CHAPTER -7
DEPRECIATION, PROVISIONS
& RESERVES

Short Answer Type Questions

Q1. What is ‘Depreciation’?
Solution:
Depreciation means fall in book value of depreciable fixed asset because of

wear and tear of the asset
passage/efflux of time
obsolescence

M w =

accident

A machinery costing X 1,00,000 and its useful life is 10 years; so, depreciation is calculated as:
Annual Depreciation per annum

= Cost of Asset-Estimated Scrap Value/Expected or Estimated life of Asset

=100000/10=% 10,000

Q2. State briefly the need for providing depreciation.
Solution:
The needs for providing depreciation are given below.

1. To ascertain the correct profit or loss: Correct profit or loss can be ascertained when all
the expenses and losses incurred for earning revenues are charged to Profit and Loss
Account. Assets are used for earning revenues and its cost is charged in form of
depreciation from Profit and Loss Account.

2. To show true and fair view of financial statements: If depreciation is not charged, assets
will be shown at higher value than their actual value in the balance sheet. Consequently,



the balance sheet will not reflect true and fair view of financial statements.

3. For ascertaining the accurate cost of production: Depreciation on the assets, which are
engaged in production, is included in the cost of production. If depreciation is not
charged, the cost of production is underestimated, which will lead to low selling price and
thus leads to low profit.

4. To provide funds for replacement of assets: Unlike other expenses, depreciation is non
cash expense. So, the amount of depreciation debited to the profit and loss account will
be retained in the business. These funds will be available for replacement of fixed assets
when its useful life ends.

5. To meet the legal requirement: To comply with the provisions of the Companies Act and
Income Tax Act, it is necessary to charge depreciation.

Q3. What are the causes of depreciation?
Solution:

Causes of
Depreciation

Passage of
Time

Accident

Obsolescence

Use of Asset

1. Use of asset: Because of constant use of the fixed assets there exists a normal wear and
tear which leads to fall in the value of the assets.

2. Passage of time: Whether assets are used or not, with the passage of time, its effective
life will decrease.

3. Obsolescence: Because of new technologies, innovations and inventions, assets
purchased currently may become outdated later which leads to the obsolescence of
fixed assets.

4. Accident: An asset may lose its value due to mishaps such as a fire accident, theft or by
natural calamities and they are permanent in nature.

Q4. Explain basic factors affecting the amount of depreciation.
Solution:

1. Original cost of asset: The total cost of an asset is taken into consideration for
ascertaining the amount of depreciation. The total cost of an asset include all expenses
incurred up to the point the asset is ready for use like freight expenses and installation
charges.

Total Cost= Purchase Price+ Freight Expenses+ Installation Charges.

2. Estimated useful life: Every asset has its useful life other than its physical life in terms of
number of years and units used by a business. The asset may exist physically but may
not be able to produce the goods at a reasonable cost. For example, an asset is likely to
lose its useful value within 15years, its useful life, i.e., life for purpose of accounting
should be considered as only 15 years

3. Estimated scrap value: It is estimated as the net realisable value of an asset at the end
of its useful life. It is deducted from the total cost of an asset and the difference is
written off over the useful life of the asset. For example, Furniture acquired at X 1,30,000,
its useful life is estimated to be 10 years and it is estimated scrap value X 10,000.
Depreciation per annum= 1,30,000-10,000/10 years= 12,000

Q5. Distinguish between straight line method and written down value method of calculating



depreciation.
Solution:

Straight Line Method Written Down Value Method

Depreciation is calculated on the original cost | Depreciation is calculated on the reducing

of an asset. balance, i.e., the book value of an asset.

Equal amount of depreciation is charged each [Diminishing amount of depreciation is charged

year over the useful life of the asset. each year over the useful life of the asset.

Book value of the asset becomes zero at the
Book value of the asset can never be zero.
end of its effective life.

It is suitable for the assets such as patents,
It is suitable for assets which needs more
copyright, land and buildings which have lesser
repair in the later years such as plant and
possibility of obsolescence and lesser repair
machinery and car.
charges.

As depreciation cost is high and repairs are
As depreciation remains same over the years
less in the initial years but in the latter years
but repair cost increases in the later years,
the repair costs increase and depreciation cost
there will be unequal effect over the life of the
decreases, there will be equal effect over the
asset.
life of the asset.

It is not recognised under the income tax act. | It is recognised under the income tax act.

Q6. “In case of a long term asset, repair and maintenance expenses are expected to rise in
later years than in earlier year”. Which method is suitable for charging depreciation if the
management does not want to increase burden on profits and loss account on account of
depreciation and repair.

Solution:

The written down value method is most appropriate to overcome the burden of the profit and
loss account because of high depreciation and repair costs over the years of the asset. The
cost of depreciation reduces and the repair and maintenance expenses increase over the yeaX
However, the entire burden will not get ease to the management.

Q7. What are the effects of depreciation on profit and loss account and balance sheet?
Solution:
The effects of depreciation on Profit and Loss Account are as follows:

1. Anincrease in depreciation will be debited in the profit and loss account which reduces
net profit.
2. Hence total expenses increase which leads to an excess of debit over credit balance.

The effects of depreciation on Balance Sheet are as follows:

1. The original cost or book value of the concerned asset gets reduced.
2. The overall balance of asset’s column in the balance sheet gets reduced.



Q8. Distinguish between ‘provision’ and ‘reserve’.

Solution:

Provision
It is charge against profit.

It is created to meet a specific liability or

contingencies.
It is recorded on the debit side of profit and
loss account.

It can be shown either (i) by way of deduction
from the item on the assets side for which it is
created, or (i) in the liabilities side along with

the current liabilities.

[t cannot be utilized for dividend distribution.
It is never invested outside the business.

It reduces net profits.

Reserve
It is an appropriation of profit.

It is made for strengthening the financial
position of the business. Some reserves are

also mandatory under law.

It is recorded on the credit side of the profit

and loss appropriation account.

It is shown on the liabilities side after capital.

[t can be utilized for dividend distribution.
It can be invested outside the business.

It reduces only divisible profit.

Q9. Give four examples each of ‘provision’ and
Solution:

Four examples of provision are given below.

Provision for bad and doubtful debts
Provision for discount on debtors
Provision for depreciation

SIS

Provision for tax
Four examples of reserve are given below.
. General reserve

. Capital redemption reserve
Dividend equalisation reserve

A w o oo

Debenture redemption reserve

Q10. Distinguish between ‘revenue reserve’ and
Solution:

‘reserves’.

‘capital reserve’.

Revenue Reserve

Itis formed out of revenue profit whichis ||
earned from normal activities of business

operations.

Capital Reserve

tis formed out of capital profit which is a gain
from other than normal activities of business

operations, such as sale of fixed assets.




[t can be used for distribution of dividend.

It is created for increasing the financial

position of the business.

It cannot be used for distribution of dividend.

It is created for the purpose of the Companies

Act.

Q11. Give four examples each of ‘revenue reserve’ and ‘capital reserve’.

Solution:
Examples of revenue reserve are as follows:

General reserve
Investment equalisation reserve
Dividend equalisation reserve

> w =

Debenture reserve
Examples of capital reserve are as follows:
Issues of shares at premium

Profit on forfeiture of shares
Profit on sale of fixed assets

> w =

Profit on redemption of debentures

Q12. Distinguish between ‘general reserve’ and ‘specific reserve’.

Solution:

Specific Reserve
Itis created for specific purpose.

It is not available for any future contingencies
or expansion of business. It is utilised only for

that purpose for which it is created.

Dividend equalisation reserve, debenture
redemption reserve, development rebate

reserves.

General Reserve
It is not created for specific purpose.

It is available for any future contingencies or
expansion of business. It strengthens the

financial position.

Contingency reserve and general reserve

Q13. Explain the concept of ‘secret reserve’.
Solution:

Secret reserves are created by overstating liabilities or understating assets which are not

shown in the balance sheet. This will reduce tax liabilities, because the liabilities are

overstated. It is created by management to avoid competition by reducing profit. Creation of

secret reserve is not allowed by Companies Act,

1956 which requires full disclosure of all

material facts and accounting policies while preparing final statements.

Long Answer Type Questions

Q1. Explain the concept of depreciation. What is the need for charging depreciation and what

are the causes of depreciation?
Solution:

Depreciation means fall in book value of depreciable fixed asset because of




wear and tear of the asset,
passage/efflux of time,
obsolescence, or

Hwd =

accident.

The need for providing depreciation is:

1. To ascertain the correct profit: Correct profit or loss can be ascertained when all the
expenses and losses incurred for earning revenues are charged to Profit and Loss
Account. Assets are used for earning revenues and its cost is charged in form of
depreciation from Profit and Loss Account.

2. To show true and fair view of the financial position: If depreciation is not charged,
assets will be shown at higher value than their actual value in the balance sheet.
Consequently, the balance sheet will not reflect true and fair view of financial
statements.

3. To retain, out of profit, funds for replacement: Unlike other expenses, depreciation is non
cash expense. So, the amount of depreciation debited to the profit and loss account will
be retained in the business. These funds will be available for replacement of fixed assets
when its useful life ends.

4. To ascertain correct cost of production: Depreciation on the assets, which are engaged
in production, is included in the cost of production. If depreciation is not charged, the
cost of production is underestimated, which will lead to low selling price and thus leads
to low profit.

5. To meet the legal requirement: To comply with the provisions of the Companies Act and
Income Tax Act, it is necessary to charge depreciation.

The causes of depreciation are as stated below:

1. Use of Asset i.e., wear and tear: Due to constant use of the fixed assets there exist a
normal wear and tear that leads to fall in the value of the assets.

2. Passage/Efflux of Time: Whether assets are used or not, with the passage of time, its
effective life will decrease.

3. Obsolescence: Due to new technologies, innovations and inventions, assets purchased
today may become outdated by tomorrow which leads to the obsolescence of fixed
assets.

4. Accidents: An asset may lose its value due to mishaps such as a fire accident, theft or
by natural calamities and they are permanent in nature.

Q2. Discuss in detail the straight line method and written down value method of
depreciation. Distinguish between the two and also give situations where they are useful.
Solution:

The two methods of depreciation are

1. Fixed percentage on original cost or straight line method
2. Fixed percentage on diminishing balance or written down value method

Straight Line Method

According to this method, a fixed and equal amount is charged as depreciation for every
accounting period during the life time of an asset. This method is based on the assumption of
equal usage of time over asset’s entire useful life. Hence, the amount of depreciation is same
from period to period over the life of the asset.



