Accounting for Depreciation
Straight Line (on Cost) / Reducing Balance Method
Your business purchases a new Fixed Asset / Non-Current Asset (Machinery) for £100,000 cash. You intend to keep and use the asset for 5 years.
· The Straight Line (on Cost) method will be depreciated at a rate of 20% per annum and an anticipated residual/scrap value of £10000 
· The Reducing Balance method will be depreciated at a rate of 30% per annum with no residual/scrap value
Task 1 - You are to calculate the annual charges for depreciation and post them into the financial accounting system.

At the start of the fourth year you actually sell the asset for £40,000.The policy is to provide a full year’s depreciation during ownership but none in the year of disposal.
Task 2 – You need to calculate the profit or loss when you dispose of the asset and how this would affect the reported profit at the end of the fourth year.


NEW TASK
Re-calculate the above but using the following new figures:
Your business purchases a new Fixed Asset / Non-Current Asset (Machinery) for £250,000 cash. You intend to keep and use the asset for 5 years.
· The Straight Line (on Cost) method will be depreciated at a rate of 20% per annum and an anticipated residual/scrap value of £8000 
· The Reducing Balance method will be depreciated at a rate of 30% per annum with no residual/scrap value
Task 1 - You are to calculate the annual charges for depreciation and post them into the financial accounting system.

At the start of the fourth year you actually sell the asset for £90,000.The policy is to provide a full year’s depreciation during ownership but none in the year of disposal.

Task 2 – You need to calculate the profit or loss when you dispose of the asset and how this would affect the reported profit at the end of the fourth year.

