Topic A01: Depreciation                                            Student Worksheet P.15











BAFS Elective Part – Accounting Strand – Financial Accounting
Topic A01: Period-end Adjustments Relating to the Preparation of Financial Statements - Depreciation
Activity 1
Group Discussion

It’s time to identify the capital expenditure and revenue expenditure of buying a car.

Put a tick (✓) in the appropriate column for the proper allocation of expenditure.
	Expenditure 
	Capital
	Revenue

	Annual license fees
	
	

	Annual insurance premium
	
	

	Gasoline
	
	

	Import duties
	
	

	Parking fees
	
	

	Purchase cost
	
	

	Repairs and maintenance
	
	

	Tunnel fees
	
	



Activity 2
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Set up your own business and 
acquire the non-current assets
Name of Company: ________________________________________________
Nature of Business (Choose one of them): 
Restaurant/ Gym Centre/ Yoga Studio / Cafe/ Supermarket
The five non-current assets 

	Non-current Asset
	Cost (HK$)

(A)
	Estimated Useful Life (Years)
	Residual Value (HK$)

(B)
	Depreciable Amount (HK$)

(A) – (B)

	1.  
	
	
	
	

	2.
	
	
	
	

	3.
	
	
	
	

	4.
	
	
	
	

	5.
	
	
	
	


Activity 3 - Group Discussion
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It’s time to choose depreciation methods to be applied to non-current assets as stated on Worksheet p.2. Discuss how you will allocate the depreciable asset amount over the useful life.

	Non-current Assets
	Depreciation Methods



	1.
	

	2.
	

	3.
	

	4.
	

	5.
	


Activity 4 - Case Study and Group Discussion

Read the following case carefully and complete the tasks. [image: image3.png]



	Suppose your company has acquired a machine. Annual depreciation expense changes by the depreciation method used, which in turn affects the amount of net profit. To facilitate fund raising, your friend suggests you to choose the depreciation method that will maximise the reported net profits for the first two years.  

Assume straight-line, reducing balance method or units of production will be used. If necessary, state any other assumptions.

Details 

The machine was purchased on 1 January Year 1.
Cost                                                   $13,000,000

Expected residual value                                  $1,000,000
Estimated useful life in years                                5 years
Estimated useful life in units of production              100,000units
Year 

     Number of units

1

22,000

2

28,000

3

15,000

4

25,000

5

10,000


	


Tasks: Complete the tables
(1) Determine the annual depreciation expense, accumulated depreciation and net book value of the machine for five years.

(a) Using straight-line method 
	Year 
	Asset cost
$’000
	Depreciation rate

	Annual Depreciation Expense

$’000
	Accumulated Depreciation 

$’000
	Net Book Value at the end of the year

$’000

	1
	
	
	
	
	

	2
	
	
	
	
	

	3
	
	
	
	
	

	4
	
	
	
	
	

	5
	
	
	
	
	


(b) Using reducing balance method (200% of straight-line rate) (to the nearest dollar)
	Year 
	Asset cost
$’000
	Net Book Value at beginning of the year
$’000
	Depreciation rate
	Annual Depreciation Expense
$’000
	Accumulated Depreciation
$’000
	Net Book Value
at the end of the year

$’000



	1
	
	
	
	
	
	

	2
	
	
	
	
	
	

	3
	
	
	
	
	
	

	4
	
	
	
	
	
	

	5
	
	
	
	
	
	


(c) Using units of production method

Depreciation rate per unit:   
	Year 
	Asset cost
$’000
	Units of production


	Annual Depreciation Expense

$’000
	Accumulated Depreciation
$’000
	Net Book Value at end of the year

$’000

	1
	
	
	
	
	

	2
	
	
	
	
	

	3
	
	
	
	
	

	4
	
	
	
	
	

	5
	
	
	
	
	

	
	
	100,000
	12,000
	
	


(2) Compare the annual depreciation patterns using straight-line, reducing balance methods and units of production method. Which method will end up with larger net profit in year one in this case?
	

	

	

	

	


(3) Discuss the factors to consider when choosing the depreciation method.
	

	

	

	

	


(4) Assume that the machine was purchased on 1 August Year 1 and straight-line method was adopted.

(a) Suggest two methods for calculating depreciation expenses for the asset purchased during the year.  

	(i) 

	

	

	(ii) 

	

	


(b) Calculate straight-line depreciation charges for the year ended 31 December Year 1, using methods (i) and (ii) as suggested in (a) above. Assume the asset was not disposed during the year.

	(i) 

	

	

	(ii) 

	

	


 Activity 5 - A Mini-Case
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Read the following case carefully and complete the tasks.

