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Ans. Annual depreciation under SLM = Cost price X Rate of depreciation = 3,50,000 X 5% = Rs. 17,500
Hence the correct option: b
Accumulated Depreciation = 3,50,000 — 2,97,500 = 52,500
Annual Depreciation = Rs. 17,500
This number of years = 52,500 / 17,500 = 3
Hence the correct option: b
Dr Machinery A/fc Cr

To Cash/ Bank

Year 1 Afc 350,000
By Depreciation Afc 28,000
By Balance c/d 322,000 (iii): c
350,000 350,000

Year 2 To Balance byd 322,000

By Depreciation Afc 25,760

By Balance c/d 296,240 (iv):b
322,000 322,000

Year3  To Balance byd 296,240

By Depreciation Afc 23,699
By Balance c/d 272,541 (v)a
296,240 296,240

{vi) Depreciation already provided under SLM = Rs. 17,500 X 3 = Rs. 52,500
Depreciation that should have been provided = 28,000 + 25,760 + 23 639 = 77,459
Extra depreciation to be provided = 77,459 — 52,500 = 24,959
Hence the correct option: a

5. Inthe year 2004~ 2005, C Ltd. purchased a new machine and made the follovwing payments

in relation to it: Rs. Fs.
Cost as per supphier’s list 5,20.000

Less: Agroed discount 50,000 4.70,000
Delivery charges 10,000
Erection charges 20,000
Annual maintenance charges 30,000
Additional components to increase capacity of the machine 40,000
Armwal instrate premiun 5,000

(1)  The cost of Qe mechine is

(o) Fs.5,40,000 by Es.3.45,000 {c) Re.4,70,000 (d) Ks.3,30,000
(i) If depreciation i= provided @ 10% p.a. SLM, depreciation for 3rd wear is
) Rs 534,000 by Es 54,500 {c) RsA47,000 idy Bs 55,000
{iii] If depreciafion is provided @ 10% p.a. WDV, depreciation for 3rd vear is
(&) Rs.43,740 (b} Re.44.145 fc) Re.38.070 (d} Re.dd 550
Ans. (i} Cost of machinery:
Purchase price 4,70,000 Note: Maintenance charges & Insurance are revenue expenditure
Delivery charges 10,000
Erection charges 20000
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Additional components 40,000
Total 5,40,000
Hence the comect option: a

{iify  Annual Depreciation under SLM = Cost X Rate of depreciation = 5,40,000 X 10% = Rs. 54,000

Hence the comrect option: a

{ili) Depreciation for 3™ wear under WDV (@ 10% = 5,40,000 - 10% - 10% X 10% = Rs. 43,740

Hence the comect option: a

A new machine costing Rs.1 lakh was purchased by a company to manutacture o special
product. [k usetul life is estimated to be 5 yvears aoad sorap value at Bs. 10000, The production
plan for the next 5 vears using the above machine is as follaws:

Year | 5000 wanits

Year 2 10000 unils
Year 3 12000 units
Yiar 4 200000 uamnils
Year 3 23000 units

fi) The depreciation expenditure tor the 1st year under units-ol-production neethod will

b
(A} Rab, 250 (b Ra 12,500 (¢} R 15,000 {el) Ra. 25,000

(i} The depredabion expenditure for the 2nd vear under units-of-produchion mwethad
will be
{a) Rs.6,250 by Rs.12.500 () Rsa.15.000 {d) Rs. 25,000

(i) The deprecialion expendilure for the drd veor ander ails-of-praduction methad il
be
{in} Bs.6, 250 (b Rs.12,500 (<) Bs 15000 {cl) Ks 23000

vl Thu= |3|-Fr|-<'j.1!'i-::l1| 4-x|::|-1|i1'i|Lsr1- for The 4 VAT under 'I.I1I'i|‘i-|::lr.-'] woduchion method wall
Tres

(a) Keid,230 by Ks.12,5300 (c) Ks. 15,000 (d) Es 25,000

(v] The depreciation expendiluce for the 5t vear under units-ob-produaction method il

be
{a) Re6,250 (b} Rs 12,500 {ch Ra 15,000 {d) Ra.31,250,

Ans. Expected production = 5,000 + 10,000 + 12,000 + 20,000 + 25,000 = 72,000 units

Cost - Scrap value _ 1,00,000 — 10,000
Estimatedouspug T2,000
Depreciation = Production units X Rate per unit

Rate of depreciation = = Rs. 1.25 per unit

Year | Production (Units) Depreciation calculation | Depreciation Amount | Correct Option
1 5,000 5,000 1.25 6,250 a
2 10,000 10,000 X 1.25 12,500 b
3 12,000 12,000 X 1.25 15,000 c
a 20,000 20,000 X 1.25 25,000 d
5 25,000 25,000 X 1.25 31,250 d
Total 72,000 90,000

niece of information. This is not an official one. This might
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7. Consider the tollowing intormation:

l.  Rate of depreciation under the written down method = 20¢%.
IT.  Original cost of the asset = Re.1,00,000.
IIl. Residual value of the asset at the end of useful life = Rs.40,960.

