,000
	$ 14,000


( Whatsoever Depreciation Method chosen, at the end of the Estimated Useful Life, only the Salvage Cost Remains as the Book Value!

( According to the consistency Principle, companies may choose any Depreciation Method they want. However, once chosen, the same Method must be carried out all along the Estimated Useful Life of the Fixed Asset!

( If not, companies shall attach a footnote to their Income Statements explaining the reason and the net effect of the Income Tax!
II-Depreciation of China, Glassware, Silver, Linen and Uniforms:

( China, glassware, silver, linen and uniforms can be depreciated using any method the company chooses. However, there is no contra-asset account assigned for such a very allocation process!

( The journal entry of Depreciation of China (for example) is the following:

Dr. 

Cr.

------------------------------------------------------------------------------------------------------------

China (Expense Account)


xxx





China (Asset Account)


xxx

------------------------------------------------------------------------------------------------------------

III-Sale or Disposal of Property & Equipment:
( Occurs when a business:
1. Sells its assets against cash or a promise to pay
2. Gets rid of a certain asset at no salvage value
( Three scenarios usually occur under the above transaction:
1. Sales Value > Asset Book Value
2. Sales Value = Asset Book Value
3. Sales Value < Asset Book Value
1. Sales Value > Asset Book Value:
( Referred to as Gain on Disposal of Equipment!
( The journal transaction is the following:









Dr.
Cr.

------------------------------------------------------------------------------------------------------------

Cash (or Accounts Recievable)


aa


Accumulated Depreciation – Equipment

bb




Equipment




cc




Gain on Disposal of Equipment

dd

------------------------------------------------------------------------------------------------------------
2. Sales Value = Asset Book Value:

( The journal transaction is the following:









Dr.
Cr.

------------------------------------------------------------------------------------------------------------

Cash (or Accounts Recievable)


aa


Accumulated Depreciation – Equipment

bb




Equipment




cc

------------------------------------------------------------------------------------------------------------
3. Sales Value < Asset Book Value:

( Referred to as Loss on Disposal of Equipment!
( The journal transaction is the following:
Dr.
Cr.

------------------------------------------------------------------------------------------------------------

Cash (or Accounts Receivables)


aa


Accumulated Depreciation – Equipment

bb


Loss on Disposal of Equipment



dd




Equipment




cc

------------------------------------------------------------------------------------------------------------
