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RESERVES AND PROVISIONS IN DEPRECIATION

VNS Iy VYoV

> PROVISION FOR DEPRECIATION (Depreciation Provision)
<> RESERVE RELATED TO DEPRECIATION (Replacement Reserve /

Depreciation Reserve)
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1. PROVISION FOR DEPRECIATION

TIN5

Wihak is oo prowvision?

Ib's oo chuowge oogainskt profitks o
meet o knowvwn expense or loss.

Vihokt i1Is Prowvision For
Depreciation?

Ikt recovds Ehhe reducktion in Ehe
wvoallue of Fixed aasseks due bo
Usouge, weoar oand teor, oond Etimme.

Howw is it recorvrded?

Every yeow, debit the Profik &
Loss Account ovnd credik the
Frowvision for Depreciaktion
BAccounk.
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Journal Entry B

LLSTFTTITIONS

Depreciation Alc ...... Dr
To Provision for Depreciation A/c

Profit & Loss Alc ...... Dr
To Depreciation A/c

Balance Sheet Presentation

Asset side:
Fixed Asset
Less: Provision for Depreciation
= Net Book Value
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Machine cost: X1,00,000
Depreciation (10%): 10,000

Journal entry:
Depreciation Alc ...... Dr 10,000

In Balance Sheet:
Machine 1,00,000

7

EXAMPLE

NS Tl o E

What is the total machine

To Provision for Depreciation A/c 10,000

What is the depreciation

@ amount?

A

7

Less: Provision for Depreciation 10,000
Net Book Value = 90,000

20-11-2025
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RESERVE RELATED TO DEPRECIATION (Replacement Reserve /

TUTIOr/S

Depreciation Reserve)

“* A reserve is an amount set aside out of profits (not an expense) to strengthen
the financial position or meet unknown future needs.

*» A reserve created to accumulate funds so that the business can replace the
fixed asset after its useful life.

¢ It Is not a charge against profit; it is an appropriation of profit.
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LLSTFTTITIONS

Profit & Loss Appropriation Alc ...... Dr
To Depreciation Reserve A/c

Example: Depreciation Reserve
Company sets aside ¥20,000 each year from profits for future replacement of
machinery.

Entry:
Profit & Loss Appropriation A/c ...... Dr 20,000

To Depreciation Reserve A/c 20,000

Balance Sheet:

Liabilities — Reserves & Surplus — Depreciation Reserve 320,000
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20-11-2025

Difference Between Provision & Reserve (Specifically for Depreciation)

Provision for

Basis L Depreciation Reserve
Depreciation
Nature Charge against profit Appropriation of
&€ 45 P profit
To record fall in asset |To save money to
Purpose

value

replace the asset

Compulsory?

Yes

No (depends on
management)

Shown in B/S

Deducted from asset
value

Shown under
Reserves & Surplus

Affects Profit?

Reduces net profit

Reduces divisible
profit

Functional Accounting

S.Meenakshi, Assistant Professor
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LLSTFTTITIONS

THANK YOU
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