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Types of Depreciation - Diminishing Balance Method

*  What it is: This method is a slightly more complicated way to depreciate an asset.
It lets you write off more of an asset’s value in the days immediately after you buy
it and less later on.

*  Whoit's for: Companies that want to recover more of an asset’s value upfront
* Formula: Book Value at the beginning of the year * Rate of Depreciation

*  How it works: This method is based on the assumption that the cost of maintaining B
assets is low in the early years, and hence a greater amount of depreciation should
be charged. Furthermore, if the cost of maintenance increases over time, the .
depreciation charge should be reduced accordingly. This method, therefore,
imposes an equal obligation on profits each year throughout the life of the asset.
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Example
*  We'll use the Car example for straight-line depreciation in our previous article.
* Since the Car is depreciated over 10 years, its depreciation rate is 10%.
* Inyear one of the Car’s 10-year useful life, the equation looks like this:
— Formula: Depreciation rate x book value at the beginning of the year

— 10% x 10,000 = RM1,000

*  You'll write off RM1,000 of the Car’s value in year one. Now, the book value of the
Car is RM9,000.
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* So, the equation for year two looks like this: 10% x 9,000 = RM900 o
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