i) The estimated usetul life of the asset, in years, is

(a) 4 (b} 5 {c} & dy 7
(i) Depreciation for 1st year =

(a} 20,000 {b) 16,000 {c} 12,800 {d) 10,240
(iii}) Depreciation for 2nd vear =

{a) 20,000 (b) 16,000 {c) 12,800 (d) 10,240
(iv) Depreciation for 3rd year =

(a) 20,000 ) 16,000 {c) 12,800 (dy 10,240

iv) Depreciation for 4th vear =
(a) 20,000 {b) 16,000 {c) 12,800 {d} 10,240

-
Ans. (i} Rate of depreciation under WDV method =1 - %IE r = Scrap value and c = Cost
£

200 =100% - » 0,560
1,00, 000
Thus m = 80%

Calculator steps: 0.4096 w47 = 0.8
This means 4™ root of 0.4096 is 80%. Thus n = 4.
Hence the comect option: a
Common sense approach: For the same rate of depreciation, the life of asset is less under WDV
method as compared to that under 5L method. The life of asset under 5LM @ 20% is 5 years. Thus
life under WDV is less than 5. The only such option is a.
Dr Asset Afc Cr

¥Yearl To Cash/BankAfc 100,000

By Depreciation Afc 20,000  (ii)- a

By Balance c/d 20,000
100,000 100,000

¥Year2 To Balance b/d B0,000

By Depreciation Afc 16,000  (ii): b
By Balance c/d 64,000

20,000 £0,000
Year 3 To Balance b/d 64,000

By Depreciation Afc 12,800  (iv):c
By Balance c/d 51,200

64,000 64,000
Yeard To Balance bfd 51,200

By Depreciation Afc 10,240 (v):d
By Balance cfd 40,960
51,200 51,200

raviding a piece of information. This is not an official one. This might be used fo
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B

Ans.

On October 1, 2001 fwo machines coating Rs. 20,000 and Ks.15,000 respectively, were
purchased.

Om March 31, 2005, both the machines had to be discarded because of damage and had to
be replaced by bevo machines costing Re 25000 and Es.20,000 respeclively.

Oie of the discarded machine was sold tor R 10,000 and against the other it was expected

uint B 5000 weould be realized. The tirm provides depredation @15% on wrillen dewn
walue

(i) Depreciation for the 200504 vear =
(a) 2625 (b) 4350 (e 4,128 () 3509

{ii] The total amount of depreciation written off on the two machines till they were
discarded is

{a) Re.21,000 () Rs.l15118 v) Rs.13.595 () s 18,194

Cost of both the machines = 20,000 + 15,000 = Rs. 35,000
Machine A/fc till the machines are discarded:

or Machine Afc Cr
01-10-01 To Cash/ Bank A/c 35,000
[Machinery ARB) 31-03-02 By Depreciation &fc 2,625
{Cost x 15% X 2/12}
31-03-02 By Balance c/d 32375
35,000 I VB 35,000

01-04-02 To Balance byfd 32,375
31-03-03 By Depreciation Afc 4,856
31-03-03 By Balance c/d 27519
32,375 32,375
01-04-03 To Balance by/d 27519

31-03-04 By Depreciation Afc 4,128

31-03-04 By Balance c/d 23351
27,519 27,519

01-04-04 To Balance b/d 23391

31-03-05 By Depreciation Afc 3,509

23391 23391

Thus the depreciation for 2003-04 is Rs. 4,128,

(i} Hence the correct option: ¢

The depreciation provided till the time of discarding = 2,625 + 4,856 + 4,128 + 3, 509 = Rs. 15,118
(i) Hence the comrect option: ¢

In the books of [r Lid. the machinery account shawvrs a debit balance of Es.40,000 as on
April 12005 The maochinery was sold oo September 30,2004 for Bs 30000, The conmpony
i.l.!l'!l.'gl:"h I.il:"‘l::ll.'l'f"'lu'lt:il.'l"l1 VT v v |.i:|ﬂ1i1'|'i:-;]|:i:||g balance method.

(i} Depreciation for 2006-04 =

a. b U b, 9.000 c, 4,500 . 12,000
(i) Deprecintion for 2008-05

o 6,000 b, 9,000 c. 4,800 d. 12,000
[iil) Prodit / Loss on sale =

a. 13,200 Profit b. 13,200 loss . 0,800 probit d. 6,800 loss

niece of information. This is not an official one. This might be used fo
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Dr Machinery Afc Cr
01-04-03 To Balance b/d 60,000

31-03-04 By Depreciation Afc 12,000
31-03-04 By Balance c/d 43,000

60,000 60,000
01-04-04 ToBalance b/d 48,000

30-09-04 By Depreciation Afc 4,800

{Far & months)
30-09-04 By CashfBank Afc 30,000
31-03-04 By P&LAfc 13,200
[Loss)
43,000 43,000

(i} Hence the correct option: d
(i) Hence the correct option: c
(iii) Hence the comect option: b

10, Consider the following data pertaining to M/s. E Lid. who constructed a cinema house:

Particulars Es.
Coat ol second hand furniture 00,000
Cost of repaiiting e harndbure 10,000
Wages paid o emplovees for fxdng the famitbure 2,000
Fire insurance premium 1.000

The amount debited to furniture account is

fa) Re. 90,000 iy R 91,000 fc) Re.1,00,000  (d) Rs.1.02,000
Ans. The amount to be debited to Furniture Ajfc is the cost of furniture and cost of its repainting i.e.
90,000 +10,000 = 1,00,000. As the wages are paid to the existing employees, there is no additional

cost involved, hence not to be capitalized. Fire insurance premium is a revenue expenditure, hence
not to be capitalized.

