Chapter 5 Depreciation of non-current assets (L & 3 2 37 E))

5.1 Introduction

Based on the physical wear and tear (4f #=), obsolescence (F# i F¥), inadequacy (# &), passage of time (# & p¥)
and depletion (i}’ #=) of tangible non-current assets. We need to calculate the depreciation (37 %) of tangible
non-current assets. Only capital expenditures ("‘;:F & % 1) of non-current assets will be counted as the cost of
non-current assets (/i # F & 7= &), we then use this cost of the non-current assets to calculate depreciation.

5.2.1 Capital expenditure (¥ * £ 3})

Capital expenditure is expenditure (& 1) that generates (# %) long-term benefits (& # 4] &) for an entity (£ ¥ ®
). It usually refers to the money spent on:

® purchase or production of non-current assets (B-§ 2 2 é_«—/m é_)

® extension or improvement to existing non-current assets (# = ARG LR EFTA)

Capital expenditure on the purchase of a non-current asset should include its purchase price (§ i) and any directly
attributable costs (£ 3% /& it & & ). For examples:
® Purchase price of non-current assets (24 &+ 7 & e %)

® Cost of building an extension of existing non-current assets (#2575 & 7 & s &)
® Cost of upgrading or testing system of non-current assets (# = % 7| Féw,,. oA kS )
® Freight and installation cost of new non-current assets (& i% fo% Z T2 6 F & s &)

5.2.2 Revenue expenditure (42 & & 1)

Revenue expenditure is expenditure that generates short-term benefits (# % <&#F 4] # ) only. It usually refers to:

® Expenditure spent on daily operations and the expenditure will be exhausted within the year. (= ‘P" & p ¥FiFen
AHhapt g anERr£E)

® For examples: Office rent (#%2 % 42 &) > Wages and salaries (1 7 % # £) ° Repairs and maintenance (213 2 %
%) Petrol (T R)5 % -

® Revenue expenditure does not need to be included as a cost of non-current assets, nor need to calculate
depreciation of non-current assets. (e £ X 13 FEF » FE 2N BFT ARSI A > A2 FRIFRARBFT A D

#1)

Class work 1
On 1 January 2009, Firm C purchased a machine for $80,000 and paid legal charges of $3,000, an installation cost of

$8,000 and an annual insurance premium of $2,000. Which of the costs incurred on the machine are to be capitalized?

Class work 2

On 1 Jan 2010, K Wong paid $64,000 in cash for a machine to be used in his business. He also paid $1,000 by cheque
for carriage, $5,000 in cash for installation on 15 Jan 2010 and $3,000 for the annual maintenance. Show the entries
for capital expenditure.

Machine
2010 S | 2010 S
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5.4 Commonly used depreciation methods
® straight-line method (& #&/%)

® reducing-balance method (4 %g £ %)

® Usage-based method (37 * £3+ 5 = ;)

5.4.1 Straight-line method (& % /%)

Under straight-line method, the cost of non-current asset is written off evenly (<F ¥5314¥) as depreciation over its
estimated useful life (i 31 * & *2). The fixed depreciation (H %47 %) of each period (* # H 247 &%) is
calculate as :

1. depreciation charged per period = (cost — residual value) + useful life
FH AT = (A - FEFIERE) - B B

2. depreciation charged per period = cost x fixed depreciation rate
FW AT = 4 A x ARATES

Example 1
Suppose Firm A bought a lorry for $37,500 and adopted the straight-line method of depreciation. Depreciation is

calculated at 10% per annum on the cost of the lorry, find the amount of depreciation charged each year.
Ans: Depreciation charges = $37,500 x 10% = $3,750

Example 2
Suppose Firm A bought a machine for $28,000 and adopted the straight-line method of depreciation. If the machine

was estimated to have a useful life of six years and residual value of $4,000, find the amount of depreciation charged

in each of the six years.
Ans: Depreciation charges = ($28,000 — $4,000) + 6 = $4,000

Class work 7
1. On 1 January 2005, a car was purchased for $64,000. It will be kept in use of five years with an estimated disposal

value of $2,000.
(a) Calculate the amount of depreciation for each of the five years using the straight-line method.

