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Unit Test – Calculation of Depreciation Expense

Mr. Yam selected 30 April as the end of his financial year.  He had the following assets as at 1 May 2003:

	Asset
	Cost
	Accumulated

Depreciation
	Net Book Value

(NBV)

	Land
	$1,000,000
	/
	$1,000,000

	Motor van
	$30,000
	6,400
	23,600


In the following two years, the following transactions took place:

	Date
	Items
	Amount

	
	
	
	

	2003
	
	
	

	Jul. 1
	Machinery (at cost)
	
	$68,000

	“
	Installation charge for machinery
	
	2000

	
	Warranty charge on machinery
	
	1,000

	
	
	
	

	Sep. 30
	Motor van (at cost)
	
	$52,000

	
	Import duty on motor van
	
	3,000

	
	Freight charge on motor van
	
	5,000

	
	
	
	

	2004
	
	
	

	Jun. 30
	Repairs to machinery purchased on May 15, 2003.
	
	$7,000

	
	
	
	

	2005
	
	
	

	Jan. 31
	Upgrade existing machinery to its latest version
	
	12,000

	
	
	
	

	
	
	
	


It is the policy of the company to depreciate its assets based on the following:

· Machinery: 20% using the straight-line method.

· Motor van: 30% using the reducing balance method.
Full year’s depreciation will be charged on machinery regardless of its date of purchase.  However, depreciation charge of the motor van is calculated on a monthly basis.
Required

Calculate the depreciation expenses of all fixed assets for the years ended 30 April 2004 and 2005.

Total marks = 
/ 20
(Round-off to the nearest dollar)

Suggested Answers:

Machinery:

Total cost of machinery as at 30 April 2004:

$68,000 + $2,000 = $70,000


[$2,000 is required to get the machinery up and running = capital expenditure]

Depreciation expense for the year ended 30 April 2004:

$70,000 x 20% = $14,000
Depreciation expense for the year ended 30 April 2005:

($70,000 + $12,000) x 20% = $16,400 
OR $14,000 + ($12,000 x 20%) = $16,400
[$12,000 adds value to the existing machinery by upgrading it to the latest version = capital expenditure]

[$7,000 repairs to machinery = revenue expenditure]

Motor Van:

Total cost of motor van as at 30 April 2004:

($30,000 +  $52,000 + $3,000 + $5,000) = $90,000


[$30,000 is balance brought forward from previous year; 

 $52,000 is the cost of acquiring the new motor van (fixed asset) = capital expenditure

 $3,000 is the import duty paid upon the clearance of the motor van = capital expenditure

 $5,000 is the freight charge we must pay in order to bring the motor van to use = capital expenditure]

Depreciation expense for the year ended 30 April 2004:

($30,000 - $6,400) x 30% 

+ 
[($60,000 - $0) x 30% x 7 / 12]


= $7,080



+
$10,500

= $17,580
OR
($90,000 - $6,400) x 30% - ($60,000 x 30% x 5 / 12)

= $25,080 - $7,500

= $17,580
Depreciation expense for the year ended 30 April 2005:

[$90,000 – ($6,400 + $17,580)] x 30%

= [$90,000 - $23980] x 30%

= $19,806
Depreciation charge on the existing motor van (May 2003 – Apr. 2004)





Depreciation charge on the new motor van (Oct. 2003 – Apr. 2004)
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