	Mr. White, a manufacturer, bought two machines at the same price on 1 January Year 1. The machines had an estimated useful life of 5 years and a residual value of $800. As proper books of accounts had not been kept, it was uncertain whether straight-line or reducing balance method had been applied. The only information available is:

· Machine A:  Depreciation charges for year 1 and 2 are $1,055.

· Machine B:  Depreciation charges for year 1 and 2 are $2,025 and $1,350 respectively.




Task: Input missing data into the following table.
	
	Machine

	
	 A 
	 B 

	Depreciation method used
	
	

	Depreciation rate used
	
	

	Cost
	
	

	Net book value at the end of Year 2
	
	

	Depreciation expense for Year 3
	
	


Activity 6 – Disposal / Trade in of assets
(1)

Suppose your company acquired the machine of Activity 4 on 1 January Year 1 and sold it for cash at $7,300,000 on 31 December Year 2. 
The following methods were adopted for calculation of depreciation 

(i) Straight line method 
(ii) Reducing balance method
The opening balance of cash account is $10,000. Prepare, using (i) Straight line method and (ii) Reducing balance method, 
(a) journal entries for the disposal;
(b) “Cash”, “Machine”, “Accumulated Depreciation – Machine” and “Disposal of Machine” accounts for the year ended 31 December Year 2.

(i)(a)

Journal Entries

	
	
	$’000
	$’000

	 
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	


Calculation of the gain/loss on disposal

	


(b)
Ledger Accounts

	
	Cash
	

	
	 
	$'000
	 
	$'000
	

	
	
	
	 
	
	

	
	
	
	 
	
	

	
	
	
	 
	
	

	
	
	
	
	
	

	
	Machine
	

	
	 
	$'000
	 
	$'000
	

	
	
	
	
	
	

	
	
	
	 
	
	

	
	
	
	 
	
	

	
	
	
	
	
	

	
	Accumulated Depreciation - Machine
	

	
	 
	$'000
	 
	$'000
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	Disposal of Machine
	

	
	 
	$'000
	 
	$'000
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


(ii)(a)

Journal Entries

	
	
	$’000
	$’000

	 
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	


Calculation of the gain/loss on disposal

	


(b)

Ledger Accounts

	
	Cash
	

	
	 
	$'000
	 
	$'000
	

	
	
	
	 
	
	

	
	
	
	 
	
	

	
	
	
	 
	
	

	
	
	
	
	
	

	
	Machine
	

	
	 
	$'000
	 
	$'000
	

	
	
	
	
	
	

	
	
	
	 
	
	

	
	
	
	 
	
	

	
	
	
	
	
	

	
	Accumulated Depreciation - Machine
	

	
	 
	$'000
	 
	$'000
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	Disposal of Machine
	

	
	 
	$'000
	 
	$'000
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


(2)

Suppose your company acquired the machine of Activity 4 on 1 January Year 1 and traded in this old machine for a new machine with advanced technology on 1 January Year 3. The list price of the new machine was $15,000,000. The seller of the new machine accepted $7,300,000 as the trade-in value. 
The following methods were adopted for calculation of depreciation 

(i) Straight line method 

(ii) Reducing balance method

The opening balance of cash account is $10,000. Prepare, using (i) Straight line method and (ii) Reducing balance method, 
(a)
journal entries for the disposal;

(b)
“Cash”, “Machine”, “Accumulated Depreciation – Machine” and “Disposal of Machine” accounts for the year ended 31 December Year 2.
(i)(a)
Journal Entries
	
	
	$’000
	$’000

	 
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	


Calculation of the gain/loss on disposal

	


(b)

Ledger Accounts

	
	Cash
	

	
	 
	$'000
	 
	$'000
	

	
	
	
	 
	
	

	
	
	
	 
	
	

	
	
	
	 
	
	

	
	
	
	
	
	

	
	Machine
	

	
	 
	$'000
	 
	$'000
	

	
	
	
	
	
	

	
	
	
	 
	
	

	
	
	
	 
	
	

	
	
	
	
	
	

	
	Accumulated Depreciation - Machine
	

	
	 
	$'000
	 
	$'000
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	Disposal of Machine
	

	
	 
	$'000
	 
	$'000
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


(ii)(a)

Journal Entries
	
	
	$’000
	$’000

	 
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	


Calculation of the gain/loss on disposal

	


(b)

Ledger Accounts

	
	Cash
	

	
	 
	$'000
	 
	$'000
	

	
	
	
	 
	
	

	
	
	
	 
	
	

	
	
	
	 
	
	

	
	
	
	
	
	

	
	Machine
	

	
	 
	$'000
	 
	$'000
	

	
	
	
	
	
	

	
	
	
	 
	
	

	
	
	
	 
	
	

	
	
	
	
	
	

	
	Accumulated Depreciation - Machine
	

	
	 
	$'000
	 
	$'000
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	Disposal of Machine
	

	
	 
	$'000
	 
	$'000
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