(a)

Class work 8
1. On 1 Apr 2006, the 1st day of the financial year, T Young paid $9,500 in cash for a computer. He also paid $500 for

installation and $1,000 for annual maintenance fee. The computer was to be depreciated by straight-line method
at an annual rate of 20% of the cost. Calculate the amount of depreciation for each year using the straight-line

method.
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5.4.2 Reducing-balance method (4 3f i£.78 /% )

According to reducing-balance method, the cost of a non-current asset (F & 3% %) is written off as depreciation at
a diminishing rate over its estimated useful life (& fz 3+ * & AN > - Brhpd F 32445 £ %) This means that
the depreciation expense gets smaller each period (# #} (7 547 € 1% bt > ) - The decreasing depreciation of each
period (& # yEj 37 ¥,%7) is calculate as :

depreciation charged in each period = (cost — Accumulated depreciation) x fixed depreciation rate
= NBV x fixed depreciation rate
= last year depreciation x (1 — fixed depreciation rate)

(%% - A4 H)x ARATRS

WG x BRATES

3 EHEx1- ARIFES)

= 8 el B3

NBV = Net Book Value (Net Realisable Value) = Cost — Accumulated depreciation
Accumulated depreciation = Cost — Net Book Value
Cost = Net Book Value + Accumulated depreciation

Example 3
Suppose firm A bought a lorry for $20,000 and adopted the reducing-balance method of depreciation. If the lorry to be

depreciated at 20% per annum, find the amount of depreciation charged, NBV and accumulated depreciation.

Year | Calculation Depreciation Accumt.xla_ted NBV
depreciation

2009 | $20,000 x 20% $4,000 $4,000 $16,000

2010 | ($20,000 — $4,000) x 20% / $20,000 x 80% x 20% / $4,000 x 80% $3,200 $7,200 $12,800

2011 | ($20,000 — $7,200) x 20% / $20,000 x 80% x 80% x 20% / $3,200 x 80% $2,560 $9,760 $10,240

Class work 5
1. A piece of equipment was purchased for $12,500 and installing with $2,000. If the equipment was to be

depreciated at 20% per annum using the reducing balance method, find the amount of depreciation charged, NBV
and accumulated depreciation.

Year Depreciation charge for the year Accumulated depreciation at year end NBV
Year 1
Year 2
Year 3
Year 4

2. The motor van cost $80,000 and had a net book value of $50,000, find the amount of accumulated depreciation.

3. A machine has an estimated useful life of five years. The depreciation charge for the first two years was as follows:

Year Reducing-balance method (50% per annum)
2010 $32,000
2011 $16,000

Calculate the cost of the machine and its estimated residual value.
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5.4.3 Usage-based method (i # £3+ & = /)
Usage-based method is a depreciation method by which the cost of a non-current asset is written off as depreciation
at a rate equal to the usage of that asset over its estimated useful life.

Amount of depreciation charged in each period = (Cost — Estimated residual value) x Depreciation rate

The depreciation rate is usually calculated as:

Actual output in each period
Total estimated output in all the periods

Depreciation rate =

The depreciation rate can be fixed or variable, depending on the output produced in each period. It is suitable for a
machine.

Class work 6
1. Firm A purchased a machine for $12,000 during the year ended 13 December 2009. The machine was estimated to

have a useful life of five years, a residual value of $2,000 and would produce 200,000 units of output. Using the

units-of-production method, find the amount of depreciation charged on the machine in each of the four years.

Year Units of output | Depreciation charge for the year

2009 60,000 (512,000 — $2,000) x (60,000/200,000) = $3,000
2010 50,000

2011 30,000

2012 40,000

2. J Lau, a manufacturer, has purchased a machine for $80,000. It has an estimated life of five years and a scrap value
of $10,000 and would produce 250,000 units of output. Find the amount of depreciation charged on the machine

using usage-based method in each of the three years.

Year Units of output | Depreciation charge for the year
1 40,000
2 40,000
3 10,000
HKDSE (2017, 3) (Depreciation)

Star Manufacturing Company acquired a production machine for $432,000 on 1 January 2013. The expected total
production hours of the machine are 10,000 hours during its useful life of four years. No residual value is expected and
annual depreciation is to be provided based on the usage of the machine.

The actual annual hours used for production were as follows:

Year Actual production hours
2013 1,800
2014 2,300
2015 2,400
2016 2,500

REQUIRED:
(a) Calculate the annual depreciation expenses of the machine for 2014 and 2015.

