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Diminishing Value Method
- The depreciation charge is larger in the early years but decreases as the asset becomes 
mature.

Advantages Disadvantages

As the asset gets older, repairs and 
maintenance increases but these cost are 
offset by lower depreciation in later years

is not appropriate for lease because it does
not provide equal amount of depreciation 
each year

Is appropriate where the risk of 
obsolescence is high e.g. motor vehicles 
and machinery

not possible to write the total cost at the 
end of the life because some balances 
remain

Units of Production Method
 Calculates depreciation on the basis of expected output or usage of the fixed asset. 
 life is expressed in number of units, mileage, number of hours rather than number of 

years.
 known as Units of Activity, Units of Usage and Unit of Use method. Generally used 

for airplanes, plants, machines. 
 Deprecation and book value under this method fluctuates depending on the usage in

each year.
Advantages Disadvantages

Suitable in case of fixed assets that 
depreciate in
proportion to units of activity rather than 
just the passage of time.

Is limited to only certain types of assets. 
Not suitable for furniture or buildings

Most accurately reflects the pattern of 
consumption of economic benefits.

is solely based on usage, does not take 
into account assets life.
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Strand – 6 SYSTEMS FOR IMPLEMENTING THE ACCOUNTING PROCESS- I
Sub Strand (6.3) Sub System  Inventory 
Content Learning 
Outcome (6.3.1)

Evaluate the internal control procedures over inventory.  
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