Hence the correct option: ¢

11. H Ltd. purchased a machinery on Apeil 01, 2000 for Rs 300,000, It is estimated that the
machinery will have a useful life of 5 years after which it will have no sabeage value. If the
company follows sum-of-the-yvears’-digits method of depreciation, the amount of
depreciation charged during the wear 2004-05 was
iy Rs.1,00,000 (11 R 50,000 {1 Rs o000 () Ras. 20,000,

Ans. In the year 2004-05, the remaining life of the asset excluding the current year is O year.

Coast — B¢ alue .
Depreciation under sum of digits method = w wlm+1) = MH {0+1)
Sum of digits 5+ I]
:! s
= Rs. 20,000
Hence the comrect option: d

a piece of information. This is not an aofficial one. This might be used f£o
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12. On August 01,2002, K Travels Ltd. bought four Matador vans costing Be.1,20,000 each.
The company expected to fetch a sceap value of 25% of the cost price of the vehicles after
ten vears. The vehicles were depreciated under the fived installment method up o March
31, 2005, With effect fram April 01, 2005, the company decided to introduce the diminishing
balance method of depreciation @ 20% p.a. instead of the fixed installment method. The
compary sold one af the vans at B 70000 on March 31, 2005, The rate of depreciation

charged up to March 31, 2005 was

(a) 10.0% (by 9.0% {c) 8.5% {d) 7.5%
Ans. Annual Depreciation per matador = (120000 — 30,000) X 10% = 2,000

Annual depreciation = Rate of depreciation X Cost price

9,000 = Rate of depreciation X 120,000

Rate of depreciation =9,000 / 1,20,000 = 7.5%

Hence the comrect option: d

13 Akhil Led. imported a machine on 01.07.2002 for Rs 1,28,000, paid customs duty and
freight Ka 4,000 and incurred erection charges K= 48,000, Another local machinery costing
Re B0O,000 was purchased on 01.01,2003. On 01.07.2004, a portion of the imported
machinery [ value one-third ) got out of order and was sold for Be 27,840, Another
machinery was purchased to replace the same tor Ra 40,000, Depreciation is to be caloulated

at 20% p.a.
(i} TProfit / Loss on sale

a. 20,160 (Profit) b, 19,600 (Profit) e 19,600 (Loss) o, 20,160 {Loss)
{ii) Closing balance of Machinery = .

a. 1,232,000 b. 164,000 ¢, 196,000 . 2,285,000

Ans. Cost of imported machinery = 1,28 000 + &4,000 + 48,000 = Rs. 2, 40,000
1/3" value of imported machinery = Rs. 2,40,000 / 3 = Rs. 80,000
Accumulated depreciation till 01.07.2004 =
{20000 X 20% X 1/ 2 + (0,000 X 20%) + {80000 X 20% X 1/ 2 = Rs. 32,000
Book value as on the date of sale = 80,000 — 32,000 = Rs. 48,000
Profit / {Loss) on sale = 27,840 — 48,000 = Rs. 20,160 {Loss)

Hence the comect option: d
Dr Machine Afc Cr
01-07-02 ToCash/ Bank Afc 240,000
{Imported machine) 31-12-02 By Depreciation Afc 24,000
(Cost x 20% X 2/12)
31-12-02 By Balance c/d 216,000
240,000 240,000
01-01-03 To Balance b/d 216,000
0101-03 ToCash/Bank Afc 80,000 | 31-12-03 By Depreciation Afc 64,000
{Local Machine) (20% of 2,40,000 + £0,000)
31-12-03 By Balance c/d 152,000
296,000 216,000
0101-04 To Balance b/d 152,000
01-07-04 To Cash/ Bank Afc 40,000 | 01-07-04 By Cash/ Bank Afc 27,840
{Replaced Machine) 01-07-04 By PEL Afc 20,160
31-12-04 By Depreciation Afc 52,000
(2,/3%240000%20% |+{20000x20% ) +{40000x20%x1/2)
31-12-04 By Balance ¢/d 52,000
192,000 192,000

raviding a piece of information. This is not an official one. This might be used fo
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14, O OLOL2000, & news plamt wis purchased by Mrs. Sheveta Feriwal for Bs 100,000 awd o
further sum of Ks 5,000 was spent on installation. On 01062002, another plant vwas
acquired for Fs 65,000, On (02102003, the first plant was totally destroved and the amount
ot Rs 2,500 omly v realized by selling e scraps, Tt was nol insured, On 20010.2003, o
secornd hand plant was purchased tor Rs 75000 and a hirther sum of Rs 7,500 was spent
for repairs and Ks 2,500 on its erection. It came into use on 15.11.2003. Depreciation has
been provided & 107 on the original cost annually on 31st December. It was the practice
to provide depreciation for hull year on all acquisitions made at any tine daring the vear
awd fo ignore the depreciation on any fime sold during the year,