(a)

52



Deal with Different Depreciation period
There are two calculation of different depreciation period:
In year

In month

In year
If the question includes the following key words, the depreciation should be calculated in year:

1. Afull year’s depreciation is to be provided in the year of acquisition

2. Afull year’s depreciation on motor vehicles is to be charged in the year of purchase but none in the year of disposal.
3. Afull year’s depreciation on equipment is to be charged in the year of purchase but none in the year of disposal.

4. Full year depreciation is calculated in the year of purchase but none in the year of sale.

In month
If the question includes the following key words, the depreciation should be calculated in month:

1. Itis the company’s policy to depreciate all non-current assets on a monthly basis.

N

The company depreciates its motor vehicles on a monthly basis using the straight-line method.

w

The depreciation expense is calculated on monthly basis.

E

No words mention depreciation is in year.

In year
Example 1
HKDSE (2019, 5) (Incomplete record)

5. On 1 January 2018, Mr Lee started City Trading Company. On 20 October 2018, the company purchased the
equipment costing $80,000. The residual value of the equipment is $5,000. Depreciation of 10% per annum is to
be provided on equipment using the reducing-balance method. A full year’s depreciation is to be provided in the
year of acquisition but none in the year of disposal. The equipment was sold on 31 May 2020.

REQUIRED:
Calculate the depreciation expenses of the equipment for each of the three years of 2018, 2019 and 2020.

In month

Example 2

HKDSE (2014, 2) (Depreciation)
Angel Company has its financial year ending on 31 December. It purchased a machine for $240,000 on 1 October 2011.

The machine has been depreciated using the straight-line method based on an estimated useful life of 10 years and
residual value of $4,000. The depreciation expense is calculated on monthly basis. Unfortunately, the machine was

totally destroyed in an accident on 30 June 2013.

REQUIRED:
Compute the depreciation expense for the machine for each of the three years of 2011, 2012 and 2013.
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Fully depreciated of non-current assets

The accumulated depreciation of non-current assets can’t be greater than their original cost. If the accumulated
depreciation of non-current assets is equal to the cost of the non-current assets (maximum accumulated depreciation),
no more depreciation expense is charged for the non-current assets.

HKDSE (2018, 7)

A piece of equipment which was purchased for $250,000 in 2012 was still in use during 2017. It is the company’s policy
to charge depreciation on equipment at a rate of 20% per annum on a straight-line basis. A full year’s depreciation on
equipment is to be charged in the year of purchase. Calculate the annual depreciation expenses of the equipment for
2017.

HKDSE (2017, 3) (Depreciation and Cost Classification)
Star Manufacturing Company acquired a production machine for $432,000 on 1 January 2013. The expected total

production hours of the machine are 8,000 hours during its useful life of four years. No residual value is expected and
annual depreciation is to be provided based on the usage of the machine.

The actual annual hours used for production were as follows:

Year Actual production hours
2013 1,800
2014 2,300
2015 2,400
2016 2,500

(a) Calculate the annual depreciation expenses of the machine for 2015 and 2016.

(a)

HKDSE (2012, 2) (Depreciation)
The non-current assets of Moody Company as at 31 December 2010 were as follows:
Cost Accumulated depreciation
$ $
Machinery (all purchased in 2007) 3,600,000 3,455,000

On 1 March 2011, a piece of machinery was bought at a price of $2,400,000. On the same date, a component costing
$60,000 was installed into the machinery to increase its productivity over the coming four years. It is the company’s
policy to depreciate machinery at a rate of 25% per annum on cost.

(a) calculate the depreciation expenses of the machinery for the year ended 31 December 2011

(a)
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5.5 Accounting entries for depreciation (37 %7 § (P § 3+ 4 4%)

Two separate accounts (% B > & =), called depreciation (37 %% = ) and accumulated depreciation (} 337 &£ t&

=), would be opened to record the depreciation charged (37 ¥ % * ) and the accumulated depreciation (% 3-47 #)

respectively. The depreciation account is an expense account (% * *& =). Its balance (# 43F) will be transferred (&

3) to the profit and loss account at the end of an accounting period. The accumulated depreciation account is

actually a contra-asset account (*)3 ¥4 & ¥ ) and is used together with the non-current asset account (£2 2L #
F A= - 421 *)in order to determine (14 ££ € ) the NBV of non-current assets (i # 3 & ¢k & /% ).

