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Task 3 
Essay 
Depreciation is the process of allocating the cost of a non-current asset over its useful life. It is an important accounting concept that recognizes that non-current assets lose value over time due to wear and tear, technological advancements, or other factors. The purpose of depreciation is to match the cost of the asset with the revenue it generates over its useful life.
The application of depreciation is important for businesses as it allows them to accurately report their financial performance and financial position. Depreciation expense is deducted from revenue in the income statement to arrive at the net income figure. Without accounting for depreciation, the income statement would overstate the profitability of the business. The carrying value of non-current assets is also reduced in the balance sheet by the accumulated depreciation. This provides a more accurate representation of the true value of the assets that the business holds.
The accounting for depreciation requires businesses to estimate the useful life of the asset and the residual value that will be left at the end of its useful life. The depreciation expense is calculated by dividing the cost of the asset by its estimated useful life. There are several methods of depreciation that can be used, such as straight-line, reducing balance, or units of production. Straight-line depreciation is the simplest and most common method, where the cost of the asset is spread evenly over its useful life.
The requirement for businesses to depreciate their non-current assets is a fundamental principle of accounting. It is necessary for businesses to accurately report their financial performance and financial position. The concept of depreciation recognizes that non-current assets lose value over time and need to be accounted for accordingly. The application of depreciation ensures that businesses are not overstating their profitability and that their balance sheet accurately reflects the value of the assets they hold. The accounting for depreciation requires businesses to make estimates about the useful life and residual value of their assets, which can be a complex process. However, the benefits of accurately accounting for depreciation far outweigh the costs, as it provides stakeholders with a more accurate picture of the financial health of the business. 
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Profit and loss acount for the year ending 31st December 2021

Sales 620,846

Cost of sales:

Opening stock 60,444

Purchases 428,330

488,774

Closing stock 50,328 438,446

Gross profit 182,400

Expenses (overheads):

Sundry expenses 4,500

Rental and insurance cost 38,400

administration expenses 5,544

customers debt 1,960

Van 25,040

Shop fittings 14,640

Salaries and wages  71,608

Total expenses 161,692

Net profit 20,708

Tax 15,548

Profit after tax 5,160

Balance sheet as at 31st December 2021

Assets 

Current assets

Inventory  50,328

Trade reveivable  11,760(13,720-1960)

Cash in Bank 164

Total  62,252

Non current assets

Delivery van 49,812

Shop fittings 21,960

Total non current assets 71,772

Total assets 134,024

Liabilities

Current liabilities

Trade payable 68,840

VAT 15,548

Total current liabilites 84,388

Equity

Capital 9,986

Net profit 46,072

Subtract Drawings 36,540

Total 19,518

Total liabilities and equity 103,906
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		Profit and loss acount for the year ending 31st December 2021



		Sales				620.846

		Cost of sales:

		Opening stock		60.444

		Purchases		428.330

				488.774

		Closing stock		50.328		438.446

		Gross profit				182.400



		Expenses (overheads):

		Sundry expenses		4.500

		Rental and insurance cost		38.400

		administration expenses		5.544

		customers debt		1.960

		Van		25.040

		Shop fittings		14.640

		Salaries and wages 		71.608

		Total expenses				161.692



		Net profit		20.708

		Tax		15.548

				Profit after tax		5.160

		Balance sheet as at 31st December 2021



		Assets 

		Current assets

		Inventory 		50.328

		Trade reveivable 		11.760		(13,720-1960)

		Cash in Bank		164

		Total 				62.252





		Non current assets

		Delivery van		49.812

		Shop fittings		21.960

		Total non current assets				71.772



		Total assets				134.024



		Liabilities

		Current liabilities

		Trade payable		68.840

		VAT		15.548

		Total current liabilites				84.388



		Equity

		Capital		9.986

		Net profit		46.072

		Subtract Drawings		36.540

		Total				19.518

		Total liabilities and equity				103.906
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Capital account

Date Description Debit  Credit  Balance

1 April Starting balance 40,000- 40,000

30 April Balance 40,000 40,000

Van account

Date Description Debit  Credit  Balance

1 April Starting balance 25,000- 25,000

30 April Balance 25,000 25,000

Bank account

Date Description Debit Credit  Balance

1 April Starting balance 10,000- 10,000

2 April Adverts 450

3 April Payable 4,400

7 April Drawings 800

9 April Receive 2,000

11 April Pays Petrol 120

15 April  Receive 1,800

18 April Insurance  750

30 April Purchase 2100

30 April  Balance 13,800 8,620 5,180

Receivables

Date Description Debit Credit  Balance

1 April Balance 17,000

3 Aprik Bank 2,000

15 April Bank 1,800

21 April Sales 1,900

30 April  Balance 18,900 3,800 15,100

Payables

Date Description Debit Credit Balance

3 April Bank  4,400

1 April  Balance  12,000

20 April Purchase 2,500

4,400 14,500 10,100

Trial Balance

Debit Credit

Capital 40,000

Bank 8,620

Receivables 15,100

Payables 10,100

Purchases 4,600

Sales 1,900

Ads 450

Insurance 750

Petrol 120

55,400 52,000
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				Capital account

		Date		Description		Debit 		Credit 		Balance

		1 April		Starting balance		40.000		-		40.000



		30 April		Balance		40.000				40.000



				Van account

		Date		Description		Debit 		Credit 		Balance

		1 April		Starting balance		25.000		-		25.000



		30 April		Balance		25.000				25.000



				Bank account

		Date		Description		Debit		Credit 		Balance

		1 April		Starting balance		10.000		-		10.000

		2 April		Adverts				450

		3 April		Payable				4.400

		7 April		Drawings				800

		9 April		Receive		2.000

		11 April		Pays Petrol				120

		15 April 		Receive		1.800

		18 April		Insurance 				750

		30 April		Purchase				2100



		30 April 		Balance		13.800		8.620		5.180



				Receivables

		Date		Description		Debit		Credit 		Balance

		1 April		Balance		17.000

		3 Aprik		Bank				2.000

		15 April		Bank				1.800

		21 April		Sales		1.900



		30 April 		Balance		18.900		3.800		15.100



				Payables

		Date		Description		Debit		Credit		Balance



		3 April		Bank 		4.400

		1 April 		Balance 				12.000

		20 April		Purchase				2.500

						4.400		14.500		10.100



				Trial Balance



				Debit		Credit

		Capital				40.000

		Bank		8.620

		Receivables		15.100

		Payables				10.100

		Purchases		4.600

		Sales				1.900

		Ads		450

		Insurance		750

		Petrol		120



				55.400		52.000






