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2i.0 OBJECTIVES 

After studying this unit you should be able to : 

u compute the amount of depreciation upder various methods of providing 
depreciation 
prepare accounts under different methods of providing depreciation 
identify the method of providing depreciation for various fixed assets. 

-- 
21.1 INTRODUCTION 

In Unit 20 you learnt how depreciation is trqated in the books of account and what 
are the various methods of providing depreciation. In that unit we discussed the two 
most important methods viz., (i) fixed instalment method and (ii) diminishing 

.. balance method. In this unit we shall take up the remaining methods of providing 
depreciation and study their main features, merits, dernekts and the accounting 
treatment. 

ANNUITY METHOD 

' The amount invested in an asset has an opportunity cost i.e., if that amount had 
been invested in some other form it would have earned some interest. The fixed 
instalment and the diminishing balance methods ignore such cost. Normally 
depreciation does not take such lass of interest into account..But in some cases it is , 
codsidered desirable to include it. For example, when-some property is taken on , 

J. 

lease we have to pay a lump sum amount at the initial stage and then a nominal 
amount as rent every year, The amount paid at the initial stage is a sort of advance , 

payment of rent. It is treated as the cost of lease and written off duting the lease , 

period by way of providing depreciation. 

In such a situation, the loss of interest on advancc payment must also be treated as a 
part of the cost of using the asset: The method by which the interest is also included 
in the amount of depreciation-is knowr, as Annuity Method. This method is usually 
&mplo~ed for providing depreciation on leasehold property. But it can also be used 
far other fixed assets provided it is decided to account for the toss of interest on the 
account invested in the asset. 

l lnder thk method the interest is calculntcd on thc ope~~ing balance of the asset each 
year and debited to the asset account, credit being given to interest Account. As 

I 



depreciation is to be inclusive of interest, the amount of depreciation charged every 
year is higher than what it would have been under any other method. Although the 
amount of interest varies from year to year (it goes on decreasing) the instalment of 
depreciation is uniform which is co~nputed with reference to the annuity table. 
Which is given below : 

Annuity Table 
Amount required to write oIT RE. 1 by Annuity Method 

~ e s m G C e n ~  1 11 per cent I 12 per cent 
.. . 

13 per ceul 14 pkr cent - --- 
1.1300000 1.1400000 

0.5994833 0.6072896 

0.4235218 0.4307314 

0.3361941 0.3432047 

0.2843145 0.2912835 

0.2501532 0.2571574 , 

Let us take an i~lustration to see how the amount of depreciation is determined by 
referring to the annuity table. Suppose a lease has been taken for Rs. 10,000 for 5 
years. It is decided to charge depreciatio~l under annuity method, interest being 
calculated at 12% per aimum. Refer to the 'years' colr~rnn and move down up to fifth 
year. Now m.ove horizontally towards the right to read the figure under 12% column 
which is 0.2774096. It means that to wiite off Pie. 1, which earns interest at 12% per 
annum, must be depreciated by (4.2774096 cach year for five years. Since the amount 
to be written off is Rs. 10,000 the annual depreciation would be Rs. 10,000 x 
0.2774096 = Rs, 2774.096. You can take it as Ks. 2,774 (approximately). 

: 
Look at illustration 1 aria sqe how the asset account would be prepared under 
annuity ilkethod. 

, A co~ttpany acquires s lease costing Ks. l,IUO,OCM) for a term of five years. You find 
from the Annuity Table that in order to write off the lease on the annuity method at  
13% per annuln interest, the amount to be written off annually works out to be 
Rs. 0.2843145 for every rupec. Prepare the Lease Account for all the five years and 
show the annual charge to Profit and Loss Acqount during each of these five years. 

, Solution : 
base Accouut 

Dr. 

11 year 
Jan. l 
Dw. 31 

111 ye& 
Jan. 1 

' To Balmce lrld 
To Interest Alc 

To Balance b/d 

I year 
Dec. 31 

" 31 

Dec, 31 

Dec. 31 
" 31 

To Interest N c  
Dec. 31 

" 31 

Cr. 
-..- 

xu. 
By Depreciation A/L: 
U y Balance c/d 

By Depreciation N c  28,431 
By Balance cid 1 67,132 

By Depreciation Alc . 28,431 
By Belance c/d 47,428 

75,859 



IV y eilr 
lan. 1 
13ec. 31 

47,428 Dec. 31 By Depreciation Alc 
6,165 31 By Balance cld 

53,593 

To Balance b/d 
' To lnterest A/c 

V yeiir 
.Tan. 1 
Dec. 31 

25,162 Dee. 31 By Depreciation Alc 
3,269 

To Balance b/d 
To lnrercst ,411: 

Notes : 1 The annual charge on accouni of depreciation has been worked out as 
follows: 

Rs. 1,00,000 x 0.2843145 
= Rs. 28,431.45 

This has been rounded off to Rs. 28,431. 