The double entries for depreciation are as follows (2t7x # F & 37 ¥ ¢h » 18 % 3)

1  Record the depreciation charged for an accounting period (3&4% § 3 #F p g7 E)
Dr Depreciation account
Cr Accumulated depreciation account

2 Transfer the depreciation to the profit and loss account (& € 3-8 % » 47 ¥ § A & |4 & &)
Dr Profit and loss account
Cr Depreciation account

Example 4
Using example 1, the depreciation charged on the lorry for the years ended 31 December 2009, 2010 and 2011 as
shown below:

Depreciation: Lorries

2009 $ | 2009 S
Dec 31 Accumulated depreciation (1) 3,750 | Dec 31 Profit and lost (2) 3,750

Accumulated Depreciation: Lorries

2009 S | 2009 S
Dec 31 Balance c¢/f 3,750 | Dec 31 Depreciation (1) 3,750

Profit and Loss

2009 S
Dec 31 Depreciation: Lorries (2) 3,750

Income Statement for the year ended 31 December (extract)

S
Expenses:
Depreciation: Lorries 3,750
Balance Sheets as at 31 December (extract)
S
Non-Current assets NBV of the non-current
Lorries at cost assets as at the end of 16,000
Less Accumulated depreciation T~~ (3,750)
each financial year. T4 12250

The Accumulated depreciation will be bought down to the next accounting year (% %"‘-ﬁ'%’,ﬁ FET-B g HER)

as the contra-asset account as follows:

Accumulated Depreciation: Lorries

2009 S | 2009 S

Dec 31 Balance c¢/f 3,750 | Dec 31 Depreciation 3,750
2010 2010

Dec 31 Balance c¢/f 7,500 | Jan 1 Balance b/f 3,750

Dec 31 Depreciation 3,750

7,500 7,500
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Class work 7

1. On 1January 2005, a car was purchased for $64,000. It will be kept in use of five years with an estimated disposal
value of $2,000.

(a) Calculate the amount of depreciation for each of the five years using the straight-line method.

(b) Prepare the necessary journal entries for the depreciation of first year and show the entries for depreciation in
the ledger and journal, the income statement and the balance sheet for 2007.

(a)
(b)

Journal
Date Details Dr Cr
2005 S S

Depreciation: Car
2007 S | 2007 S

Accumulated Depreciation: Car
2007 S | 2007 S

Income Statement for the year ended 31 December 2007 (extract)

2007

Expenses: $
Balance Sheets as at 31 December 2007 (extract)

2007

Non-Current assets S

5.6 Disposal of non-current assets (#£in & T 4 % § )

When the disposal (%% ) of non-current assets occurs, a separate account disposal (%ﬁ & =) will be opened. We
will use disposal account to record the disposal (%% ) and find out the profit or loss (3* ¥ 4f ¥ ) on the disposal of
non-current assets (£ # 7 & % § F¥).

The double entries for disposal of a non-current asset (27 & F & % ? i 15 55 )
1 FiRETAS G A AP REFARL LR FADS AEIREIE S
Dr Disposal account
Cr  Non-current asset account
2 AFLRETAC LA TUFRPRTANI TGRS 0 LTI FES
Dr  Accumulated depreciation account
Cr  Disposal account
3 EE®Y
Dr Cash/Bank/Debtor’s account
Cr Disposal account

4 LEFY AP RFHFEHIFEES

(a)  Profit on disposal (!} 3% § 1¥) (b) Losson disposal( 3.5 ¢ 4F %)
Dr Disposal account Dr  Profit and loss account
Cr  Profit and loss account Cr Disposal account
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Example 5

Suppose the lorry was sold for $4,500 cash on 1 January 2011, the entries for disposal account as shown below:
Disposal: Lorries

2011 S | 2011 S
Jan 1 Lorries (1) 16,000 | Jan 1 Accumulated depreciation (2) 7,500
“ 1 Cash(3) 4,500
Dec 31 Profit and loss — Loss on disposal (4) 4,000
16,000 16,000
Lorries
2011 S | 2011 S
Jan 1 Balance b/f 16,000 | Jan 1 Disposal: Lorries (1) 16,000
Accumulated Depreciation: Lorries
2011 2011
Jan 1 Disposal: Lorries (2) 7,500 | Jan 1 Balance b/f 7,500
Cash
2011 S
Jan 1 Disposal: Lorries (3) 4,500
Profit and loss
2011
Dec 31 Disposal: Lorries (4) 4,000
The entries for journal as shown below:
Journal
Details Dr Cr
S $
Disposal: Lorries 16,000
Lorries 16,000
Accumulated Depreciation: Lorries 7,500
Disposal: Lorries 7,500
Cash 4,500
Disposal: Lorries 4,500
Profit and loss — Loss on disposal 4,000
Disposal: Lorries 4,000