In December 2003, i is decided to change Qwe method of depreciation aod e follov e
rate of 15% on diminishing balance method with retrospective effect in respect of the
existing items of plant and to make necessary adjustments on 31122003,

(i} Closing balance in Plant A/c =
a. Rs 140,000 b. ks 1,530,000 c. Rs 160,000 d. s 1,70,000
{if} Closing balance in Provision for Depreciation A/c = i
a, Re 30,788 b. Rs 25,788 ¢. Bs 20,788 d. s 15,788
(iii} Profil / Loss on Plont sold
a. Rs 71,500 (Profity b. s 71,500 {Loss) <. Bs 81,300 (Profit) d. Ks 51,500 (Loss)
(iw) Depreciation over / under charged =
a, Ra 8,288 (Undder) b, Rs 8,288 (Over) ¢, Ra 9288 (Under) d. Rs 9,288 (Onver)

Ans. {i} As the provision for depreciation Afc method is followed for recording the depreciation, the
balance in Plant Afc will be the original cost of Assets purchased in 2002 and 2003
i.e. Plant Account Balance = Rs. (65000 + RS. 85000) = Rs. 150000

Hence the correct option: b
{iify Closing Balance in Depreciation account can be found as follows:
Or Provision for Depreciation A/fc Cr
Date Particulars Amount | Date Particulars Amount
31122001 By Depreciation Afc (F1) 15,750
31.12.2001 To Balance C/d 15,750
15750 15,750
01.01.3002 By Balance b/d 15,750
31123002 By Depreciation (P1) 13,388
By Depreciation {P2) 9,750
31.12.2002 To Balance C/d 38,888
38,888 38,838
01.01.2003 By Balance b/d 38,888
02103003 To Asset Disposal Afc 29,138
31123003 By Depreciation (P2) 8,283
By Depreciation {P3) 12,750
31.12.2003 To Balance C/d 30,788
59,926 59,926
Hence the correct option: a

{iii}  Profitf/Loss on Disposal = Original Cost of Asset — Depreciation under SLM — Scrap Value
= 105000 - {10500 x 2) - 2500
=Rs. B1500 Loss
Hence the correct option: d
{iv] Ower / Under charge of Depreciation:
Depreciation that would have been charged under new method [WDV)

raviding a piece of information. This is not an official one. Thies might be used
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Depreciation on Plant 1 under WDV 29,138
Depreciation on Plant 2 under WDV 9,750
Total Depreciation under WDV 38,888
Depreciation charged under old method (SLM)

Plant 1 (Rs. 105000 x 10%) x 2 21,000
Plant 2 {Rs. 65000 x 10%) x 1 Year 6,500
Total Depreciation under WDV 27,500
Net Depreciation under charged 11,388

The answer does not match with any of the given options.

15. Glass, Cutlery etc. @ Balance on 01.01.2004 is Es 28,000, Glass, Cutlery, ete. purchazed
during the year Ks Lo, 000. Depreciation is to be charged on the above assets as follows =
1/5th of their values is o be written off in the year of purchase and 2./5th in each of the
nexct 2 years. Of the stock of Glass, Cutlery, etc. as on 01.01.2004, ¥ was one vear old and
Y2 was 2 years old. Purchases are made on 1st JTanuary,

(i) Depreciation for Jed year =

a. Rs 7,000 b. Rs 17,500 c. Re 20,200 d. Rs 24,200
(i) Closing Balanee in Glass, Cullery Asc
A, Ra 18,000 b. Rs 18,500 <. Hs 19800 d. Re 20400
Ans.
Particulars 1" Year 2™ Year 3™ year
Glass Cutlery 2 year obd 14000
Glass Cutlery 1 year old 14000
Glass Cutlery Purchased on 01.01.04 | 16000
Depreciation on Abowe 1/5 of 16000 | 2/5 of 17500 | 2/5 of 35000
Depreciation Amount 3200 T000 14000
Total Depreciation 24,200
The balance in Glass Cutlery Afc = Opening balance + Purchases during the year — Depreciation for
the year

= 218,000 + 16,000 - 24,200 = 19,800
{i}  Hence the correct option: d
(i} Hence the correct option:

raviding a piece of information. This is not an official one. This might be used fo
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1.

Ans.

Ans.

Ans.

Ans.

Ans.

Which of the tollowing is correct? Depreciable assels are those assets which -

a.  Are expected to be used for more than 1 accounting period

b, Have a limited usetul Life

. Are held for use in production of goods and services (L, for e purpose of re-saie )

d.  Mone of the above

Depreciable assets are held for the use in production of goods and services and NOT for the purpose

of resale in ordinary course of business. These assets have limited useful life which is normally more
than 1 year.

