SPCS Form 4

Principles of Accounts


Practice Questions 01

Accounting for Depreciation of Fixed Assets

DEP_EX01

Richard Wong is a sole trader.  The following information was extracted from his balance sheet as at 31 December 2004.

	Fixed Assets
	Cost ($)
	Aggregate depreciation ($)
	Net book value ($)

	Land and buildings 
	100,000
	/
	100,000

	Machinery
	10,000
	2,000
	8,000


Wong purchased machinery on 1 January 2003.  Using the straight-line method, he estimated that it would have a working life of 10 years with no scrap value.

On 1 April 2005, he purchased a motor lorry $25,000 by cheque.  The depreciation is calculated using the reducing balance method at a rate of 40% per annum.

Assets acquired during the year were depreciated from the date of purchase.

Required:

(b) In the books of Richard Wong, prepare the following accounts for the three financial years ended 31 December 2004, 2005 and 2006, and balance the accounts at the end of each year:

(i) Machinery

(ii) Provision for depreciation of machinery

(iii) Motor lorry

(iv) Provision for depreciation of motor lorry

(b) Show the balance sheet (extract) as at 31 December 2006 for all fixed assets

DEP_EX02

On 1st January 1993, Tony Brown paid $92,000 for furniture and equipment for his office.  He depreciated these assets using the straight-line method.  He estimated that, at the end of the 8th year, their scrap value would be $14,000.

On 1st July 1993, he purchased a motor van costing $150,000 for his business.  He depreciated the van at the rate of 40% per annum using the reducing balance method.

He retained the various asset accounts at cost and dealt with depreciation using a provision for depreciation account for each asset.  He financial year ends on 31st December.  Any asset purchased in the first six months of a year has a whole year’s depreciation written off.  Any asset purchased in the second half of the year has only a half-year’s depreciation charged to profit and loss account.

Required:

(a) Prepare for the years ended 31st December 1993, 1994, 1995 and 1996:

(i) Furniture and equipment account

(ii) Provision for depreciation of furniture and equipment account

(iii) Motor van account

(iv) Provision for depreciation of motor van account

(b) Show the balance sheet (extract) as at 31 December 1996 for both furniture and equipment as well as motor van.
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