Since the disposal account is zero balance at the end, the entries for disposal of non-current assets in the Journal can

be simplified as follow: (4 4L F & R A P RAJL20H F ALY o FIL R B2 B R L F R - E T AT
mg AT i AT
Journal
Details Dr Cr
S $
Accumulated Depreciation: Lorries 7,500
Cash 4,500
Profit and loss — Loss on disposal 4,000
Lorries 16,000
In summary, we have
(a) Profit on disposal (% § 11¥) (b) Loss on disposal (21385 & 35 %)
Journal Journal
Details Dr Cr Details Dr Cr
$ $ $ $
Accumulated depreciation —Furniture 10,000 Accumulated depreciation —Furniture 10,000
Cash 40,000 Cash 10,000
Profit and loss — Profit on disposal 20,000 Profit and loss — Loss on disposal 10,000
Furniture 30,000 Furniture 30,000
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HKDSE (2018, 8) (Correction of errors/Limited Company)
(A) A motor vehicle, which was purchased for $150,000 in 2013, was damaged in a traffic accident and then sold for

$50,000 in December 2017. No entries were made in the books regarding the disposal. It is the company’s policy
to charge depreciation on motor vehicles at a rate of 20% per annum on a reducing-balance basis. A full year’s
depreciation on motor vehicles is to be charged in the year of purchase but none in the year of disposal.

REQUIRED: Prepare the necessary journal entries to correct the above. Narrations are not required.

Journal

Dr Cr
Details S S

Class work 9

1. On 1 Apr 2006, the 1st day of the financial year, T Young paid $9,500 in cash for a computer. He also paid $500 for
installation and $1,000 for annual maintenance fee. The computer was to be depreciated by straight-line method
at an annual rate of 20%, ignoring salvage value. On 31 Mar 2008, the computer was sold for $4,250 in cash.
Prepare the journal entries to record the disposal of the computer.

Journal
Details Dr Cr

3. Valor Company acquired a machine on 1 January 2002. The machine has an estimated useful life of five years. The
depreciation charge for the first three years was calculated for this machine using two different depreciation
methods as follows:

Year Straight-line method Reducing-balance method

(5 years) (50% per annum)
2002 $12,400 $32,000
2003 $12,400 $16,000
2004 $12,400 $8,000

(a) Calculate the cost of the machine and its estimated residual value.
(b) Prepare journal entries to record the disposal of the machine based on the straight-line method, assuming
that the machine was sold on 30 September 2005 for $36,000 on credit. (Narrations are not required.)

(a)

(b)

The Journal

Details Dr Cr
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Depreciation of non-current assets in different situations of a company
If the situations of the non-current assets are different, we should separate these assets and calculate the depreciation
of each non-current asset one by one.

Class work 9
4, Fat Tat Ltd started its toy manufacturing business on 1 July 2003. The following machines were purchased during
the two years ended 30 June 2005:

Purchase date Cost
1 July 2003 Machine (No. 1) $400,000
1 March 2004 Machine (No. 2) $600,000
1 May 2005 Machine (No. 3) $540,000

It is the company’s policy to calculate depreciation at 40% per annum on a reducing balance basis with a
proportionate charge in the years of acquisition or disposal.

(a) Calculate the depreciation of the machine in 2005.

(b) Prepare journal entries to record the depreciation of the machine in 2005.

(a) Depreciation of Machine (No. 1) in 2003 = $400,000 x 40% x 6/12 = $80,000
Depreciation of Machine (No. 1) in 2004 = ($400,000 - $80,000) x 40% = $128,000
Depreciation of Machine (No. 1) in 2005 = ($400,000 - $208,000) x 40% = $76,800
Depreciation of Machine (No. 2) in 2004 = $600,000 x 40% x 10/12 = $200,000
Depreciation of Machine (No. 2) in 2005 = ($600,000 - $200,000) x 40% = $160,000
Depreciation of Machine (No. 3) in 2005 = $540,000 x 40% x 8/12 = $144,000
Depreciation of Machine in 2005 = $76,800 + $160,000 + $144,000 = $380,800