Hence the options: a, b & c.
Please note that in the option c — {i.e. for the purpose of re-zale) may please be read as {i.e. NOT for
the purpose of re-sale).

Which of the following is of a capital nature?
(a) Purchase of a truck

ib) Cost of repair

ic) Wages paid for installation of machinery

id) Road tax paid

Purchase of truck is of capital nature. Also, the wages paid for installation of machinery is to be
capitalized as a cost of the machinery.

Cost of repairs and road tax are the expenses of revenue nature.

Hence the options: a & ¢

T webdechs of thae following methods, e cost of the assel s ol spread over inegqual proportion

during il vseful sconaomic libe?

ta) Straight line method

by Written denemt wvalue method

() Units-of=production method

(] All o the aboyve

Of the given options, the amount of depreciation remains same year on year cnly in the case of SLM.
Hence the options: b, c B d

Which of the following statements is false?

(a) Depreciation provision is of the discretion of the management

(b) Depreciation is a charge against profit

(€} Depredation is provided ondy when there is prott

(d) Deprecation is an appropriation of profit

Though the method of depreciation is management’s discretion, providing the depreciation is
mandatory.

Depreciation is a charge against profit and has to be provided irrespective of profit or otherwise. It is
NOT appropriation of profit.

Hence the options: a, c & d.

Which of the [ollowing assets is usually assumed fo be not depreciating?
(&) Land (1) Building {c} Flant (d) Cazh

Land is usually assumed as a non-depreciating asset.
Also, cash is NOT a depreciable asset.
Hence the correct options: a & d

piece of information. This is not an official one. This might be used
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At Ltd, purchased a machine on 01012003 tor Rs 1,20,000. Installation expenzes were
Rs 10,000, Residual value after 5 vears Rs 5,000, On 01.07.2003, expenses for repairs were
incurred to the extent of Rs 2000, Depreciation is provided @ 10% p.a. ander written
down value method. Depreciation tor the 4th year =

a, 25,000 b, 13,000 ¢, 10,530 d. 9477

Cost of machine = 1,20,000 + 10,000 = Rs. 1,30,000

Steps on calculator for Depreciation in 4° year: 1,30,000 -10% -10% -10% X 10% = Rs. 9,477
Hence correct option: d

Original cost = Rs.1,26,000; Sabvage value = Nil; Useful life = & years. Depreciation for the

firsl vear under sum of vears digils metluod will be

fal  Res,000 ) Re 12,000 fe] Rs 18000  (d] Re. 36,000

Hemaining life of the asset
Depreciation under sum of digits method = Jecen 6F QUgLT X (Cost — estimated
scrap)
-8

ﬁ(ﬁ-’r 1

="V & F%1,26,000=Rs. 25,000

Hence correct option: d

Obsolescence of a depreciable asset mav be caused by

I Technological chinges,

I Improvement in production method.

M. Change in market demand for the product or service output.

IV, Legal or other restrictions

(a) Onby (1) above by Both (1) and {11} above
te) AL, (I, (TN and (V) above (d]  Only (TV) above

Obsolescence (asset no longer usable even though the asset is in working condition) can be caused by
any of the 4 factors mentioned.
Hence correct option: d

Amil Tid, purchased a michine on 01,01 2003 tor Bs 120,000 Installation expenses were
Rz 10,000, Residual value atter 5 vears Ra 5,000, On 01072003, expenses for repairs wete
incurred to the extent of Ks 2,000, Depreciation is provided under straight line method.
Depreciaton rafe = 0%, Annual Depreciation =

a. 13,000 b. 17,000 c. 21,000 d. 25,000
Crwt — Extlmoled sorag 120000 + L0WI0 —S000
Annual depreciation under SLM = Lstimoalan [EFe = [ = Rs.25,000

Rate of depreciation is irrelevant. Expenses for repair, being of revenue natire, is irrelevant.
Hence correct option: d (In some of the modules the answer is incorrectly mentioned as "a”)

Crriginal cost = Ra.1,26,000; Salvage value = Nil; Usetul lite = 0 years. Depreciation tor the
fourth year under sum of vears digits method will be

() Res.6,000 (¢) Rs. 12,000 fc) Rs. 18000  {d) Rs. 24000

piece of information. This is not an official one. This might be used
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B e
Hemaining life of the aoset
Ans. Depreciation under sum of digits method = Jicen 6F digits X (Cost — estimated
scrap)
4-

-8 = ¥ 1,726,000 = Rs. 24,000

Hence correct option: d

6. Amit Lid. purchased a machine on 01012003 for Ks 120,000, Installation expenses were
Rs 10,000, Residual value after 5 years s 5,000, On 01072003, expenses tor repairs were
incuered to the extent of Ra 2,000, Depreciation i3 provided wnder straight line methaod,
Annunl Depreciation =
a. 13,000 k. 17.000 o 21,000 d. 25,000

