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Introduction 

When a capital asset or non-current asset is disposed of there are a 

variety of accounting calculations and entries that need to be made.  

Firstly, the asset being disposed of must be removed from the accounting 

records as it is no longer controlled. In most cases the asset will be 

disposed of for either more or less than its carrying value leading to a 

profit or a loss on disposal which must be accounted for. 

Finally, the fact that the asset has been disposed of must be recorded in 

the non-current asset register. 

In most examinations you will be required to put through the accounting 

entries for the disposal of a capital asset (i.e. a non-current asset) and to 

record the disposal in the non-current asset register.  
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 1 Accounting for the disposal of capital assets 

1.1 Introduction 

When a capital or non-current asset is sold then there are two main 

aspects to the accounting for this disposal: 

Firstly the existing entries in the ledger accounts for the asset being 

disposed of must be removed as the asset is no longer controlled. 

Secondly there is likely to be a profit or loss on disposal and this must be 

calculated and accounted for. 

1.2  Removal of existing ledger account balances 

When an asset is sold, the balances in the ledger accounts that relate to 

that asset must be removed. There are two such balances:  

(a) the original cost of the asset in the non-current cost account 

(b) the depreciation to date on the asset in the accumulated depreciation 

account. 

In order to remove these two balances we must do the following:  

Step 1  

Open a disposal account.  

Step 2  

Transfer the two amounts to the disposal account. 

Step 3  

Enter any proceeds from the sale of the asset in the disposal account. 

 

 Definition – Disposal account 
 

The disposal account is the account which is used to make all of the 
entries relating to the sale of the asset and also determines the profit or 

loss on disposal. 
 

1.3 Profit or loss on disposal 

The value that the non-current is recorded at in the books of the 

organisation is the carrying value, i.e. cost less accumulated depreciation. 

However this is unlikely to be exactly equal to the amount for which the 

asset is actually sold. The difference between these two is the profit or 

loss on disposal. 
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 £ 

Cost of asset X 

Less: accumulated depreciation (X) 

 ––– 

Carrying value X 

Disposal proceeds (X) 

 ––– 

(Profit)/loss on disposal X 

 ––– 
 

 

If the disposal proceeds are greater than the carrying value a profit has 

been made, if the proceeds are less than the carrying value a loss has 

been made. 

 

 Example 1 
 

A non-current asset cost £14,000 

The accumulated depreciation on this asset is £9,600.  

This asset has just been sold for £3,800. 

(a) What is the profit or loss on disposal? 

(b) Write up the relevant ledger accounts to record this disposal.  

Solution 

(a) 

  £      

 Cost   

 Accumulated depreciation   

  ––––––  

 Carrying value   

 Proceeds   

  ––––––  

 Loss on disposal   

  ––––––  
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(b) Step 1 

 Determine the cost and accumulated depreciation ledger account 

balances for this asset. 

 Non-current asset  

  £  £  

 Balance b/d     
      

 Accumulated depreciation  

  £  £  

   Balance b/d   

 Step 2 

 Open the disposal account and transfer balances on the above two 

accounts. 

 Cost 

 Debit Disposal account  

 Credit Non-current asset account 

 Accumulated depreciation 

 Debit Accumulated depreciation  

 Credit Disposal account  

 Non-current asset  

  £  £  

 Balance b/d 14000     

  ––––––  ––––––  

      

  ––––––  ––––––  
      

 Accumulated depreciation  

  £  £  

   Balance b/d 9600  

  ––––––  ––––––  

      

  ––––––  ––––––  
      

 Disposal  

  £  £  
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 Step 3 

 Enter the proceeds in the disposal account and balance the 

disposal account with the profit/loss on disposal. 

 Disposal  

  £  £  

 Cost 14000 Accum Deprec 9600  

      

      

  ––––––  ––––––  

      

  ––––––  ––––––  
      

Note 1: The loss of £600 is credited to the disposal account to 

balance the account. The corresponding debit is in the 

statement of profit or loss and represents the loss on the 

disposal. 

Note 2:  The profit or loss on disposal can actually be calculated as 

the balancing figure in the disposal account: 

• if there is a debit entry to balance the account then this 

is a profit on disposal which is credited to the SPL as 

income 

• if there is a credit entry to balance the account then this 

is a loss on disposal which is debited to the SPL as an 

additional expense. 
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1.4 Journal 

As with the acquisition of non-current assets, the journal or journal 

voucher is used as the book of prime entry. The journal voucher for this 

entire disposal is shown as follows: 

 

Journal entry No: 234 

Date 4 July    

Prepared by    

Authorised by    

Account Code Debit 
£ 

Credit 
£ 

Disposals 0240   

Motor vehicles cost 0130   

Motor vehicles acc. dep’n 0140   

Disposals 0240   

Cash at bank (receipts) 0163   

Disposals 0240   

Totals    
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 2 Part-exchange of assets 

2.1  Introduction 

There is an alternative to selling a non-current asset for cash, particularly if 
a new asset is to be purchased to replace the one being sold. This is often 
the case with cars or vans where the old asset may be taken by the seller 
of the new asset as part of the purchase price of the new asset. This is 
known as a part-exchange deal. 

2.2  Part-exchange deal value 

When a part exchange deal takes place the seller of the new asset will 
place a value on the old asset and this will be its part-exchange value. 

