SPCS

Form 4 Principles of Accounts

Notes on Chapter 19

Depreciation of Fixed Assets – Part II
19.10 One month’s ownership

An asset is not always purchased at the beginning of the financial year.  If the asset is purchased mid-way through the year, the amount of depreciation charged should be prorated to provide a more accurate reflection of depreciation. 

Example 1
Mr. Chung starts his business on 1 January 2001.  On 1 March 2001, he bought a motor van for $12,000.  On 1 August 2001, he bought another motor van for $14,000.  Depreciation is charged at a rate of 20% per annum using the straight-line method.  Write up the motor van account and the provision for depreciation account for the year ended 31 December 2001, 31 December 2002 and 31 December 2003 using (a) the basis of 1 month’s ownership needs one month’s depreciation and (b) a full year’s depreciation charge regardless of when he purchases the asset. 

(a) One month’s ownership

	Motor Van

	2001

1 Mar
	Bank
	$

12,000
	2001

31 Dec
	Balance c/f
	$

26,000

	1 Aug
	Bank
	14,000
	
	
	

	
	
	26,000
	
	
	26,000

	2002

1 Jan
	Balance b/f
	26,000
	2002

31 Dec
	Balance c/f
	26,000

	
	
	26,000
	
	
	26,000

	2003

1 Jan
	Balance b/f
	26,000
	2003

31 Dec
	Balance c/f
	26,000

	
	
	26,000
	
	
	26,000

	2004

1 Jan
	Balance b/f
	26,000
	
	
	


	Provision for depreciation

	2001

31 Dec
	Balance c/f
	$

3,000
	2001

31 Dec
	Depreciation expense
	$

3,000

	
	
	3,000
	
	
	3,000

	2002

31 Dec
	Balance c/f
	8,200
	2002

1 Jan
	Balance b/f
	3,000

	
	
	
	2002

31 Dec 
	Depreciation expense
	5,200

	
	
	8,200
	
	
	8,200

	2003

31 Dec
	Balance c/f
	13,400
	2003

1 Jan
	Balance b/f
	8,200

	
	
	
	2003

31 Dec
	Depreciation expense
	5,200

	
	
	13,400
	
	
	13,400

	
	
	
	2004

1 Jan
	Balance b/f
	13,400


2001:

Depreciation for motor van A (from 1 Mar. 2001 – 31 Dec. 2001)
= $12,000 x 20% x 10/12 = $2,000

Depreciation for motor van B (from 1 Aug. 2001 – 31 Dec. 2001) 
= $14,000 x 20% x 5/12 = $1,000

Total depreciation amount for motor van in year 2001 = $2,000 + $1,000 = $3,000

2002:

Depreciation for motor van A (from 1 Jan. 2002 – 31 Dec. 2002)
= $12,000 x 20% = $2,400

Depreciation for motor van B (from 1 Jan. 2002 – 31 Dec. 2002)
= $14,000 x 20% = $2,800

Total depreciation amount for motor van in year 2002 = $2,400 + $2,800 = $5,200

(b) Full year depreciation charge

	Provision for depreciation

	2001

31 Dec
	Balance c/f
	$

5,200
	2001

31 Dec
	Depreciation expense
	$

5,200

	
	
	5,200
	
	
	5,200

	2002

31 Dec
	Balance c/f
	10,400
	2002

1 Jan
	Balance b/f
	5,200

	
	
	
	2002

31 Dec 
	Depreciation expense
	5,200

	
	
	10,400
	
	
	10,400

	2003

31 Dec
	Balance c/f
	15,600
	2003

1 Jan
	Balance b/f
	10,400

	
	
	
	2003

31 Dec
	Depreciation expense
	5,200

	
	
	15,600
	
	
	15,600

	
	
	
	2004

1 Jan
	Balance b/f
	15,600


Exercise D

A motor van is bought on 1 October 1999 for $240,000 and another one on 1 February 2001 for $300,000.  The firm’s financial year ends on 30 April. The motor van is to be depreciated at 10% on a straight-line basis and one month’s depreciation for every one month’s ownership.  Prepare the motor van account and the provision for depreciation account for the year ended 30 April 2001, 30 April 2002 and 30 April 2003. 

Supplementary exercise – Final accounts with depreciation

The following Trial Balance was extracted from the books of Sandra, a sole trader, as at the close of business on 30 June 2003:

	
	$
	$

	Capital
	
	25,000

	Rental income / rent received
	
	3,500

	Purchases and sales
	12,830
	56,700

	Rent
	9,400
	

	Drawings
	8,450
	

	Bank overdraft
	
	2,460

	Returns inwards
	3,340
	

	Carriage inwards
	250
	

	Delivery van (at cost)
	1,800
	

	Office furniture (at cost)
	1,600
	

	Van running expenses
	780
	

	Carriage outwards
	467
	

	Rates and insurance
	760
	

	Debtors and creditors
	19,650
	3,692

	Stock
	7,930
	

	Cash in hand
	24,095
	


The following adjustments are to be made:

1. Provision for depreciation:

(a) Delivery van – 10% on cost

(b) Office furniture – 25% on cost

2. Accrued rates amounted to $400.

3. Accrued rental income amounted to $800.

4. Stock as at 30 June 2003 = $3,160.

Required:

Prepare a Trading and Profit and Loss account for the year ended 30 June 2003, together with a Balance Sheet on that date.
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