Ans. Please refer QL

-

Which of the following statements is/are false?
L. The term ‘depreciation’, ‘depletion’ and ‘amortization’ comvey the same meaning.
Il Provision for depreciation o./c is debited when provision for depreciation a/c is coeated
IOI. The main purpese of charging e profit and loss o/ wilh e aomeunt of depreciation
is to spread the cost of an asset over its useful life for the purpose of income
determmmation
{a) Only (T) above Iy Omly (IT) above
e Only (1) abowe {dy Al (I and (1) aborve
Ans. When Provision for Depreciation A/c is created, the accounting entry passed is:
Depreciation Afc Dr
To Provision for Depreciation Afc Cr.
Thus Provision for Depreciation Afc is CREDITED.
Hence correct option: b

B.  Original cost = Rs 1,26,000. Salvage value = 6,000 Deprecmhm\ for 2nd year @ Units of
Production Method, if units produced in 2nd vear was 5,000 and total estimated production

5,000,
a, L8000 b. 11,340 <. 12,600 d. 12,000
= sl 3 i
Ans. Rate of depreciation = Cost - Sorap vake = LAh000 -G 000 = Rs. 2.4 per unit.
Estimatedouspus 30,000

Depreciation for the 2™ year = Output X Rate of depreciation = 5,000 X 2.4 = 12,000
Hence correct option: d

9. The number of production or similar units expected o be obtained from the vse of an asset
Ty any enterprise is called as

{a] Unit life by Uselul life
(c) Production lite (df Expected lite
Ans. [a) Unit life
10. Which of the following is not true with regard to fived assets?
ia} They are acquired for using them in the conduct of business operations
(b} They are nol meant for resale lo eam profit
(c) They can easily be converted into cash

(d) Depredalion at specitied rates is to be charged on most of the fixed assels

roviding

a piece of information. This is not an official one. This might be used

o



wwwW.recruitment.guru

o3

Ans. Expenditure on Fixed assets is a capital expenditure. Fixed assets are held by the business to use
them in conduct of the business and not for resale in ordinary course of business. Usually Fixed assets
are depreciable assets. Liquid assets like bank balance, marketable securities etc. {not the Fixed
assets) are easily convertible in cash.

Hence correct option: c
1. Original cost = Rs 126,000, Salvage value = 6,000, Usetul Lite = 6 vears, Arawal depreciation
under SLM =
{a) 21,000 (b 20,000 {c] 15,000 (d} 14,000
Cost —5c I
Ans. Annual Depreciation = o e s ek O
Estimated life (years)
_ 1,26,000 — 6,000
6

Hence correct option: b

= Rs. 20,000

12. Original cost = Ks 1,26,000. Sabvage value = 0,000, Depreciation (or 2nd vear @ 10%: p.a.
urider WDV nwethad =

. 10,800 b. 11,5340 c. 15,00 d. 14,000
Ans. Depreciable value = Cost = Scrap = 1,26,000 — 6,000 = Rs. 1,20,000
Depreciable value 1,20,000
Year 1 - Depreciation @ 10% under WDV method 12,000
WDV at the end of Year 1 1,08,000
Year 2 - Depreciation @ 10% under WDV method 10,800

Hence correct option: a
Calculator Shortcut 120000 - 10% X 10%

13. Which ot the lollowing expenses ks not included in the acquisition cost of a plant and
equipirent?

[al Comt of wile |:1ﬂ.-']::|..:r.:|i|m |f|:l| Delpvery mul ||.|1H||'i1|.g L']l.irgl:"i
(2} Installation costs
[y Faerwang costs iivurmed subsequenl o e period atter pland aod egquipnnent i@ pal o

LEsE.

Ans. All the expenses incurred to put the asset in present condition and location and to make it ready to
use are capitalized (i.e. included in the cost of acquisition). Thus the financing cost incurred after the
asset is put to use is not eligible to be induded in the acquisition cost.

Hence correct option: d

14, For charging depreciation, on which of the following assels, the depletion method s

adopled?
(a) Plant & machinery (b} Land & building
fc) Goodwill (d) Wasting assets like mines and quarries

Ans. The word ‘deplete’ means ‘reduce or decrease’. Depletion method of depreciation is adopted for the
assets where in the extraction etc. are involved - wasting assets.
Hence correct option: d

15. It a concern proposes to discontinue its business from March 2005 and decides to dispose
off all its assets within a period of 4 maonths, the Balance Sheet as on March 31, 2005
shaonald fndicate the assets at Heeir

{a) Historical cosl () MNet realizable value

{c) Cost less depreciation {d} Cost price or market value, whichever is lower

roviding

a piece of information. This is not an official one. This might be used

o
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Ans. Fixed assets are held by the business to use them in conduct of the business and not for resale in
ordinary course of business. Thus when ‘Going concern assumption’ is true, Fixed assets are shown at
the book value {i.e. Cost less Depreciation).

However, when the business is no longer going concern, the assets are shown at the value which they
are expected to fetch on their disposal i.e. Net realizable value.
Hence correct option: b

16, In the case of dovwauwvard revaluntion of an asset which is for the frst Hme revalued, the
account to be debited is

{a) Fined Assel b1 Revaluation Reserve
{c) Profit & Loss account {d) Gemeral Reserve
Ans. When the asset is revalued for the first time, and the revaluation is downward, value of the asset is
reduced and the loss on revaluation is debited to P&L Afc. The Accounting entry in this case is:
P&L Afc Dr.