Depreciation amount can be calculated by using the following formula:

e |f the asset has a residual value at the end of its useful life, the amount to be written of
every year is as follows:
Depreciation = Cost of asset — Estimated net residual value / No. of years of expected
life

e |f the annual depreciation amount is given then we can calculate the rate of depreciation
as follows:

Rate of depreciation = Annual depreciation amount / Cost of asset * 100
Advantages of Straight Line Method
Simple to calculate the depreciation amount

Assets can be depreciated up to the estimated scrap value
Easy to understand the amount of depreciation

> w -

Every year, the same amount of depreciation is debited to profit and loss account, and
hence the effect on profit and loss account will remain the same.

Disadvantages of Straight Line Method

1. Interest on capital invested in assets is not provided in this method.

2. Over the years, the work efficiency of assets decreases and repair expenses increases.
Therefore, there is burden on the profit and loss account.

3. Book value of the assets becomes zero but still the assets are used in the business.

Written Down Value Method

In this method depreciation is charged on the book value of the asset and the amount of
depreciation reduces year after year. It implies that a fixed rate on the written down value of
the asset is charged as depreciation every year over the expected useful life of the asset. The
rate of depreciation is applicable to the book value but not to the cost of asset.

Rate of depreciation can be ascertained on the basis of cost, scrap value and useful life of the
asset as follows:

lG
R=1-n |—= 100
JE
Where, R is the rate of depreciation in percent, n is the useful life of the asset; S is the scrap
value at the end of useful life and C is the cost of the asset.

Advantages of Written Down Value Method

1. The profit and loss account of depreciation and repair expenses has same weightage
throughout the useful life of asset because depreciation decreases with an increase in
repair expenses.

2. Since the benefits from asset keep on decreasing, the cost of asset is allocated
rationally.

3. This method is most favorable for those assets which require increased repairs and
maintenance expenses over the years.

4. This method is widely accepted under the Income Tax Act.

Disadvantages of Written Down Value Method



1. The value of assets can never be zero even though it is discarded.
2. Inthis method, it is difficult to calculate depreciation.
3. There is no provision of interest on capital invested in use of assets.

Difference between Straight Line and Written Down Value Method

Straight Line Method

Depreciation is calculated on the original

cost of fixed asset

Amount of depreciation remains constant

for all years

At the end of the useful life of an asset, the
balance in the asset account will reduce to

Zero
It is not accepted by Income Tax Law

It is suitable for assets which get
completely depreciated on the account of

expiry of its useful life

Rate of depreciation is easy to calculate

Wiritten Down Value Method

Depreciation is calculated on the book value (i.e.

original cost less depreciation) of fixed asset

Amount of depreciation keeps on decreasing year

after year

At the end of the useful life of an asset, the
balance in the asset account will not reduce to

Z€ero

It is accepted by Income Tax Law

It is suitable for assets which require more and

more repairs in the later stage of its useful life

Rate of depreciation is difficult to calculate

Q3. Describe in detail two methods of recording depreciation. Also give the necessary journal

entries.
Solution:

The two methods of recording depreciation are as follows:
1. When Depreciation is Charged or Credited to the Assets Account

In this method, depreciation is deducted from the asset value and charged (debited) to profit

and loss account. Hence the asset value is reduced by the amount of depreciation.

Journal entries for recording under this method are as follows:
Asset Afc

To Cash/Bank A/c
{Being the asset purchased and the cost of an asset including
installation expenses and freight)

Depreciation A/c

To Asset A/c
(Being the amount of depreciation charged)
Profitand Loss A/c

To Depreciation A/c

{Being the depreciation amount transferred to profit and loss
account)

Dr.

Dr.

Dr.

In the Balance sheet, asset appears at its written down value which is cost less depreciation

charged till date. In this method, the original cost of an asset and the total amount of
depreciation which has been charged cannot ascertain from this balance sheet.

2. When Depreciation is Credited to Provision for Depreciation Account

In this method, depreciation is credited to the provision for depreciation account or

accumulated depreciation account every year. Depreciation is accumulated in a separate

account instead of adjusting into the asset account at the end of each accounting period. In



the balance sheet, the asset will continue to appear at the original cost every year. Thus, the
balance sheet shows the original cost of the asset and the total amount of depreciation
charged on asset.

Journal entries for recording under this method are as follows:

Asset A/c Dr.
To Cash/Bank/Vendor Afc

(Being the asset purchased and the cost of an asset including installation

expenses and freight)

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

(Being the amount of depreciation charged)

Profit and Loss Afc Dr.
To Depreciation A/c

(Being the depreciation amount to transferred profit and loss account)

Q4. Explain determinants of the amount of depreciation.
Solution:

1. Historical (Original) Cost of the Asset: The total cost of an asset is taken into
consideration for ascertaining the amount of depreciation. The total cost of an asset
include all expenses incurred up to the point the asset is ready for use like freight
expenses and installation charges.

Total Cost =Purchase Price+ Freight Expenses+ Installation Charges.

2. Estimated Net Residual Value: It is estimated as the net realisable value of an asset at
the end of its useful life. It is deducted from the total cost of an asset and the difference
is written off over the useful life of the asset. For example, Furniture acquired at
Rs.1,30,000, its useful life is estimated to be 10 years and it is estimated scrap value
Rs.10,000.

Depreciation p.a.= 1,30,000-10,000/10 Years = Rs.12,000

3. Estimated Useful Life: Every asset has its useful life other than its physical life (in terms
of number of years, units, etc.), used by a business. The asset may exist physically but
may not be able to produce the goods at a reasonable cost. For example, an asset is
likely to lose its useful value within 15 years, its useful life, i.e., life for purpose of
accounting should be considered as only 15 years.

Q5. Name and explain different types of reserves in details.
Solution:
Types of Reserves:

1. Revenue Reserve: It is an amount set aside out of revenue profits for distribution of
dividends. For example, general reserve, investment fluctuation fund, capital reserve and
workmen compensation fund. It is not a charge against profit but it is appropriation of
profit shown in the profit and loss account. It is beneficial for the smooth function of the
business. The retention of profit in the form of reserves reduces the amount of profit to
distribute among the business owners. This is further classified in to general reserve and
specific reserve.

1. General reserve means a reserve which is not maintained for specific purpose. It
helps to strengthen the financial status of the business. It is also known as free
reserve and contingency reserve.

2. Specific reserve means a reserve which is maintained for specific purpose. For
example, dividend equalisation reserve is created to maintain dividend rate. This
reserve amount is utilised to maintain the rate dividend in the year of low profit.



Likewise, the workmen compensation fund is maintained to provide claims of the
workers, investment fluctuation fund is used at times of decline in the value of
investment and debenture redemption reserve is used to provide funds for
redemption of debentures.

2. Capital Reserve: It is an amount set aside out of capital profits which is not available for
distribution as dividend among the shareholders. It is used for writing capital
losses/issue of bonus share in a company. Examples of capital reserves are

e Profit prior to incorporation

e Premium on issue of shares or debentures

e Profit on redemption of debenture

e Profit on forfeiture of share

e Profit on sale of fixed assets

e Capital redemption reserve

e Profit on revaluation of fixed assets and liabilities

Q6. What are ‘provisions™? How are they created? Give accounting treatment in case of
provision for doubtful Debts.

Solution:

Provision is an amount which is set aside by charging it to profit for the purpose of providing
for any known liability or uncertain loss or expense. The amount of which cannot be
determined with certainty is also referred to as provision. Few examples are provision for
depreciation, provision for doubtful debts and provision for discount on bad debtors.

The main objective of provision is to account all expenses and losses. Through the creation of
provision account, the amount of liability, losses and expenses are estimated and accounted
for the accounting period. Therefore, the true profit and loss is ascertained, liabilities and
assets are presented with correct values.

Importance of Provision:

1. To meet anticipated losses and liabilities: Provision is created to meet the anticipated
losses and liabilities such as provision for doubtful debts, provision for discount on
debtors and provision for taxation.

2. To meet known losses and liabilities: Provision is created to meet known losses and
liabilities such as provision for repairs and renewals.

3. To present correct financial statements: To present a true and fair view of profit and
financial statement, the business must maintain provision for known liabilities and
losses.

Therefore, provision is necessarily to be created to ascertain the current income or profit. Also,
it is considered as a charge against revenue or profits.

Accounting Treatment

Provision is a charge against the profit which is debited in the profit and loss account. In the
balance sheet, the amount of provision may be shown on the asset side by deducting from the
relevant asset or on the liability side along with the current liabilities.

1. Treatment on asset side- Provision for doubtful debts is deducted from the amount of
sundry debtors and the provision for depreciation is deducted from the relevant asset.

2. Treatment on liability side- Provision for repairs and charges are shown along with the
current liabilities.

Numerical Questions

Q1. On April 01, 2010, Bajrang Marbles purchased a Machine for ¥ 2,80,000 and spent ¥



10,000 on its carriage and ¥ 10,000 on its installation. It is estimated that its working life is
10 years and after 10 years its scrap value will be ¥ 20,000.

(a) Prepare Machine account and Depreciation account for the first four years by providing
depreciation on straight line method. Accounts are closed on March 31st every year.

(b) Prepare Machine account, Depreciation account and Provision for depreciation account
(or accumulated depreciation account) for the first four years by providing depreciation using
straight line method accounts are closed on March 31 every year.