 

 Example 2 
 

A new car is being purchased for a list price of £18,000. An old car of 
the business has been accepted in part-exchange and the payment 
required for the new car is £14,700. 

What is the part-exchange value of the old car? 

Solution 

  £      

 List price   

 Payment required   

  ––––––  

 Part-exchange value   

  ––––––  
 

2.3  Accounting for the part-exchange value 

The part-exchange value has two effects on the accounting records: 

(a) it is effectively the sale proceeds of the old asset 

(b) it is part of the full cost of the new asset together with the balance 
paid (whichever method of payment is applicable). 

The double entry for the part exchange value is: 

• credit the disposal account as these are the effective proceeds of the 

old asset 

• debit the new asset cost account as this value is part of the total cost 

of the new asset. 
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 Example 3 
 

Suppose Nigel had part exchanged his van for a new one.  

The old van had cost £2,000 and depreciation amounted to £1,500.  

The garage gave him an allowance of £700 against the price of the new 
van which was £5,000. He paid the balance by cheque. 

Show all the accounting entries for the disposal of the old van and the 
acquisition of the new van. 

Solution 

Step 1  

Transfer balances from van and accumulated depreciation accounts to 
the disposal account.  

 Old van  

  £  £  

 Balance b/d     

  ––––––  ––––––  

      

  ––––––  ––––––  
      

 Accumulated depreciation  

  £  £  

   Balance b/d   

  ––––––  ––––––  

      

  ––––––  ––––––  
      

 Disposal  

  £  £  

      

Note: We have closed off the van and accumulated depreciation 
account to make the entries clearer. 
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Step 2 

Open a new van account and enter in it: 

(a) the part exchange value (£700) from the disposal account; and  

(b) the balance of the cost of the new van (£4,300). 

The £700 part exchange value is also credited to the disposal account 
as the effective proceeds of the old van.  

 Disposal  

  £  £  

 Old Van 2000 Accum Deprec 1500  

      
      

 New van  

  £  £  

      

      
      

Step 3 

Balance the accounts 

(a) Close the disposal account to the statement of profit or loss with a 
profit of £200 being recorded.  

(b) Bring down the total cost (£5,000) of the new van. 

 Disposal  

  £  £  

 Old Van  2000 Accum Deprec 1500  

  

  New Van 700  
  ––––––  ––––––  

      

  ––––––  ––––––  

 New van  

  £  £  

 Disposal 700 Balance c/d   

 Bank  4300    

  ––––––  ––––––  

      

  ––––––  ––––––  
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Note 1: You could put all the entries in the one van account. It would 
look like this. 

 
Motor van 

 

  £  £  

 Balance b/d 2,000 Disposal 2,000  

 Disposal 700 Balance c/d 5,000  

 Bank 4,300    

  ––––––  ––––––  

  7,000  7,000  

  ––––––  ––––––  

 Balance b/d 5000    
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 3 Disposals and the non-current asset register 

3.1  Introduction 

When a non-current asset is disposed of then this must be recorded not 
only in the ledger accounts but also in the non-current asset register. 

 

 Example 4 
 

Date of 
purchase 

Invoice 
number 

Serial 
number 

Item Cost Accum’d 
depreciation 

b/f at 1.1.X8 

Date of 
disposal 

Depreciation 
charge in 

20X8 

Accum’d 
depreciation 

c/f 

Disposal 
proceeds 

Loss/  
gain on 

disposal 

    £ £  £ £ £ £ 

 3.2.X5 345 3488 Chair 340 102   34 136   

 6.4.X6 466 – Bookcase 258 52   26 78   

 10.7.X7 587 278 Chair 160 16  12.7.X8 –    

 30.8.X8 634 1228 Table 86   9 9   

    –––– ––––  –––– ––––   

    844 170  69 223   

    –––– ––––  –––– ––––   
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Using the non-current asset register example we will now complete the 

entries for the chair (serial number 278) being disposed of. 

The disposal proceeds are £15. 

The profit or loss must also be entered into the non-current asset register and 

the total of all of the profits or losses should equal the amount transferred to 

the statement of profit or loss for the period. 

Solution 

(W1)  £  

 Cost 160 

 Cumulative dep’n (16) 

  –––– 

 CV 144 

 Proceeds (15) 

  –––– 

 Loss 129  

Date of 

purchase 

Invoice 

number 

Serial 

number 

Item Cost Accum’d 

depreciation 
b/d at 1.1.X8 

Date of 

disposal 

Depreciation 

charge in 
20X8 

Accum’d 

depreciation 
c/d 

Disposal 

proceeds 

Loss/gain 

on disposal 

    £ £  £ £ £ £ 

 3.2.X5 345 3488 Chair 340 102  34 136   

 6.4.X6 466 – Bookcase 258 52  26 78   

 10.7.X7 587 278 Chair 160 16 12.7.X8   –  15 (129)(W1) 

 30.8.X8 634 1228 Table 86     9 9   

    –––– ––––      

    844   170      

12.7.X8  278 Chair (160) (16)      

    –––– ––––  –––– –––– ––––       ––––   

    684   154  69 223        15   (129) 

    –––– ––––  –––– –––– ––––       ––––   
 

 

The result will be that the disposed asset of will have a zero balance in the 

non-current asset register at the end of the accounting period.  

 