The Journal
Dr Cr
Details S S
Depreciation — Machinery 380,000
Accumulated depreciation: Machinery 380,000
HKDSE (2013, 2) (Depreciation)

Mr Chan commenced his retail business on 1 January 2011 and acquired five pieces of equipment costing $135,000
each on that date. No other addition and disposal were made during 2011. Information relating to the equipment for
the year ended 31 December 2012 is as follows:

S

Payments for new equipment — Purchase cost 280,000
— Testing fees 12,500

— Repairs and maintenance fees for 2012 42,600

Proceeds from sale of two pieces of equipment purchased in 2011 104,500

Depreciation on equipment is to be provided at a rate of 20% per annum using the reducing balance method. Full year
depreciation is calculated in the year of purchase but none in the year of sale.

(a) Calculate the capital expenditure of the new equipment.

(b) Calculate the depreciation of equipment for 2012.

(a) Capital expenditure of the new equipment = $280,000 + $12,500 = $292,500

(b) Depreciation of remaining equipment in 2011 = $135,000 x 3 x 20% = $81,000
Depreciation of remaining equipment in 2012 = ($135,000 x 3 — $81,000) x 20% = $64,800
Depreciation of disposal equipment in 2012 =0
Depreciation of new equipment in 2012 = $292,500 x 20% = $58,500

Depreciation of equipment for 2012 = $64,800 + $58,500 = 123,300
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Class work 10

1. Fat Tat Ltd started its toy manufacturing business on 1 July 2003. The following machines were purchased during
the two years ended 30 June 2005:

Purchase date Cost
1 July 2003 Machine (No. 1) $400,000
1 March 2004 Machine (No. 2) $600,000
1 May 2005 Machine (No. 3) $540,000

On 1 June 2005, the Machine (No. 1) was sold for $100,000. It is the company’s policy to calculate depreciation at
40% per annum on a reducing balance basis with a proportionate charge in the years of acquisition or disposal.
(c) Prepare journal entries to record the disposal of the machine.

(c) The Journal
Dr Cr
Details S S
HKDSE (2013, 2) (Depreciation)

Mr Chan commenced his retail business on 1 January 2011 and acquired five pieces of equipment costing $135,000
each on that date. No other addition and disposal were made during 2011. Information relating to the equipment for
the year ended 31 December 2012 is as follows:

$

Payments for new equipment — Purchase cost 280,000
— Testing fees 12,500

— Repairs and maintenance fees for 2012 42,600

Proceeds from sale of two pieces of equipment purchased in 2011 104,500

Depreciation on equipment is to be provided at a rate of 20% per annum using the reducing balance method. Full year
depreciation is calculated in the year of purchase but none in the year of sale.

For the retail business of Mr Chan, prepare the following accounts for the year ended 31 December 2012:

(a) Equipment account (b) Accumulated depreciation account — Equipment
(a) Equipment
2012 S | 2012 S
(b) Accumulated Depreciation: Equipment
2012 S | 2012 S
W1: 675,000 x 20% = $135,000 W2: 270,000 x 20% = $54,000

W3: Cost of non-disposal equipment = $675,000 — $270,000 = $405,000
Depreciation for non-disposal equipment in 2011 = $405,000 x 20% = $81,000
Depreciation for non-disposal equipment in 2012 = ($405,000 — $81,000) x 20% = $64,800
Depreciation for disposal equipment in 2012 =0
Depreciation for new equipment in 2012 = $292,500 x 20% = $58,500
Total depreciation in 2012 = $64,800 + $58,500 = $123,300
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Trade-in of non-current assets (2£/x & 3 & 1% 37)

Trade-in of non-currents assets refers to use the cost of old assets and the trade-in price (#F & £ 4c + § #7 ) to
exchange ({ #%) a new assets. Actually, there are two transactions of non-current assets (3 & F & 7% %) in the
trade-in transaction (% #72 % ¢ ). The old assets is disposal (# 7 A& § 4) and buy the new assets (F7FAF *).In
other words, trade-in of non-current assets is to use the trade-in allowance (£ # % # ) to sell the old assets and use
trade-in price (% 7 ) to buy the new assets.

