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Methods of Depreciation

Depreciation in accounting is basically the process of translating the original costs of fixed assets like equipment, plant, machinery and many others into the expenses. It is the decline in value of fixed assets due to usage and time spend. Although assets are important in helping businesses in the provision of goods and services, they lose value and productivity throughout their useful life (McFarland, 1990). It is always important to divide the cost of an asset throughout its probable lifespan considering its declining worth. There are different methods of depreciation which enable businesses to establish the expected loss of value of assets over time. Depreciation methods are basically ways of calculating the value lost throughout the expected lifetime of an asset. There are four depreciation methods which include straight-line depreciation method, reducing balance, units of production and sum-of-the-year’s-digits (McFarland, 1990). However, in this assignment, we focus on just three depreciation methods and their advantages. 
Reducing balance depreciation method

This method of depreciation alters the amount of decline charged over time. It is mostly referred to as accelerated depreciation. Reducing balance depreciation method is the best for assets that normally lose most of their value in the early years and experience a slow decline later on. A good example of such assets which can benefit from this method is computer equipment (Jonkisz-Zacny, 2014). Reducing balance depreciation method has several advantages. To start with, it is easy to understand and very simple to apply. It is calculated every year on the opening balance of asset. Second, reducing balance method equalizes both the cost and revenue of the business. Third, this is the method acceptable for purposes of income and tax (Jonkisz-Zacny, 2014). 
Straight-line depreciation method
Resources indicate that this is the simplest and commonly used method of depreciation. It can be calculated by subtracting the salvage value of the asset from the original buying price and then dividing it by the number of the expected years of its usefulness to the company. This method of depreciation results in equal reduction expenses spread uniformly over the lifespan of the asset (Ibarra, 2013). Like any other method of depreciation, straight line depreciation method has several advantages to the business. To start, it is termed as the simplest to compute among all depreciation methods. Additionally, it can be applied to all long-term assets and it is always the same for each period of the service life of an asset. Lastly, being the simplest and applicable in all long-term assets, straight line method is the commonly acceptable and utilizable method of accounting (Ibarra, 2013). 
Units of production depreciation method

Unlike the other two methods of depreciation which use time in estimating the value lost in an asset, the units of production method considers the amount of action experienced by the asset. Units of production method allow for a greater rate of decline during periods of high usage and lower rates when the asset has experienced low usages of has been idle. Typically, the units of production method of depreciation is useful to assets affected greatly by either physical use or output. Like the other methods, units of production depreciation method has its advantages and disadvantage (Marzo & Pagnozzi, 2011). Its advantages include the fact that it is accurate because it is charged on the rate at which the asset has been used and does not charge any unnecessary depreciation. It is a very useful method in manufacturing business because it is only charged based on the units produced other than a full year. Due to its ability to charge depreciation on exact units it is considered the most helpful in deciding the effectiveness of an asset Marzo & Pagnozzi, 2011).
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