Solution:
Books of Bajrang Marbles
Machinery Account
Dr. CE,
Date Particulars JE Amount 3T Date Particulars JFE Amount T

2010 2011
Apr01 To Bank A/c 3,00,000{Mar31 By Depreciation A/c 28,000
Mardl By Balance c/d 2,72,000
3.00,000 3,00,000

2011 2012
AprOl To Balance b/d 2,72,000[Mar31 By Depreciation A/c 28.000
Mar 31 By Balance c/d 2,44 000
2,72,000 2,72,000

2012 2013
Aprii To Balance b/d 2,44 000(Mar 31 By Depreciation A/fc 28,000
Mar 31 By Balance c/d 2,16.000
2,944,000 2,44,000

2013 2014
Apr1 To Balance b/d 2,14,000(Mar 31 By Depreciation A/t 28.000
Mar 31 By Balance c/fd 1,88.000
2,16,000 2,146,000

Depreciation Account
Dr. Cr.
Date Particulars JF. AmountT Date Particulars LF. Amount<

2011 2011
Mar 31 To Machinery Afc 28,000|Mar 31 By Profit and Loss A/ 28,000
28.000 28,000

2012 2012
Mar 31 To Machinery Afc 28,000|Mar 31 By Profit and Loss Afc 28,000
28,000 28,000

2013 2013
Mar 31 To Machinery Adc 268,000 |Mar 31 By Profit and Loss A/t 28,000
28,000 28,000

2014 2014
Mar 31 To Machinery A/c 28.000|Mar 31 By Profit and Loss A/c 28.000
28,000 28,000

Working notes :

1. Calculation of annual depreciation

Depreciation p.a. = Cost-Scrap Value/Estimated Life of Assets(years)
=(2,80,000+10,000+10,000)-20,000/10

=X 28,000 per annum
Books of Bajrang Marbles

Machinery Account

Dr. Cr.
Date Particulars JE AmountT Date Particulars LF. Amount I

2010 2011

Apr01 To Bank Afc 3.00,000{Mar 31 By Balance c/d 3,00.000
3.00,000 3,00,000

2011 2012

April To Balance b/d 3,00.000(Mar 31 By Balance c/d 3,060,000
3.00,000 3,00.000

2012 2013

April To Balance b/d 3.00,000(Mar 31 By Balance c/d 3,00,000
3,00,000 3,00,000

2013 2014

Apr0i To Balance b/d 3,00.000|Mar 31 By Balance c/d 3.00,000
3.00,000 3,00,000




Provision for Depreciation Account

Dr. Cx
Date Particulars JF Amount 3 Date Particulars JE Amount 3
2011 2011
Mar 31 ToBalance c/d 28,000|Mar.31 By Depreciation A/c 28,000
28,000 28,000
2012 2011
Mar 31 To Balancec/d 56.000|AprO1 By Balance b/d 28.000
2012
Mar 31 By Depreciation A/c 28.000
56,000 56,000
2013 2012
Mar 31 To Balance ofd §4.000|Apr01 By Balance b/d 546,000
2013
Mar 31 By Depreciation A/c 28,000
84,000 84,000
2014 2013
Mar 31 ToBalance c/d 1,12,000|Apr 01 By Balance b/d 84.000
2014
Mar 31 By Depreciation A/c 28,000
1,12,000 1,12,000
Diepreciation Account
[ir, Cr,
Date Particulars LF Amount T Date Particulars LF Amount T
2011 2011
War 31 |To Provision for 23000 Mardl |By Profit and Loss Afc 28,040
Depreciation A%
78,000 28,000
e et bl T e iudslnd
Mar 31 |To Provision for ZR0003 Mar 3l |By Profit and Loss A 25,000
Clepreciation Sk  —) : 2
28,000 28,000
2013 2013
Mar 31 |To Provismon for FR.000]0 Mar3l |By Profrtand Loss & 25 000
Diepreciation A
28,000 8,000
2014 2014
i 37 | T Pravisaon for FROO01 Mar 31 (Hy Prafit anc Loss S 25 (0N
Diepreclation Ak
28,000 28,000

Q2. On July 01, 2010, Ashok Ltd. Purchased a Machine for ¥ 1,08,000 and spent ¥ 12,000 on
its installation. At the time of purchase it was estimated that the effective commercial life of

the machine will be 12 years and after 12 years its salvage value will be ¥ 12,000.

Prepare machine account and depreciation Account in the books of Ashok Ltd. For first three

years, if depreciation is written off according to straight line method. The accounts are

closed on December 31st, every year.

Solution:



Boaks of Ashak Led,
Machinery Account
Drr. Cr
Date Parthculars IF. Amount T Date Partlculars 1LF. AmountT
| 2040 2010
InilCy1 o Blapk &t 120000 Dec 3 By Depreclation A0 1,500
| Ciec 31 By Balance cid 115500
[ 120000 ; 120000,
12011 2011
[Janoi To Balanceb/d 115.500(Dee 31 By Depreciation Afc 20040
Dec 31 By Balance cid 10,500
1,15,500 115,500
{281 o1z |
;.Ian 01 To Balance bid 104.500{0lec 31 By Depretiation A 20D
Diee 31 By Balance cid G500
1,046,500 1,046,500
{za13
| Jan 0] To Balance b o7 .50
Depreciation Account
Gor. Cr.
| Crate Parbiculars LF, Amount T Crinte Particulars 1F, Amount T
12010 2010
j LT | Iy MEAChirey b 4 5080 De 31 By Proht and Loss Ak 4.50K)
| 4.500 4,500
{2011 2011 '
| Gec 31 T Mt irwsr oy B SO0 Dec 21 By -Profil and Lods A% Q.00
5000 $.000
{2012 2012 1
|0ec 31 T Machinery Ak 7000 Dec 31 By Profit and Loss A4 7,000

Working Notes :

1. Calculation of annual depreciation

Depreciation p.a.

= Cost-Scrap Value/Estimated Life of Asset (Years)
= (1,08,000+12,000)-12,000/12 Years
=% 9,000 per annum

Q3. Reliance Ltd. Purchased a second hand machine for ¥ 56,000 on October 01, 2011 and
spent X 28,000 on its overhaul and installation before putting it to operation. It is expected
that the machine can be sold for ¥ 6,000 at the end of its useful life of 15 yeaX Moreover an
estimated cost of ¥ 1,000 is expected to be incurred to recover the salvage value of X 6,000.

Prepare machine account and Provision for depreciation account for the first three years
charging depreciation by fixed installment Method. Accounts are closed on December 31,

every year.

Solution:



Books of Rellance Ltd
Machinery Account

Crr. Cr
| Date Particulars 1F. Amount T Date Partlculars LF. Amount T
12611 2011
|Cerin Toy Hlank Afe R4000| Dec 31 By Balance i A 000
| 84,000 B4,000
| #0122 2012
[Jan vl To Balange bil B4000| Der 21 By Balance ol B4 000
' 84,000 84,000
|19 I
E.L:'.n 01 To Balance b/d 84000\ 0lec 31 By Balance cid B4 000
| §4.000 84,000

Provicions tor Depreclation Account
Dr. : Lr,
Date Particulars | LF. Amount ¥ Date Particulars JLF. Amount ¥

| &1 20191
|Dec 31 To Balancec/d 1,046 e 31 By Depreclation A 1,314
| 1,314 1315
2012 2012
{Dec 31 To Balance cid 6,583 Jen 01 By Belance b/d 1318

Dee 31 By Deprecialion S0 5267

| 46,583 6,583
| 2013 113
| Dec:31 To Balance c/d 11850 an 01 By Balance b/d 4583
| Eec 31 B Bepreciation AT B2&T

11,850 11,850
2013
fami1 By Balance hyid 11850

Working notes:

Calculation of annual depreciation

Depreciation p.a.

= Cost-Scrap Value/Estimated Life of Asset (years)

= (56,000+28,000)-5,000/15

=X 5267

Calculation of annual depreciation

perannum

Depreciation p.a.

=Cost-Scrap Value/Estimated Life of Asset (years)

=(56,000+28,000)-5,000/15

=X 5,267 per annum

Scrap Value = Salvage Value- estimated cost to recover the salvage value

=% 6,000-X 1,000

=% 5,000

Q4. Berlia Ltd. Purchased a second hand machine for Rs.56,000 on July 01,2011 and spent
Rs.24,000 on its repair and installation and Rs.5,000 for its carriage. On September 01, 2012,
it purchased another machine for Rs.2, 50,000 and spent Rs.10,000 on its installation.
Depreciation is provided on machinery @10% p.a. on original cost method annually on
December 31. Prepare machinery account and depreciation account from the year 2011 to

2014.

Prepare machinery account and depreciation account from the year 2011 to 2014, if
depreciation is provided on machinery @10% p.a. on written down value method annually on

December 31.

Solution:



Boole of Berlia Lid.

Machinery Aoceimnt {Orginal Cost Method)

D Cr
Drate Farticulars 1F. | -AmountT Date Particulars 1F. Armount T
2011 2011
Jul 01 FoBank A0 go 000 |Lac 31 By Llespreciation A
154,000+ 24000 + Wachine 1 (Sm 4250 4,250
S|
[ By Balunce ol B0, 750
|
B%,000 85,000
2012 2012
Jlan$id  [ToBsiance bd G, 750 Dee 31 By Diepreciation &t
tapdl  |ToBenk &k 260,000 Machine I 8,500
1250 D = 10000 IWichine Iidn - H-1-1 11147
|
e 31 By Balance ol 1,23 585
|
340,750 FAQTH0(
|
2013 2013
[T T T Balance bid A 73,583 |Dec 31 By Diepreciation Ak
Wlachine 1 85000
Mzt hine 2 26000/ 34,500
Cec 31 By Balance cid 2.B#0E3
323583 FI3583
2014 2014
Jan0z To Batsne v Z2EPOES |Dec 3l By Dlepd eciglion A
1
taching 1 B500|
Machine 2 L .50
Doc 31 By Ralancea cil 2 E4ARS
280,083 1 280063
Depreciation Account
Dr. Cr.
Date Particulars JE AmountT Date Particulars JF. Amount3
2011 2011
Dec 31 To Machinery Afc 4 250 | Dec 31 By Profit and Loss Afc 4,250
4,250 4,250
2012 2012
Dec 31 To Machinery A/t 17.167|0ec 31 By Profit and Loss A/t 17,167
17,167 17,167
2013 2013
Dec 31 To Machinery Afc 34.500|Dec 31 By Profit and Loss Afc 34,500
34,500 34,500
2014 2014
Dec 31 To Machinery A/c 34 500|Dec 31 By Profit and Loss Afc 34,500
34,500 34,500




Woarking Notes :

