Ralph's Group Depreciation





Ralph is studying Group Depreciation Methods and is concerned about whether they are consistent in the way we usually think of accounting.  That is, is total income over the life of the firm equal to total cash flows, etc.?





Consider a firm which owns two assets (equipment) with the following characteristics:





		Cost	Salvage	Useful Life


Asset 1		100		0		2


Asset 2		140		20		3








1.	What is the group depreciation rate?





2.	Assume assets are replaced as retired for the same cost.  That is, an asset just like Asset 1 is purchased for $100 at the beginning of year three.





a.	Assume the group depreciation method is used.  Make all relevant journal entries for years one through three.  What balances would appear for Equipment and Accumulate Depreciation at the end of each year?  How much depreciation would be taken in total after three years?  What is the cumulative effect on retained earnings?





b. 	Assume the straight line method was used.  Make all relevant journal entries for years one through three.  What balances would appear for Equipment and Accumulate Depreciation at the end of each year?  How much depreciation would be taken in total after three years?  What is the cumulative effect on retained earnings?





3.	Assume no assets are replaced over the first three years, and the each asset is disposed of as anticipated.  Repeat parts a and b.





4.	Assume no assets are replaced over the first three years, and that Asset