To Asset Afc
Hence correct option: c

17, Im wilkich of the tollowing methuods, is the cost of the assel wrillen off in equal proportion,
during its useful economic life?
(a) Straight line method {b) Written dowm value method
() Units-ot-production mellod {d) Suneot-the-years~digits mmetlod

Ans. Under Straight Line Method, the depreciable amount of an asset is spread over the useful life of the
asset in equal proportion.
Under WDV method the amount of depreciation shows a decreasing trend year on year.

Under unit of production (depletion) method, the amount of depreciation depends upon the number
of units extracted during the period.

Under Sum of digits method, the amount of depreciation depends upon the remaining useful life of
the asset.
Hence correct option: a

15. The portion of the acquisition cost of the asset, yet to be allocated is knowm as

(a) Written dowm value (b} Accunmulated value

(¢} Realisable value () 5.1I1.-'=:ge value

Ans. When the assets are acquired they are recorded at their acquisition cost (historical cost).
Depreciation is provided on the depreciable value of the asset (Cost less estimated scrap value).
The value after depreciation is called written down value and indicates the value of the asset yet to
be depreciated. It is known as Book value or Written down value.

Hence correct option: a

raviding a piece of information. This is not an official one. Thies might be used
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Ans.

[

Original Cost = Rs 1,00,000. Lite = 5 years. Expected salvage value = Rs 2,000,
i) Depreciation for 3rd yvear as per straight line method is

a. Rs 12,800 b. Rs 19,600 c. Rs 20,000 d. Bs 20,400
(if). rate of depreciation p.a. = ;

a. 20.0% b. 19.8% c. 19.6% d. 19.4%
Honia Denvmiiitin <  Doak=—Scropvakie = WO =eR0 . is 600

Estimated life (years) 5
{ij Hence the correct option: b
Annual depreciation = Rate of depreciation X Cost price
Annuagi Depraciation 19,600

Thus Rate of depreciation = L Ear PrLed ¥ 100 = LOGDOT ¥ 100 = 19.6%

Alternate way:

it of Diiptaciatiad Wil LM = 100% — (% of scrap value to cost of asset)

fife
20N
1007 —(m X 11]}]%
- j = 19.6% on cost i.e. 19.6% on Rs.1,00,000

{ii) Hence the correct option: c

On April 01, 2004 the debit balance of the machinerny account of A Lid, was Rs.5.67,000
The machine was purchased on April 01, 2002 The congrny charged depreciation at the
rale of 10% per anmum under 1‘|ir.|1i|.'|.i.-5\.|'|'i:|1gI balance method. On October 01, 2004, the
company acquired a new machine at a cost of Re.60,000 and incurred Rs.0.000 for
nstallation of the new mechine. The company decided to dhange the systemn of providing
depreciation from the diminishing balance method to the straight-line method with
retrospective eftect from April 01, 2002, The rate of depreciation will remain the same.
The company decided to make necessany adjustments in respect of depreciation due to
the change in the method in the year 2004-20035.

) Cost of machinery on 0104 X2 =

a, Ks 5,67 000 b, Rz 6 30000 . Rs 7,000,000 d. Bs 7.77.778
(i} Depreciation provided in 200203 =

a. Rs 56,700 b, Rs 63,000 . Rs 70,000 d. Rs 77,778
(i) Depreciation provided in 2000-04 = ______

a. Bs 51,000 b. Rs 56,700 ¢. K= 63,000 d. Es 70,000
{ivd Depreciation under nevwe method for 2002-03 and 200304 =

a. Rs 1,33,400 b. Rs 126,000 c. Bs 140,000 d. Rs 1,55556
v} Further depreciation to be provided = ______

a. Bs 3470 b. Rs 6,300 c. s 7.000 d. Bs 7.778
ivid Balamee in Machinery A/c on 31032004 =

a. Rs 567,000 b. Rs 630,000 c. Ra 7,00,000 d Rs 7.77.778
1wl [Jq1m'i.1|'i-::l11 for the year MWid-05 = .

a. Rs 3,300 b. Rs 7.000 c. Rs 10,300 d. Bs 73,300

{viii} The balamce outstanding to the debit of machinery account as on Masch 31, 2005
atter effecting the above chunges was

a. Rs. 545700 b. Rs.5,52,700 ©. Rs.346,000 d, RB=54%400

roviding a

niece of information. This is not an official one. This might be used fo
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b=
Ans. Let the purchase price of machinery (01.04.02) be 100. WDV as on 01.04.04 = 100— 10% - 10% = 81
Cost WDV
100 81
? 5.67,000
557,000

Thus purchase price of machinery =~ &1 X 100 = Rs. 7,00,000

(i} Hence the comect option: ¢
Depreciation in 2002-03 = 7,00,000 X 10% = Rs. 70,000