Calculation of Annual Depreciation
1. Depreciation (p.a.) on Machinery Purchased on July 01,2011
Depreciation p.a.=Cost-Scrap Value/Estimated Life of Asset (years)
=(56,000+24,000+5,000)"10%
=2 8,500 per annum
2. Depreciation on Machinery purchased on July 01, 2011 for the year 2011.(4
month)
=%8,500p.a. "6/12
=F4.250
3. Depreciation (p.a.) Machinery purchased on September 01,2012
Depreciation p.a.=Cost-Scrap Value/Estimated Life of Asset (years)
={2,50,000+10,000)* 10%
=% 26,000 per annum
4, Depreclation on Machinery purchased on September 01,2012 for theyear 2012
(4 month)
=Z24,000°4/12
=TB667
Eoole of Borlia Ltd.
Machinary Account [Writtan Down vahee miathaod]
Dr. Cr,
Date Particulars IF. | Amonmit § Date Particulars I.E. Amonnt T
2011 2011
Il 0l Tex Bank St BE D00 Dac 31 By Depreciation Adc & 250
(S L+ 24000 4+ 50000 Lecdd by Balasce cud 80,750
85,000 B5,000
2012 2012
Jan3l  |To Balance bid EGFS0|Cmc il |Dw Deoreclation Adk
Sep 0] ToxBank £
(2500004 100000) |BEOFEG"1085) A075
Wachina 2
G000 T4/ AT 16,742
2o 3l |By Balance cd
Winchine 1
180, 758-8,075) 72875
Kaching 2
(2200008567 2,51.%23 324008
A0 7TED 340750
2113
0 Boalaide b 324 008 Dec 31 B Dhisghi e iy AT
*achine 1
TLE7 7268
*achine 3
(251, 3337105 25,433 32401
Dec 31 Sy Bafance oid
Maching 1
TRATH-T AR %407
rachine:d
£2.51:333-25.L33| 425200 9L AOF
324008 3249008
FES 2014
Jan DL T Balapece bigd 2L a0 D 31 iy Depedciation A
Mazhine 1
(&5 407 10%) 541
Meaching 2
[ 200" Lk 22,620 M 1sd
Diec 31 By Bafance ol
55 B
Machine 2
|26 2D0-22 5200 203560 14624486
291807 291807




Depreciation Account

Dr. =]
Date Particulars JF; Amount T Date Particulars JF, Amount T

2011 2011
Dec 31 To Machinery A/c 4,250(|Dec 31 By Profit and Loss A/t 4250
4,250 4250

2012 2012
Dec 31 To Machinery A/c 14,742 |Dec 31 By Profit and Loss A/c 16,742
16,742 16,742

2013 2013
Dec 31 To Machinery Afc 32,401 |Dec 31 By Profit and Loss A/c 32,401
32,401 32401

2014 2014
Dec 3l To Machinery Ak 29.161|Dec 31 By Profit and Loss A/c 29161
29,161 29,161

Q5. Ganga Ltd. purchased a machinery on January 01, 2011 for Rs.5,50,000 and spent
Rs.50,000 on its installation. On September 01, 2011 it purchased another machine for
Rs.3,70,000. On May 01, 2012 it purchased another machine for Rs.8,40,000 (including

installation expenses).

Depreciation was provided on machinery @10% p.a. on original cost method annually on

December 31. Prepare:

a. Machinery account and depreciation account for the years 2011, 2012, 2013 and 2014.
b. If depreciation is accumulated in provision for Depreciation account then prepare machine

account and provision for depreciation account for the years 2011, 2012, 2013 and 2014.

Solution:
Boolk of Ganga Ltd
Machinery Accoamt
Dr. Cr
| Date Particulars 1F Arnount T Date Particukars LFE. Amount T
i3 | 2011
|dan 01 To Bank &t Do dl By Depraciatien A
| 15500000+ 50,000 & 00,000
ToBank At RS Machine 1
T ldmonthsi
| Lracdl kance ol
! 2,70,000
| EEE M7
[Jan il o Halance bid gy faadecdl 1A
1My 011 To Bank A4 840000
13,000
3 [Bmianths] S, 00 1, 53,000
D 71 £ L5.04.56587
1737667 17,37.657
203
Fir Halancs b 1564667 Dec 11 A
0000
4,000 1AL.000
[T b By Ralance o 14073687
15,84 667 15,84447
' 2014
| o Balanos bid 12403647 Dec: 1 By Deprecialmon i
131000
| B3 By Balance o 132, 22687
| 1403647 14,K3,447




Depreclation Account

O Cr,
Diate Particulars LF. Armount € [rate Particulars 1F. Amount ¥
2011 2011
[her 1 T Machinesy A F3A04| e 31 Ay Profit ard Loss Adc 333
72,333 72,333
2012 2012
Dec3l Tao Machinery At 1:53,000{Dec 31 By Profit and Loss Alc 153,000
152000 1.53.000
2013 2013
[3eC 37 o bachins oy Ak 1100 Dec 31 Hy Profn and Loss Ay 1871000
181000 LE1,000
i R Sl
Dec3l To Machinery fuc 1.51000(Dec 31 By Proficand Loss Adc 1.81,000
1. 81000 1,561,000
Working Notes: Calculation of Annual Depreciation
Machinery |
Original cost on 1Jan, 2011 (5,50,000+50,000)=6,00,000
10% Depreciation for 2011 60,000
10% Depreciation for 2012 60,000
10% Depreciation for 2013 60,000
10% Depreciation for 2014 60,000 2,40,000
Machinery Il
Original cost on 15ep, 2011 =3,70,000
10% Depreciation for 2011 4months 12,330
10% Depreciation for 2012 37,000
10% Depreciation for 2013 37,000
10% Depreciation for 2014 37000 1,23,330
Machinery HI
QOriginal cost on 1May, 2012 =8,40,000
10% Depreciation for 2012 8months 56,000
10% Depreciation for 2013 84,000
10% Depreciation for 2014 84,000 2,24,000
Total 5,87.330
Machinery Accounl
Cir. Cr.
Date Particulars LF. Amount € Dare Particulars LF Amount T
j2a11 2011
| lan 01 I Hank &0 :_‘..I,:-:]..':[]::I
(55, 50, 00 - G000,
EEL'I.Il':lf. Tia Biink &/¢ 3.?'3.3.03:&1 31 _E\- Balanoe cid F.rR000
270,000 9,700,000
[Fura [P0
|Jan 011 ToBalance bid
| eyl To Bank Adt B.A0 000 Dec 31 By Balance o/d 18,3100000
18,10,000] 18,120,000
| 2013 2013
| Jan 001 I Hatances by 18 |lf'|.!ii'1!‘.§|,2-.-?.: 71 Hy Balanoe i 1H, 10000
1510000 18.10,000
; 2014 |2(F1
|Jan01 Tz Balance bid 1810000 By Balance cid 18. 103,000
18,103,000,

18,100,000
=




Provisian far Depreciation Aceount

Dr. Cr.
Date Particulars LF. Amount T Date Particulars LF. Amount T

2011 2011
e 31 To Balange ol T2.333 | Dec 31 By Depreciation A F2.333
72,333 T2.333

b s 22
Jan 1 By Halance bid 72333
Dec 31 To Balance o/d 2,25333|0ec 31 By Depreciation Ajc 1.53.000
223323 225,333

2013 2013
Jam 1 By Balance bid 225333
Beg 31 To Balangee i &0 20 | Dheg 31 Hy Depradialon B 1AL
4 +6.333 406,333

2014 034
Jam 01 By Balance bid 406,333
Dec3l ToBalance o/d 587333 |Dec3l By Depreciation &/ 1 B1.000
587333 Rl b

Q6. Azad Ltd. purchased furniture on October 01, 2012 for Rs.4,50,000. On March 01, 2013 it
purchased another furniture for Rs.3,00,000. On July 01, 2014 it sold off the first furniture
purchased in 2012 for Rs.2, 25,000.Depreciation is provided at 15% p.a. on written down

value method each year. Accounts are closed each year on March 31. Prepare furniture

account, and accumulated depreciation account for the years ended on March 31, 2013,
March 31,2014 and March 31,2015. Also give the above two accounts if furniture disposal

account is opened.

Solution:
Books of Azad Lid.
Furmiture Account
[or. Cr
| Date Particulars JF. | Amount Date Particulars IF. Amount¥ |
| 3012 2013
io::m T Bank Afc 450000|Mar31 By Balance cid 7.50,000
| 2013
[Mar01  fTo Bank Aj 300,009 —
i 7.50004 750,000
E}_:I!:I 14
| apr il In Halanee bid A0 far 31 By Ralance oo 250,000
| 750,000 750,000,
i 2014 2014
| Aprad To Balance b/ T G000 Jerby 01 By Furniture Dispasal 450,000
e
2015
Mardl By Balance c/d 30000004
¥.50,000 J.50,000;
Accumulated Depreciation Account
L. Cr.
" Date Parlicilars IE | AmountT Dale Particulars TiE | Amount? |
2013 2013
Mar 31 Ten Badarnes ol A7 A00 Mar 31 By Deepeeriation &f
Furikttirs 1 (& menths| 33,780
Furniture 2 |1 months} 2750 37,500
37500 37500
014 Mna
ar Xl | Teb Bakance cid Ladiliislapril By Ealance fd 38500
2014
Mas 31 By Drcpreciation At
Fuarritires 1 £2.438
FFurmituirs 2 A dE 106E/&
1,843T76 142378
2014 | 2014
Il |T Furniture Dispmsal & 1.0F456|Apr Batarme bkl 1,48 375
2015 | Tl OhY [y Deepreiation A 13,2468
Mar 31 |T-:- Belance cid 85,780[20135
far 21 By Drcpreciation Ak 39772
175416 L5418




Furniture Disposal Account

L3r. I
Date Particulars J.F. Amiount ¥ Date Particulars JF. Ammount T
il 2014
I[TIE R} To Furniture A/c A 50000 Jul a1 By Arcurmulabed 109454
Depreciation A
Il a1 By Bank &4 2. T5.000
Il 611 By Profil and Doss &€ e T
[Less]
&, 50,000 &4, 50,000
Working Note : -

1. Calculation of Profit or Loss on sale of furniture.

Q7. M/s Lokesh Fabrics purchased a Textile Machine on April 01,2011 for Rs.1,00,000. On
July 01, 2012 another machine costing Rs.2,50,000 was purchased . The machine purchased

Furniture 1

Years Opening Balance Depreciation Closing Balance
2012-2013 4.50,000(- 33,750 (6 manths) 416,250
2013- 2014 4.16,250|- 62,438 = 3,53812
2014-2015 3,53,812|- 13.268 (3months) |= 340,544

1,09.456
Particulars 4

Balance as on July 01,2014 340,544

Less : Sale on July 01,2014 2,25,000

(Selling Price)

Loss on sale of furniture 1,15,544

on Rs.01, 2011 was sold for Rs.25,000 on October 01, 2015. The company charges
depreciation @15% p.a. on straight line method. Prepare machinery account and machinery
disposal account for the year ended March 31, 2016.

