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25 minutes
Unit Test #03 – Accounting for Depreciation

On 1 January 2004, Johnny Manufacturing Company purchased a new machine for $262,500 and paid freight charges of $7,500, installation cost of $15,000 and annual maintenance fee of $1,650.

The company estimated that the machine would have a useful life of eight years and a scrap value of $21,384.  The financial year of the company ends on 31 December.

Required

(a) Calculate the cost of the machine to be capitalized by Johnny Manufacturing Company.

(b) Calculate the annual depreciation on the machine for the years 2004, 2005 and 2006 if the company chose to adopt the reducing balance method and a depreciation rate of 30 per cent per annum.

(c) Prepare the following accounts to record the disposal of the machine if it was sold for $155,000 on 31 March 2008.  You need to record only entries in the year 2008 only.

(1) The machinery account

(2) Provision for depreciation – machinery

(3) Machinery disposal account

Total marks = 
/ 30
(Round-off to the nearest dollar)

Suggested Answers:

(a) The cost of the machine to be capitalized by Johnny Manufacturing Company includes the following items:

Purchase price of the machine + freight charge + installation cost 

= $262,500 + $7,500 + $15,000

= $285,000
(b) Annual depreciation expense of the machine for the years ended 2004, 2005 and 2006:

Year 2004:

Cost – Accumulated depreciation x Depreciation rate

= ($285,000 - $0) x 30%

= $85,500
Year 2005:

Cost – Accumulated depreciation x Depreciation rate

= ($285,000 - $85,500) x 30%

= $59,850
Year 2006:

Cost – Accumulated depreciation x Depreciation rate

= ($285,000 - $145,350) x 30%

= $41,895
(c) Disposal of the machine in the year 2008:

	Machinery

	2008

Jan. 1
	Balance b/d
	$

285,000
	2005

Mar. 31
	Machinery disposal
	$

285,000

	
	
	285,000
	
	
	285,000

	
	
	
	
	
	


	Provision for depreciation – machinery

	2005

Mar. 31
	Machinery disposal
	$

221,704
	2008

Jan. 1
	Balance b/d

($187,245 + $29,327 *)
	$

216,572

	
	
	
	Mar. 31
	Profit and loss account

($285,000 – $216,572) x 30% x 3/12 
	5,132

	
	
	221,704
	
	
	221,704

	
	
	
	
	
	


	Machinery disposal

	2008

Mar. 31
	Machinery
	$

285,000
	2008

Mar. 31
	Provision for depreciation

Machinery
	$

221,704

	Dec. 31
	Profit and loss account
	91,704
	“
	Cash / Bank
	155,000

	
	
	
	
	
	

	
	
	376,704
	
	
	376,704

	
	
	
	
	
	


* Depreciation for the year ended 31 December 2007:

= ($285,000 - $187,245) x 30%

= $29,327
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