LCBB4001 – ACCOUNTING FUNDAMENTALS
Seminar Solutions – Week 4

Question 1

Explain how the following would be dealt with in the income statement and statement of financial position of the business with a financial year end of 31st December 2012:

1. Wages and salaries paid to 31st December 2012 amount to £55,640. However, at that date £1,120 is still owing, this amount is paid on 4th January 2013.

	Income Statement
	

	Administration Cost
	

	Wages and Salaries
(£55,640 + £1,120)
	£56,760

	
	

	Statement of Financial Position
	

	Current Liabilities
	

	Accruals (wages and salaries)
	£1,120




2. Rates totalling £3,565 have been paid to cover the period 1st January 2012 to 31st March 2013.

	Income Statement
	

	Administration Cost
	

	Rates (£3565- £713)

	£2,852

	
	

	Statement of Financial Position
	

	Current Assets
	

	Prepayments (rates)
	£713



    Workings

£3,565/15 = £237.7
Jan – Dec = £237.7 x 12 = £2,852
£3,565 – 2,852 = 713

3. A computer is rented at a cost of £150 per month. The rental for January 2013 was paid in December 2012 and is included in the total payments during 2012 which amount to £1950.

	Income Statement
	

	Administration Cost
	

	Computer rental
	£1,800

	
	

	Statement of Financial Position
	

	Current Assets
	

	Prepayments
	£150




Question 2

A machine is purchased for £52,000 and is expected to last for 6 years. At the end of this time it is expected to be worth £16,000. 

1. What will be the charge for depreciation each year under the straight-line method?

£52,000 - £16,000/6 years = £6,000 per annum

2. Calculate the gain or loss on disposal if the company decided to sell the machine in year 3 for £30,000.

Cost – Accumulated depreciation = Net book value

£52,000 – 18,000 (6,000 x 3years) = £34,000

Selling price – net book value = profit/loss
£30,000 - £34,000 = Loss of £4,000




Question 3

Your policy is to depreciate vans at 40% reducing balance. Schedule the cost, depreciation charge for the year, provision for depreciation (accumulated depreciation) and net book value for the first four years of the assets life if the vans cost £120,000.

	Cost
	Charge for the year
	Accumulated depreciation
	Net book value

	120,000
	48,000
	48,000
	72,000

	72,000
	28,800
	76,800
	43,200

	43,200
	17,280
	94,080
	25,920

	25,920
	10,368
	104,448
	15,552



Workings
Charge for the year = Cost x percentage of depreciation
£120,000 x 40% = £48,000

Accumulated depreciation = previous year’s depreciation + charge for the year





Question 4

A listing of account balances shows fixtures at cost £120,000 and a provision for depreciation (accumulated depreciation) entry of £60,000. If your depreciation policy is 50% reducing balance:

a. How long have you owned the Fixtures?
1 year only
£120,000 x 50% = £60,000

b. What would the charge for depreciation be for this year?
Net book value x percentage of depreciation
£120,000 - £60,000 = £60,000
£60,000 x 50% = £30,000
c. What would the statement of financial position entries look like
i. At the start of this year

Fixtures and Fittings
£120,000 - £60,000 = £60,000

ii. At the end of this year

NBV= Cost (£120, 000) - Accumulated depreciation for (year 1= 60,000+ year 2= 30, 000) £90, 000 =£30,000 

Or 

£60,000 - £30,000 = £30,000