Solution:



Books of M/ Lokesh Fabrics
Machinery Account

Dr. Cr.
! Date Paiticulars LF, Amaiint T Date Particulass LF. Arnount T
[2ci2 [2gz2
:Anl"ll To Bank At 1.IZII“;.IZIL7',-;'-1:-r a By Dezpractation &/
Miccine 1 15,000 15000
% ETRER| By Palaice i il B5.400
1,000,000 100,000
otz [z92a. |
Al To Balzmee Ivd 65,000(Mar 11 By Despradfakio .
Hulyp To Bank A 2,50,000| Machime 1 15000
Machiine ¥ numnlie) JR135 43125
Sar A1 Py Balamie ool 2R.B7S
3,35,000 335,000
2013 I | [2ota
Apr 0L To Dalesce bid .:-'.'J1.[|.".'I!"-1dl a1 By Drapireciabioet &/
Machire 1 L5000
Polachine 2 AFA00 52:500
[i} 15.0 k
“ar 31 ey Balante= cal 2.89.975
291875] 291875
2014 . . .,H':Z‘. 5
Apr 0 To Dalamee bid 2.09.075|Mar 11 By Drepreciabanet A0
Machire 1 15,0000
Plisecninm 2 AT 500 52.500
"ai A1 Py Paalaiie 0l 1 BARATS
2,3%.375] 239,375
|l |2045
LTl To Dalzmes b/ 186,875 |0t 01 By Depraciation f.0
| hachine 116 montis) 7500 7,500
it i By Machinery Dispozal 32500
Ealr!
F0EA
"o Al By Drepraciation &/
Pachine 2 FA500 34,500
|Mlar dl By Balance cid 1409475
, 186878 | LEAETS
Machinery Disposal Account
(3. .
Crate Farticulars dF | Amount % Date Particulars LF. Amount ¥
(2015 2015 '
foce0d To Machinery i 325000t 0 B Bank &z 25000
Dt By Frofit and Loss Afc 500
Loss)
32,500 32,500

Working Note :

Calculation of Profit or Loss on sale of Machine sold on Oct 01,2015

Years Depreciation
1 April-31 March 2011-12 15,000
1 April- 31 March 2012-13 15,000
1 April - 31 March 2013-14 15,000
1 April- 31 March 2014-15 15,000
1April- 1 Oct 2015 7.500
67,500
Original cost 1,00,000
Less : Accumulated depreciation for 4yrs and 6 months 67,500
Book value of the Machine on Oct 01,2015 32,500
Less: Sale Proceeds 25,000
Loss on Sale of Machinery 7,500

Q8. The following balances appear in the books of Crystal Ltd, on Jan 01,2015

Machinery account on X 15,00,000

Provision for depreciation account X 5,50,000
On April 01, 2015 a machinery which was purchased on January 01, 2012 for ¥ 2, 00,000
was sold for ¥ 75,000. A new machine was purchased on July 01, 2015 for X 6, 00,000.

Depreciation is provided on machinery at 20% p.a. on Straight line method and books are




closed on December 31 every year. Prepare the machinery account and provision for
depreciation account for the year ending December 31, 2015.

Solution:
Boolks of Crystal Lid,
Machinery Accound
i, cr.
Cate Particulars LF Amnount T Dinte Particulars LE | Amount?
25 2015 |
Jan 011 TaBalance bid {old) 15 00000 Apr 01 By Machinery Disposal 240,000
At
lunty)1 Ter Hank A% SR 000 | Do 37 dy Balanie il 1 200,000
| 2100000
Provislon Far Depreciation Account
L. Cr.
Crate Particulars | AF ' Am uun;ff | Date Particulars JF | _.d_-.!nm_ln_:?{
F R A015
Apr D [ Testachinery DispossEl 1,20CRI0E il By Halance s 3 50X
A
Lo 111 By Brepraciation A4
st hire |00 103000 10, TG
12 Jan;, 2012} [3months]
Decdt |By Depreclatlon s
Maching | old |Balance) 2&0000
(15000000 - 2 00, Q000 200
13, GO0 F0Eh)
Dec 39 | To Balance o 7500 Masthizie 11 AN 53,2000
|1 Jusly, 20:E5) (6 enoniths)
280,000 880000
Machinery Disposal Account
r. Cr
Dale Particulars LF. | Amount? Date Parliculars 1F. Armounl T
2015 20E5
AprOi |To™achinery Ak 200000(Apr01  |By Provision for Deprecistion 130,000
Afc
A (R Tor Pl an Loss A7 [Prong) 5, Afar 1 Py Bamk Ak Fa000
205,000 205,000
Working Note :
Calculation of Profit or Loss on sale of Machine sold on April 01,2015
Years Opening Balance Depreciation Closing Balance
2012 2.,00,000(- 40,000 = 1,60,000
2013 1,60,000|- 40,000 = 1,20,000
2014 1,20,000|- 40,000 = 80,000
2015 80,000]- 10,000 (32 months) 5 70,000
Accumulated Depreciation = 1,30.,000
Value on April 01, 2015 70,000
Less : - Sale on April 1, 2015 75,000
Profit and Sale of Machinery 5,000

Q9. M/s. Excel Computers has a debit balance of X 50,000 (original cost ¥ 1, 20,000) in
computers account on April 01, 2010. On July 01, 2010 it purchased another computer
costing ¥ 2, 50,000. One more computer was purchased on January 01, 2011 for X 30,000.
On April 01, 2014 the computer which has purchased on July 01, 2010 became obsolete and
was sold for ¥ 20,000. A new version of the IBM computer was purchased on August 01,
2014 for X 80,000. Show Computers account in the books of Excel Computers for the years
ended on March 31,2011, 2012, 2013, 2014 and 2015. The computer is depreciated @10%

p.a. on straight line method basis.

Solution:



Hooks af Mt Excel Computars

Computer Account
Oir. Ci.
Drate Parliculars LF: Amount T Crate Particulirs LF. Bmouni ¥
2010 017
April Io 8zlance bid lokd] :nL:.ULi'_"i'\-'ldr 41 By Lreepraviabiza Al
July 01 T Bonk Adc 2,350,000 il [ 30000 105¢8)
2011 | Coampuied 1|9t
Jand1 To Banx Al SII.CII}':‘E Computer 2 [3months] 750 31500
Mai 31 By Palabcei o .38 5040
3,30,000 3.30.000
2011 [2Ge2
Lpr T Tis Ralarice Iyl 7 '?ﬂ."ul".\l";'\e'l-ﬁl an By Mspracial i 4
Ol (1 20000°
Comaputer 1
Computer 2
|Mar3l By Balance oid
2,98,500]
2012 |20Ta
Apriil To Balance oid 208,000 Mar 31 By Drzpraciation &
[ Ol (5,20 000 105 17,0008
Computer 1 25,0001
Compute) 2 LN
Mardl By Balance c/d
~ Zs8500| -
2013 207
A Tox Batdanice b 248,500 Mar 31 By Deprecinbion A/
O £1,20,000°10 %) 12,006
Comymter 1 25, CHC
Compunar 2 300 40,300
Mar 31 By Balance ofd 1,78.500
2,118,500 218,500
2014 0
Apriol To Balance bid 1,749,500 By Bank &d [Sale of 20,000
Comptiter 1)
Augdl |0 Eank A OO0 AR O Sy Beont and Loge Ase 136250
\Loss]
015
lar3l By Depreciation Al
Okl (50,000-38.000| 3,000
tompuuer 2 3.0
Computer 3R snoniths) 5,333 1333
Mar3l Sy Balance o WY1
2,538,500 256,500

Working note:

Calculation of Profit or Loss on sale of Computer purchased on July 01,2010

Years Cipaniang Balance Diapreciation Closing Balance
' ot | zacemel  |iedEo {(Zranthet = 73175
2011-2012 : 25000 = 206250
2132013 25,000 - 1.81,25]
20132014 25000 = 1,56,250
Acrurninlated Depregiation 1.0R, 750

Value on April 01, 2014 1,56:250
Less: Sale on April 51 2014 20000
Loss on sale of Cormpiter 1,246,250

Q10. Carriage Transport Company purchased 5 trucks at the cost of ¥ 2,00,000 each on April
01, 2011. The company writes off depreciation @ 20% p.a. on original cost and closes its
books on December 31, every year. On October 01, 2013, one of the trucks is involved in an
accident and is completely destroyed. Insurance company has agreed to pay ¥ 70,000 in full
settlement of the claim. On the same date the company purchased a second hand truck for X
1,00,000 and spent ¥ 20,000 on its overhauling. Prepare truck account and provision for
depreciation account for the three years ended on December 31, 2013. Also give truck

account if truck disposal account is prepared.