The double entries for trade-in of a non-current asset (257 & 3 & % Arerir tR #)
1  Transfer the cost of the asset to the disposal account (%] % e F A @ 5§ 4“7 A P& L Ff A5
3 LETIHEE S
Dr Disposal account
Cr  Non-current asset account
2 Transfer the accumulated depreciation on the asset to the disposal account (7= #] grf,mp* 7 ;_v?: F_0 T E
ERUFAMI TGRS 0 L HDIB S E S
Dr Accumulated depreciation account
Cr Disposal account
3 Record the trade-in allowance from disposal account to non-current asset account (3z4% '/ 1 ”‘f gk E ek iR
BAFPIVITFEA > FATRR G FATFTAING X A)
Dr Non-current asset account
Cr Disposal account
4 Transfer the profit/loss on disposal to the profit and loss account (3* % % ATi 42 & % § 15 = £ @ H B & 4
A0 R AEP PR LEIF LR

(a) Profit on disposal (1 IR % % 117#) (b) Lossondisposal (I 7% § 3 %)
Dr Disposal account Dr  Profit and loss account
Cr  Profit and loss account Cr Disposal account

5 Record the buying of new non-current assets with trade-in price (a4 I & A 4117 L i/ 5 ATH MR ATE A)
Dr Non-current asset account
Cr Bank/Cash/Creditor

Since the disposal account is zero balance at the end, the entries for trade-in of non-current assets in the Journal can
be simplified as follow: (% 3L P & F A p 38&JL20 6 F A 0 b AT Fl L R § 0 2 B % LR - 2406 T A 97
FE AT i o)

(a) Profit on disposal (% % 11:&)

Journal
Details Dr Cr
S S
Accumulated depreciation — Office Furniture 20,000
Office Furniture: Trade-in allowance 20,000
Profit and loss — Profit on disposal 10,000
Office Furniture 30,000
Office Furniture 40,000
Bank/Cash/Debtor 40,000
(b) Lossondisposal (IR § 474 )
Journal
Details Dr Cr
$ S
Accumulated depreciation — Office Furniture 10,000
Office Furniture: Trade-in allowance 20,000
Profit and loss — Loss on disposal 10,000
Office Furniture 40,000
Office Furniture 40,000
Bank/Cash/Debtor 40,000
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HKDSE (2018, 7) (Limited Company)
The following are the balances extracted from the books of KK Company Limited as at 31 December 2017:

$
Equipment 2,020,000
Retained profits, 1 January 2017 74,000

Additional information:
(i) On 1 May 2017, a piece of old equipment was traded in for a new model which cost $62,000, at a trade-in value of

$21,000. The old equipment was purchased on 1 March 2015 at a cost of $50,000. The bookkeeper did not make
any entries for the above trade-in arrangement.

Besides, another piece of equipment which was purchased for $250,000 in 2012 was still in use during 2017.
It is the company’s policy to charge depreciation on equipment at a rate of 20% per annum on a straight-line basis.

A full year’s depreciation on equipment is to be charged in the year of purchase but none in the year of disposal.

(a) Prepare the journal entries for recording the trade in of the equipment in 2017. Narration is not required.
(b) Calculate the annual depreciation expenses of equipment for 2017.

(a) Journal Debit Credit

Details S S

(b)

Class work 9

Suppose Firm A bought a lorry for $16,000 on 1 January 2009 and adopted the straight-line method of depreciation.
The lorry was estimated to have a useful life of four years and residual value of $1,000. Suppose we trade in the lorry
for a new one at a cost of $14,500 and the trade-in value of the old lorry was $4,500 on 1 January 2011, and the
balance was paid by cash.

(a) Find the accumulated depreciation of the lorry as at 1 January 2011

Lorries
2011 S | 2011 S

Lorries Disposal
2011 S | 2011 S
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2.

(i) On 1 October 2010, an old motor vehicle costing $350,000 with a net book value of $100,000 as at 1
January 2010 was trade-in for a new one. A trade-in allowance of $9,000 was given. The list price of a new
vehicle is $400,000 and a trade discount of 10% was allowed. Ocean Limited paid $2,400 for annual license
fee, $10,000 for installing an air-conditioning system in the motor vehicle and $3,000 for freight charges.
The scrap value of the new machine is $4,000.

(ii)  Motor vehicle — 20% on reducing balance method per annum

(a) Calculate the cost of new vehicle to be capitalized.
(b) Prepare journal entries to record the trade-in of the motor vehicle.

a)

(b)

Journal

Debit Credit

Details S S
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