(i} Hence the correct option: ¢
Depreciation in 2002-04 = 7,00,000 — 10% X 10% = Rs. 63,000

{iii) Hence the comect option: c
Annual Depreciation under new method (SLM) = 7,00,000 X 10% = 70,000
Thus Depreciation for 2002-03 and 2003-04 under SLM = 70,000 X 2 = Rs. 1,40,000

(iw) Hence the correct option: ¢
Further depreciation = Depreciation that should have been provided - Depreciation already
provided
= 1,40,000 - (70,000 + 63,000 = Rs. 7,000

[v] Hence the correct option: ¢

{wi} The change in method of depreciation is effective 2004-05. Thus the method of depreciation in
2003-04 will be the old method {WDV) and the book value = Rs. 5,67,000 (as given in the first
sentence of the question)

Dr Machinery Afc cr

01-04-02  To Cash/ Bank Afc 700,000

{Machinery A} 31-03-03 By Depreciation Afc 70,000
31-03-03 By Balance c/d 630,000
700,000 70,000

01-04-03 To Balance bfd 630,000
31-03-04 By Depreciation Afc 63,000
31-03-04 By Balance c/d 567,000
630,000 630,000
01-04-04 To Balance bfd 567,000
01-10-04 To Cash/ Bank Afc 66,000 | 31-03-05 By Depreciation Afc 7,000
(60,000 + 6,000] {Short provision)
{Machinery B) 31-03-05 By Depreciation Afc 70,000
[Machinery A, SLM]
31-03-05 By Depreciation Afc 3,300

[Machinery B}
(66,000 X 10% X & /
12
31-03-05 By Balance c/d 552,700
633,000 633,000

(vii) Hence the correct option: d

{viii) Hence the correct option: b

roviding a piece of information. This is not an official one. This might be used f£o
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3. The balanwe m the accummlated provision tor deprecation account of a company as al the
beginning of the year 2004-2003 was Fs. 2,000,000 when the original cost of the asscts
ammepuntbed to Bs 10,00,000. The conmpany charges 10%depreciation on a straight line basis
bor all e assels including those wihich hive been cither purchased or sold during Qe
wieiar, O such asset costing Re 5,00,000 with acounmlated depreciation as al e begining
of the year of Ks.80,000 was disposed off during the year.
(i) Depreciation for the vear is
a. Rs 40,000 b. Rs 50,000 c. Rs 40,000 d. Rs 1,00,000

(i) The balance of the accumulated depreciation account at the end of the vear considering
the current year's depreciation charge would be

{a) Re.2,20.000 (by Rs.1,70,000 () Fs.1,20,000 (d) Rs.2.50,000
Ans. Annual depreciation
Annual depreciation under 5LM = Rate of depreciation X Cost price = 10,00,000 X 10% = Rs. 1,00,000

(i} Hence the correct option: d
Journal entries relating the disposal of the asset:

Asset Disposal Afc Dr. 500,000
To Asset Afc 5,00,000
Provision for Depreciation Afc Dr 80,000
To Asset Disposal Afc 80,000
Depreciation Afc Dr. 1,00,000
To Provision for Depreciation Afc 1,00,000
Posting the same:
Dr Provision for Depreciation Afc  Cr
By Balance b/d 200,000
To Asset disposal Afe 80,000 | By Depreciation Afc 100,000
To Balance cfd 220,000
300,000 300,000

(i) Hence the correct option: a

4. B Limited has been charging deprecintion on the stmight lne method. It charges o full
year depreciation even if the machaneny is wiilise] only bor part of the year, An equipsent
which wis purcissed for Ba 3580000 oy stasds ol Bs 297 50 atter depreciating af thwe
rate of %% on a straight line basks. Mow the comipamy decldes o change the method of
depreclation with retrosgective eifect. The applicable reducing balance rate for this
machinery would be 8% pa. Assuming that before the effect ot this change could be
accounbed, depredation for the current vear is already charged based on straight line
methend aned is peflected in te depreciated valae of Ke 157,50

{ij * Straight Hie deprecalion per oroann is

a. 15,000 . 17500 . 35,000 d. 32500

lif) Musnber of yesrs tor which depreciation has been charged on this basis is
a. 2 b3 o4 d. 5

(iti} If 8% depreciation was charged by the redocing balamce method, WEA st fhe eod of
lsf year is
a, Ks 272541 b. Bs 1.9,240 c. Rs 322,000 d. Es 360,000

v} If B% depreciotion was charged by the reducing balasce method. WD at the end of
Irul wwar is
a. Ka 271541 1x, Bs 1,%,240 . Ra 322,000 d. B2 360,000

i It B% depreciation wwas charged by the reducing balance method, WO al the end of
drd yenr ia
a, Ke 271541 Ie. Bs 1.9, 240 &, B 3,22 00 ol Re 3,640,004

[vil The extra deprecistion to be provided hased on the dhanged metlod during the year

(ah E=. 24,959 b Ra 17,500 i<k Es:10.500 i) Hadb. 703

raviding a piece of information. This is not an official one. Thies might be used
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