Solution:



Books of Carriage Transport Comparry

Truek Account

Dir. Cr.
Date Particulars 1F. Amaunt? Date Partieulars IF. Armount ¥
2011 2011
Apr ] [y Flank &5 10,0000 Dheac 31 by Halance o TELHAE00)
10,0000 10.00,000)
201z 2012
Jan 1 To Balance b 10,00 000( Ciec 31 By Balance cid 10030000
1000000 10,000,000
2013 2013
Kanii To-Halanae hid 1000000 e 31 By Trusck DEposal Ak 200000
Ocr 1 Tor Bank Mo 1,20,000{ Dhec 31 By Balance c/d 220,000
5,000,000+ 200000]
11.20:000 11,220,000
Provision Tar Degrr eciation Accound
or.__ . . e
Diate Partloulars LF | Amount ¥ Date Particulars L Amount T
2011 |0
[rec 31 By Dopreclation Adc
Track 1 [Famesnths] 40,000
Truck 2 {Fmonths) 30000
Truck 3% Lhvk) 30,000
Truck 4 [$months) 30000
[l 371 Toy Batance ol 1,50,000 Truek S Tl 30,000 150,000
150,000 1, 50,000
2012 LR
Jan 1 By Balonce ol 150000
Bec Jl by Depredialion fuc
Truck 1 40000
Truck 2 40,000
Truck 3 0,000
Truck £ 0,000
Dhac 31 To Balancecd 360000 Truck 5 A0 0H0 2 D00
550,000, 3,50,000
2013 013
et 1 To Truck Disposal Ad 100000 Jan By Batanco b 350,000
et 01 Oy D eclallon S
Truck 1% months 30000 A0
Dec 31 Hy Depe eciation £k
Truck 2 0000
Tk 3 40000
Truck 4 40,000
| Truck 5 40,000
Lec 31 T B3tancecid & a0 [ruck & Fmamths) R 164,000
& 46,000 - ] 5,468,000
Truch Disposal Accouni
[hr. Cr.
Date Particulars LE | AmountT Date Partbculars LF. | AmountT
2013 2013
et0l T Triocke A 20000 et ol Hy Provision tor Depreciation 1,00 008
Ao
Cict 01 By Infurance Co. F0m0a
[Tnsurance Claim)
Cretidl By Profit and Loss A'c 20,000
|Loss on accident
F 00000 200,000
Working Note :
Loss due to accident:
Opening Balance Depreciation Closing balance
Apr.01,2011 2.00,000|- 30,000|= 1,70,000
Jan.01,2012 1,70,000|- 40.000|= 1,530,000
Jan.01,2013 1,30,000|- 30,000(= 1,00,000
Accumulated Depreciation B 1,00,000

Valueon Oct.01,2013 = 1.00.000
Less : Insurance Claim = 70,000
Loss on Accident 30,000




Q11. Saraswati Ltd. purchased a machinery costing X 10,00,000 on January 01,2011. A new
machinery was purchased on 01 May, 2012 for X 15,00,000 and another on July 01, 2014 for
% 12,00,000. A part of the machinery which originally cost ¥ 2,00,000 in 2011 was sold for ¥
75,000 on October 31, 2014. Show the machinery account, provision for depreciation account
and machinery disposal account from 2011 to 2015 if depreciation is provided at 10% p.a. on
original cost and account are closed on December 31, every year.

Solution:
Books of Saraswatl Lid.
Machinery Account
Crr. Cr
| Date | Particulars LF | Amount? | Date | Particulars _JF_| Amount¥ |
[2011 2011
!Jan 01  |ToBankAX 1000000 Dec3l By Balance cid 1000000
| 10,00, 000 10,060,000
EAE
|lan 01 Ter Hatamoe bid
I8y 01 |To Bank At By Bafance cid 25.00,000
| 2500000
{2013
Han 31 To Halasnce bl 25,00 000 D 31 By Badance cxl 25,000,000
! 25,00,000 25,00,000
[#01 20414
HanD1  |ToBalance b/d 25000000t 31 By Machinery Disposal Afc 2,001,001
MHelGL  |To Bank A 1200000(0ec3l By Balance cid 35,00,000:
| (8,00, 000+ 15,060,000+ 1 .2.00,000)
| 37,00,000 _37,00,000
2015 2015
EJ-EIII 01 T Balange bid 33,00.000 De 31 By Badance cid ESS:IGOCI
| 35,00, 000 35,00,000:
Provision For Degr eciation Account
o (o
Date Particulers iF. | Amount? Date Particulars LE. Arnount T
1 20711
Drac 31 Gy Drepreciation A
M3 T Palancs il | 150800 Machine 1 A O, D0 1 00|
L0000 1000000
2012 2012
ban. 1 By Bakance bid 1O
Dec 31 Gy Depreciation Ak
Maching 1 1, D 0y
Dec 31 To Dalsnea ol 00000 Mlachine 2 [Bmonths] 1O IO 200000
300,000 3,000,000
2013 2013
Mec 1 To Balience ol 5.%0510] Jan 0 By Baldnce bid 300000
Drec 31
Pachine 1 1, 00 00N
Machlne 2 15 D 2504800
5.50,000 550,000
2014 2014
et 31 To Machinery Digmi<al FoA67 Fan 0] By Batanre 04l 550000
e
Cict' A By Dieprecinfion At
Machine T 1565 16,664
{Past cnslingg T2, 00,000
D 31 By Depreciatinn A% 250000
machine 1 Bl EHOR
[Rarmaining costl
Machine 2 Lo
Ciec 31 To Balanco oid T L0000 achine 2 (Gmonths| A DD 2, 900000
B.5G607 | [ B.56.667
2015 [ 2015
Janit By Balance bid TE0000
Drac 31 Avion AT
000
150,000
Lec 3l lo Balance ot 1150040 1,200 Lk 4,500
I | | 41s0000 N 1 11.30,000]




Machinery Disposal Aceount

Dr. Cr.
Date Particulars LE | Amount T [yare Particulars LF. | Amount T
2014 | 2012
Qct 34 ToMtaching v A% 200000 G 3 B Proveision for Deod ecialion 8% JEaET
Ot 31 |By Bank A [sael 5,000
Ot 31 |By Profit and Loss As 48,333
L)
200,000 200,000
Working Note:
Profit or Loss on sale of part of Machinery 1:
Opening Balance Depreciation Closing balance
2011 2,00,000/- 20.,000(= 1,80,000
2012 1,80,000|- 20,000(= 1,60,000
2013 1,60,000|- 20,000(= 1.40,000
2014 1,40,000|- 16.667|= 123,333
Accumulated Depreciation 76,667
Book Value as on Oct. 01,2014 1.23,333
Less: Saleon Oct.01,2014 75,000
Loss onsale ¥48,333

Q12. On July 01, 2011 Ashwani purchased a machine for ¥ 2,00,000 on credit. Installation
expenses X 25,000 are paid by cheque. The estimated life is 5 years and its scrap value after
5 years will be ¥ 20,000. Depreciation is to be charged on straight line basis. Show the
journal entry for the year 2011 and prepare necessary ledger accounts for first three years.
Solution:



Books of Ashwani

Journal
Date Particulars L.F. Dr. Cr.
T L4
2011
July01 |Machinery A/c Dr. 2.25,000
To Creditors for Machinery A/c 2,00,000
To Bank Afc 25,000
(Being machinery bought on credit and
325,000 paid for installation through
cheque)
2011
Dec31 |[Depreciation Afc Dr. 20,500
To Machinery A/c 20,500
(Being depreciation charged on
Machinery)
2011
Dec31 |Profitand Loss A/c Dr. 20,500
To Depreciation Alc 20,500
(Being depreciation transferred to Profit
and Loss Account)
2012
Dec31 |Depreciation A/fc Dr. 41,000
To Machinery A/fc 41,000
(Being depreciation charged on
Machinery)
2012
Dec31 |ProftandLloss Afc Dr. 41,000
To Depreciation A/c 41,000
(Being depreciation transferred to Profit
and Loss Account)
2013 Depreciation A/c Dr. 41,000
Dec 31 To Machinery Afc 41,000
(Being depreciation charged on
Machinery)
2013
Dec31 |Profitand Loss Alc Dr. 41,000
To Depreciation A/c 41,000
(Being depreciation transferred to Profit
and Loss Account)
Ledger
Machinery fctount
D, Cr.
Date Partlcukars JF Aumount T Date Particulars L. Aurrint ¥
2019 011
fudy 0l To Cresfitol farn Machinary A0 By DrepmEvialion A 20,500
Mty 01 To Baink AdL
2,25,000
2042
i Tn Balaare Bid 204 500D 31 By Deprociatinn S a1, 0400
Nes 3t By Balarse il 143500
204500 2,04,500
PHEE g3
fan 0L To Balance o/d L65.500/Dec 31 |8y Depreclation A 41,000
Dec 3l  [ByBalancecd 122500
1,43 500 1,63,500]
Working note -
Calculation of Smwnual Depreciation
Deapresiadimpa. = Comd-Seran Wakae SEulimatesd Usefel Lifs (yearad
= 12,060,000+ 7 5 T001-20,000/5
=¥ 1000 per atinum

Q13. On October 01, 2010, a Truck was purchased for ¥ 8,00,000 by Laxmi Transport Ltd.
Depreciation was provided at 15% p.a. on the diminishing balance basis on this truck. On
December 31, 2013 this Truck was sold for X 5, 00,000. Accounts are closed on 31st March



every year. Prepare a Truck Account for the four years.

Solution:
Books of Laxmi Transport Ltel.
Truck Account
Dir. Cn
Date Particulars LE | Amount T Date Particulars JF. | Amount T
12010 2011
el 51 o Bank Ak BODOODIMar 31 |By Depreciation &4 16 G0
manths]

_|Mar3l By Balance cid

£ 00,000
2011 2012
Apr i T Halance hid FALOGOD(Mar 31 |By Depreclation Ad 111,000

Mar 31 By Balance cid &,29.000

7 A0,000 740,000
12012 2013
Apr01  |ToBalance b/d &23000(Mar 31 By Depreciation Ak G4 350

Mar-31 By Balance cid 534,450

&, 2%.000) G5,29,000
2013 2013
Apr31  [ToBalance b/d 5.34650(Dec 3l |By Depreciation Az (Smonths] | 80,148
|Ber31 | ToProfivand Loss Dec 31 By Bank Afc (zals] 5,000

AdciProfit)
25498

5,460,148 540,148

Warking Motes:

Profitor Loss on'Sale of Part of Truck:

[vear Oipening Depreciation Closing Balance
Balance
i i,‘--}'!{l'l_] 1,00, 00| - E000 Mamonth) = FA0000)
| 20112012 740000 111,002 = 4,27.000
2012-2013 &2 %000 74350 = 3.34,650
20132012 534,450 60,148 (7 month; 474502

WD azon Dec 31, 2013

4 74502

|Le=s; 5ale on Dec 31, 2013

500,000

| Proft on sakis

25478

Q14. Kapil Ltd. purchased a machinery on July 01, 2011 for ¥ 3,50,000. It purchased two
additional machines, on April 01, 2012 costing ¥ 1,50,000 and on October 01, 2012 costing
1,00,000. Depreciation is provided @10% p.a. on straight line basis. On January 01, 2013, first

machinery become useless due to technical changes. This machinery was sold for X

1,00,000. Prepare machinery account for 4 years on the basis of calendar year.

Solution:



Books of Kapll Ltd.
Machinery Account

Cer. Cr.
Ciate Particulars IF. | Amount Diate Particulars | 1F | Amount?
2011 2011
Il {11 | T Bank At 350000|Dec31  |By Depreciation Ay |
Machine 1 (& mantis) 17500 17 500
Dec 31 |ByBalancecid [ 4325004
350,000 | 3,50,000
2012 2012
lan (2 la Ealanc= b 407 s Der 31 Hy Lepreciatlcn A
Aorl | ToBank Adc 15000040 Machine 1 25000
[chE01 | ToBank Ak 100000 Machine 2 [ months) 11250
Wachine dilmonths) 2500 A, 75
. Dec 31 |By Salonce cid ! 533,750
5,82.500 i 582,500,
2013 2013
Jandi |ToBalancebid 533750 Jandl By Bank Afc (safe) 1000, 0007
lan ik By Profi] and Lnss 1.5 85000
AsciLoss)
Dec31l  |By Deprecaticn Ao
Machine 2 T 500
Machine 3 14,000 25,000
Dec 31 |ByBalancecid | 211250
533750 | 533750
S04 2014 |
lan 01 | To Balance bAd 2111,250|0ec 21 |By Depreciation Ak ‘
Machine 2 15,000
Mischine 3 HRDG0 2500
Dec3l |ByBalancecsd I 186,250
| 211250 | 211250
2015 ’ |
lan 1 | Tnfslance bid 1,845,250
Working Note :
Profit or Loss on sale of part of Machinery 1:
Opening Balance Depreciation Closing balance
2011 3,50,000- 17,500|= 3,32,500
2012 3.32,500|- 35,000(= 297,500
WDV asonJan01, 2013 2,97.500
Less: Saleon Jan 01, 2013 1.00,600
Loss onsale 1,897,500

Q15. On January 01, 2011, Satkar Transport Ltd, purchased 3 buses for ¥ 10,00,000 each. On
July 01, 2013, one bus was involved in an accident and was completely destroyed and ¥
7,00,000 were received from the Insurance Company in full settlement. Depreciation is
written off @15% p.a. on diminishing balance method. Prepare bus account from 2011 to
2014. Books are closed on December 31 every year.

Solution:



Books of Satkar Transport Ltd.

Bus Account

Dr. Cr.
Date Particulars JF Amount I Date Particulars JF Amount I
2011 2011
JanO1 To Bank A/c 30,00,000|Dec3t By Depreciation A/c
Bus 1 1,50,000
Bus 2 1,50.000
Bus 3 1,50,000 450,000
Dec31 By Balance c/d
Bus 1
{10,00,000-1,50,000) 8,50,000
Bus 2
{10,00,000-1,50,000) 8,50,000
Bus 3
{10,00,000-1,50,000) 8,50,000 25,50,000
30,00.000 30,00,000
2012 2012
Jan01 To Balance b/d 25, 50,000|Dec3l By Depreciation A/c
Bus 1 127,500
Bus 2 1,27.500
Bus 3 1,27,500 3,82,500
Dec31 By Balance c/d
Bus 1 7.22,500
{8,50,000-1,27,500)
Bus 2 7,22,500
{8,50,000-1,27.500)
Bus 3 7,22.500 21,67.500
{8,50,000-1,27,500)
25,50,000 25,50,000
2013 2013
Jan01 To Balance bid 21,67 500 July 01 By Depreciation Afc
July01 To Profit and Loss Alc 31.688 Bus 1 (6maonths) 54,188 54.188
{Profit)
July 01 By Bank A/fc
(Insurance Claim) 700,000
Decdi By Depreciation A/c
Bus 2 108,375
Bus 3 108,375 2,16.750
Dec3i By Balance c/d
Bus 2
(7.22,500-1,08,375) 6,14,125
Bus 3
(7.22,500-1.08,375) 6,14,125 12,28,250
21,99.188 21,99.188
2014 2014
JanCO1 To Balance bid 12,28.250|Dec3l By Depreciation A/c
Bus2 92,119
Bus 3 92,119 184,238
Dec31 By Balance c/d
Bus 2 522,006
Bus 3 522,006 1044012
12.28,250 12,28,250
Working Note:
Profit or Loss Due to Accident:
Opening Balance Depreciation Closing balance
2011 10,00.000|- 1.50.000 = 8,50.000
2012 8,50.000|- 1,27,500 = 7,22,500
2013 7,22,500|- 54.188 (6month) |= 6,68,312
WDV as on July 01, 2013 6,68,312
Less: Insurance Claim 7,00.000
Profit due to accident 31.688

Q16. On October 01, 2011 Juneja Transport Company purchased 2 Trucks for ¥ 10,00,000

each. On July 01, 2013, One Truck was involved in an accident and was completely

destroyed and X 6,00,000 were received from the insurance company in full settlement. On

December 31, 2013 another truck was involved in an accident and destroyed partially, which

was not insured. It was sold off for X 1,50,000. On January 31, 2014 company purchased a




fresh truck for ¥ 12,00,000. Depreciation is to be provided at 10% p.a. on the written down

value every year. The books are closed every year on March 31. Give the truck account from

2011 to 2014.

Solution:
Books of luncia Transpart Company
Truck Account
Dr. Cr
Date Pra Giculars LE Adnount T Crate Pasticulais LE. AmountT
2011 2012
Cies T Haird A OO0 000N Gar 31 Sy Capreciatinn &,
Truck T [Smonths) 50.000
Truck 2 [fmonths 1 501,000 100,000
htar 31 By Balarce o
Truck L
(1000.000-50.000] SE0.000
Truck 2
1000005000001 RROG00 1000000
H0,.00,000 | zos0o00
2012 213
Apriol fo Halance i 190000 Mar 31 Sy Dlapracalion A
Truck & 95000
lruck 2 95,000 1,920,000
hEard) Sy Balarce o
Truch 1
4 SO0 95,00 B.55000
liuck 2
9 50 000-95,0004 ERANE 4] 17, 10.000|
19, 00.000 10.00.000|
2013 013
Apr01 [T Batanceodd IR 100000] ey D1 By Dapreciation A
Truck L (I months) 21,375 21375
Futy 01 Sy Bank &y
Bresi e Tlaim) R0
oy d Ly Frohl and Loss At
lassd 238525
Lec3l Ly Liepraciation A
Truck 2 (#months) 443,125 54125
Deczi Dy Bk At (Salel :.5.:-mui
Llec 3L &y Frobt and Loss 6A40ET5|
Ajctoss)
2014 o4
Jan 31 TorBamk A 12000000  Mar 31 By Dapreciation A
S(2months) 20,000 00
Mardl iy Balanoe ol 180,000|
| maoooo] [ 2940000
Waorking Note:

Truck -1 Profit or Loss due to Accident:

Opening Balance |- |Depreciation = |Closing balance
2011-12  |10,00,000 - 50,000 (6 months) = 9.50.000
2012-13  |9.50.,000 - |95.000 = 855,000
2013-2014 |8,55,000 - 21,375 (3 months) = B,33,625

Value on July 01,2013 =

8.33.625

Less: Insurance Claim =

6,00.000

Losson Truck -1

T2,33.625

Truck - 2 Profit or Sale on sale:

Opening Balance |- Depreciation Closing balance
Oct01,2012 (10,00,000 - 50,000 (& months) 2.50,000
Apr.01,2012 (9,50,000 = 95.000 8,55.000
Apr.01,2013 (8,55.000 = 64,125 (2 months) 7,90.875

Value onDec 31,2013 =

7,920,875

Less: Sold

1,50,000

Losson Truck - 2

$6,40,875




Q17. A Noida based Construction Company owns 5 cranes and the value of this asset in its
books on April 01, 2011 is ¥ 40,00,000. On October 01, 2011 it sold one of its cranes whose
value was X 5, 00,000 on April 01,2011 at a 10% profit. On the same day it purchased 2
cranes for X 4, 50,000 each. Prepare cranes account. It closes the books on December 31,

2012 and provides for depreciation on 10% written down value.

Solution:
Brols of Constroction Company
Cranas Acnount
[ir. Cr
Oale Particulars AL Aimounl T Date Partitulirs 1E Amount ¥
2011 201
aprid To Bakancs o Ehala Ty o] Fptn Sk By Dieprec:ation Ak 25,000
[Crane &5, 00000
Cies 01 T Proifit aned Loss A0c V7 5000t 01 Ry Bank A |saka) 5,22.500
Profil] |
Cict 0 T Bank S FO0000( 013
bbar 31 By Diegrdciaticon Al 285,000
PHEranes = ey & Cranes
Mardl e Batance ol
32,57 R0 BT F 50 41,15,008
4047 500 49,47.500
Working Motas:
Calcotation of crane Valued SO000
Opening Balance Deprectation = |Closing betanc
201113 500000 R000 (6 months]  |= 475000
Walue on el 01, 2011 -
pockal, 2011 -
Lot onSale e
Caloaalicn ol depreciation Tof & cranes
Dpaning Balance Lh=preciation = 'n_ OEigE
201112 L) 2.6 5001 mondhsy |-
Caloutation of depreciaticn Ior 4 cranes
Daping Dalance Drepreciation - i losing balare
21112 IOLDUG 22500 (Znonths| |- B 500

Q18. Shri Krishan Manufacturing Company purchased 10 machines for X 75,000 each on
July 01, 2010. On October 01, 2012, one of the machines got destroyed by fire and an
insurance claim of ¥ 45,000 was admitted by the company. On the same date another

machine is purchased by the company for ¥ 1,25,000.
The company writes off 15% p.a. depreciation on written down value basis. The company

maintains the calendar year as its financial year. Prepare the machinery account from 2010
to0 2013.
Solution:




Books of Shri Krishna Manufacturing Comparmy
Machimery Sccount

D, ; Y Lr.
[ate Pailiculais LFE Bmoiint T [ate Pasticulars JE Aot T
2010 20
Juty 21 [To Bank &t 7.50000/Dec31  |By Depreciation Adc 54,250
R el T B
Dec3t  |ByBa 6,93,750
[ 6,593,750
7.50,000 | 7.50,000
2011 2011
Jan01 To Balance bid G853, 730 0 31 By Depreciaton Ad 104063
(6w ATE LFR 10
Dec 3l |ByBalance oid 589 457
['5.8%,687/10 sach
£.93.750) | 6,932,750
017 017 [
Jandl To Balance bid FA9.68TCot 0T Bw Depreciation Ak
ik 1 ToBank Ax 125000 Machine 1 19 monch=] 65634 Bhad
el O By A 45000
st gascs Clabm,
L3101 B Pieifil and Lass &0 TS
[l iss}
Dec 31 By Diepreciation Ay
arnsr ¥ Mechine 92808
[ 5E942. 7 155 /17
Metw Maching 4,689 42546
13,85 OO0 TRy 13
Dec 31 Hy Balancecd
Cither 9 Machine 451110
_____ i Mew Machins 120312 571442
7,14 687 7,14 687
113 H13
lan {11 ToBalance byd 571422 Decdl  |ByDepreclation fsc
Cither ¥ Machine 47857
[4.51,110°15%)
18047 A5 714
Dec 31
Cithar 2 Machine 183443
NewMachine |102265| | 485708
571422 571422
Working Note :
Machine Costing 75,000 sold on Oct.01,2012
Opening Balance |- Depreciation = Closing balance
2010 75000/~  [5.625(6 months) = 69.375
2011 69,.375|- 10,406 = 58,769
2012 58,96%|- 6634 (% months) = 52335
Value on Oct.01.2012 = 52,335
Less: Insurance Claim = 45,000
Loss due to accident = %7.335

Q19. On January 01, 2010, a Limited Company purchased machinery for X 20,00,000.
Depreciation is provided @15% p.a. on diminishing balance method. On March 01, 2012, one
fourth of machinery was damaged by fire and ¥ 40,000 were received from the insurance
company in full settlement. On September 01, 2012 another machinery was purchased by the
company for ¥ 15,00,000. Write up the machinery account from 2012 to 2013. Books are
closed on December 31, every year.

Solution:



Machinery focounlt

br. Cr
Date Parthoulars IF | Amount¥ Date Particulars JF | Amount®
2012 il b
Fan £ T Balance B W 1) 14 25,000 Mar By Des eciatinn Ak 705
110083, 750+ 3.61.250) | Lr4 M aching for 2 ronths)
Pl 011 By Rarik 8 AT
(Instrance Claim)
Sept01  |To Bank &k 1500000 Mar 0 By Profit and Logs A% (Lass) 313319
Decdl  |By Deprecietion i
34 of Maching LGS
ey Baivinie (& misnl b 73,000 FATS
Déc3l  |By Balance oM
278 e b i ooy ta7
Pewe B EChine 1425000 23As1a7
2945 000 29.45.000
13 s
Japdl o Belance bad 2346180 Gecdl  |By Depreclation As
24 ot paching 138178
Pew Machine 213750 151,930
Cee 31 Ay Balznoa il
FaMatidachine SEI000
Mezvwe Machine 12,11,250 1554255
23.:44,187 23,446,187
Working note :
1. Machine (i)
Years January 01 e Depreciation = Closing Balance
(15% p.a.)
2010 20.,00,000|- 3,00,000(= 17.00,000
2011 17,00,000|- 2,55,000(= 14.45,000
2012 14.45,000|-

2. 1/4™ of machine (i)

Years January 01 - Depreciation | = Closing Balance
(15 % p.a.)
2010 500,000 - 75,000 = 4.25,000
2011 425000 - 63,750 = 3,61,250
2012 3,61,250| - 2,031 (9m) = 352,219
WValue on 1 Mar.2012 # 352,219
Less: Insurance Claim = 40,000
Loss %3,12,219
3. 3/4% of Machine
Years January 01 = Depreciation | = Closing Balance
(15% p.a)
2010 15,00,000 225,000 = 12,75,000
2011 12,75.000 1,91,250 = 10,83.750
2012 10.,83,750 1.62,563 = 2,21,187
2013 221,187 - 1,38,177 = 7.83.009

4 New Machine

15 % depreciation on new machine

15.00.000*15/100 *4/12= 75,000

14,25,000*15/100= 2,13,750

Q20. A Plant was purchased on 1st July, 2010 at a cost of ¥ 3,00,000 and X 50,000 were
spent on its installation. The depreciation is written off at 15% p.a. on the straight line




method. The plant was sold for ¥ 1,50,000 on October 01, 2012 and on the same date a new
Plant was installed at the cost of ¥ 4,00,000 including purchasing value. The accounts are

closed on December 31 every year.

Show the machinery account and provision for depreciation account for 3 years.

Solution:
Plant Account
De. r.
Daie Particulars | LF 1 AmountT Chate | Parliculsrs IF, | Amount®
2010 2010
luly FF | Tex Bank At A500NDec 3T [By Betance i SR )
[ AR+ 500 T
I 3,50,000 3,50,000
2011 | 2011
lanil |To Batanceb/d 350,000 Dec31  |By Balancecid 3EG000
350,000 | 3,50,000
2012 oz |
Jarn01 |ToBalance b/d AF0GHOct 0L |By Provision for Depreciation 118135
AJC
el Tex Barik At SO000 0T By Bank &0 (sale) 1. 50,000
Oct0l  |[By Profitand Loss Ay (Loss] B1B75
Dec3l |By Badancecid 4,001,000
7.50,000 | 750,00
Proveislon for Depreciation Account
D, o o . ll.'_._r
_ Date Particulars IF | Amount® | Date Particulars IF Amount %
2010 20010
D3l Tix Bafance G 26;250|De 31 By Depreciation Al
Plant 1 26,250
24,250 26,250
2011 2011
[her 1 | T Hatanoe ¢ FH# R Jandl By Halance bl 0,258
Diec 31 By Depreciation A/c
Plant 1 %2500
JB. 450 S50
#1 i W b
Cctl {To Plant Afc 1.28.125{Jand01 By Balance bid 78,7340
[kt By Dejareciation &/
Pliatl 1 (9 mcsbh) 2375
Dec 31 To Balance oo 15000|Dec 3t By Depreclation o
Flaat 2 L3 manth) 15400x)
| 1,33135 133,135
Woaorking Note :
Profit or Loss on Sale of Plant:
QOpening Balance |- Depreciation = Closing balance
2010 3,50,000(- 26,250|(6maonths) = 3,23,750
2011 3,23,750|- 52,500 = 2,71,250
2012 2,71,250|- 39,375((9 months) 2,31,875
Value on Oct 01,2012 = 2,31.875
Less: Saleon Oct 01,2012 = 1,50.000
Loss = 81,875

Q21. An extract of Trial balance from the books of Tahiliani and Sons Enterprises on Mar 31

2015 is given below:

Sundry debtors

Bad debts

Name of the Account

Provision for doubtful debts

Debit Amou

50,000

6,000

ntX

Credit Amount X

4,000




Additional Information:

¢ Bad Debts proved bad but not recorded amounted to ¥ 2,000.
e Provision is to be maintained at 8% of Debtors.

Give necessary accounting entries for writing off the bad debts and creating the provision for
doubtful debts account. Also show the necessary accounts.

Solution:
Journal of Tahillani and Sons Enterprises
 Date | Partleulars o Twe] Be | ©n
[% [
i, Bad deits A ] 2,000
ToDebrors A 2000
|.Lliiil'l_$_fl prther-Dad debtscharged f_fl}l'ﬂ Deltors .ﬂ-ﬁmuu_ll_
i Provision for Doubtful Debrs Ajk D 8000
Ta Bad debis A 8,000
[Being ameunt of bad debds transferred (o Provision lor
Doubtiul debt Account]
L Profit and Loss Ak Br 7,540
Ta Provision for Doubtful Debt Ak 7,840
|Bring amount of Provision for Doubiful Debt
transferred ta Profit and Loss Account
Bad debts Account
[3r. L2
| Date Particulars IE | Amount¥ Date Particulars JFE | Amocunt®
[#015 2015
i"-".sral Tor Balance hid [Tt |
Mar 31 To Dlabtors Adc 2000 Mar31 By Provision for Doubtful BODX
| Diehts A |
| 3,000 ﬂ:.DDDj
Debrtars Account
[3r .
| Date Particulars LFE | AmountT Date Particulars LR Amount T
|#015 s
[Mar31  [ToBalance bid S000Mar 31 By Bad detts Auc 2,000
! [Mar21 By Balance oid 43,000
| 50,000] L0,000
Provision for Daubtful Debt Account
D, Cr.
Drate Particulars LE. Ameount © [ate Particutars 1F. Amount®
215 2015
Sar For Had debits e HON Mar 31 Py Batance hid d00
146,008 4 2,000)
M 31 T Halapee £d JB40Mardl By Proflancd Loss 84 J840
(48,000 203%)
11.840 1140
Profit and Loss Account [Extract)
. i
|  Date Particulars IF. | ‘Amount? | Date Particulars LF. Amount §
| #th 12015
i"-"sr 31 To Provlston for Bad I".EI-‘IGl
| [debits |

Q22. The following information are extract from the Trial Balance of M/s Nisha traders on 31
March 2015.

Sundry Debtors ‘ 80,500

Bad debts ‘ X 1,000



Provision for bad debts |

Additional Information ‘

Bad Debts

X 5,000

X500

Provision is to be maintained at 2% of Debtors.

Prepare bad debts account, Provision for bad debts account and profit and loss account.

Solution:
Bad debis Account

Dir. Cr.
| Date Particulars LE Amaunt T [ale Particulars LE. Amounl T
[2015 2015

| M 31 To Balange b 10G3a

| Mariil for Debtors A SO Mar 1 By Frovizion for Had 1,500

tobts A
i 15040 1500
Provislan for Bad debts Account

|, Cr
| Date Particulars JE | Amount® Diate Particulars IF, Amount T
L s

Mizr 31 To Bad debts Alc LS00 Mar 31 By Balance byd 5000

Mar 31 To Profit and Loss Adc 1,700
|31 To Balance £4l 1800

|B0.0002%)
| 5,000 5,000
Praht and Loss Account [Extract]

Cbr. Cr.

| Date Particulars | ks | Amount T | Date | Partleulars JF Ampount?T |
2015
Mtardi By Provislon far Had 19000

Diebits Adc