I 

2 Interest debited to the asset account evcry year has also been rourtded off 
to the ,nearest rupees. 

3 On account of these approxiniations, the actual arnount of interest to be 
taken into account i11 the last year works out to ~ s :  3,269 as against Rs. 3,271. 

You know that depreciation is debited to tlic Profit and Loss Account. When you 
prepare thc Interest Account, the amount of interest debited to the asset accoilnt 
will be credited to this account. This will ultiniately be tramsferred to the Profit and 
Loss Account. Thuskacli year the Profit and Loss Account will have debit in respect 
of depreciation and credit in respect of interest. This will, ill effect, reduce the net 
charge (debit) to the Profit and Loss Account to the level of depreciation based Qn 
original cost. Look at the following statement which shows tine net charge to Profit 
and Loss Account. 

b 

'From the above table it is clear that the net charge to Profit and Loss Account 
increases year after year even though the depreciation is a fixed sum. This is 
because of the interest amount decreases year afte.r year, However, the total net 
charge to Profit and Loss Account is equal to the cost of lease. 

Statement Showing the Amount Cl~nrgcable to 1' & E .4ccount 
< 

hlerits and Demerits 

Year 

- 
I 
I1 
111 

!v 
V 

?he annuity method has the merit of cor~sidering the amount i~l,v.estecl in the 
purchase of an asset as an invcqtment cap;it~lc of earning some inierest. However, 
when additions are made to the :Isset, frcsla cumputatinns have tp bc nnade and the 
calculation becomes tlifficult. Another li~liitadio~l of this a~xefl~od 31 ises r4n account of . 
debiting the asset account with interest, 'Tlijs increases the laook value of asset 
palticularly in the initial years. A s  s t a t ~ d  earlier, this methud i s  generally used for 

64 leases in respect of'which a lunnpsurn payment is made in advance. 

Depreciation 
(dehited) 

Rs. 

28,431 
28,431 
25,431 
28,431 
28,431 

Interest 
(credited) 

Ms. -- 
13,000 
10,994 

8,727 
6,165 
7.269 

Net charge against 
profits 
Rs. 

15,431 
17,437 
19,704 
22,266 
25,162 



21.3 DEPRECIATION FUND METHOD 
'Depreciation - 11 

None of t i e  lnethods discussed so far elasure t11e provision of necessary fur~ds fur 
repla,cefnent of asset at the end of its usefiail Rife. It is so because the amount of 
dep~kciation cPiarged results in conser.ving the resources, but such sesources join the 
rnainstreafr~ and lose their irnhependent identity. Actual rcplacelnent of the asset 
requkes liquid funcls and pkferrabljr such fslnds sl~ould he provided without 
distnnbii~g the working capital of the business. Deprecia.tion Fund method, also 
known as.%inking Fund MetBlod' takes care of Ibis aspect and ensures that funds are 
provided for replacement of the asset. U~ldes this method an amount equal to 
cieprcciation is taken out of business and invested in sonie outdide securities carrying 
a particdlir rate of interest. At the erld of the useful life of the asset such securities 
are sold oab'and with the funds so rkalised the new asset can be conveniently 
purchased. 

As the amovlalt invdstcd in secuvitiej earns ssrne interest it will not bq necessary fo 
write off the Bull amount of the cost of asset as clepreciation. The total depreciation 
written off andlhe interest earricd on securities together wiAl be eq~lal to the original 
cost of the asset. P3cmce, d&secintion charged under this method will be lower as 
co~upared to ather method. 

Under this method the anaonnt re,cpired for ianvestiment anlnua.lly at a given 13te of 
interest for a given nlalnbsr of ytars can be detcrarmined by referring to Sinlting Fund 
Table. 

Sinking Fund Table 
BDeriudlc dcyoslt w ) ~ l c l  will snoolrvnh do lihc. 1 

Suppose i n  ainoarnt of R?;. 20,WO i s  to be ?~rrittclr off over a period of three years and 
it is decided ta invest the deprecki,tion amount in secusites yielding 14% interest per 
annum. Then tlne amount to he written off every year is determined as explained 
below. 

---,--.---- .-.--.. ---------.-- 
Y w a  18 per csrrl 11 per cent 12 p r  cent 13 per cent 14 pel. rent ' 15 p r  ecnl 

. Locate, i11 the years i.olumat ths:, relevant figure for three years under 14% and you 
find it to be Re. 0.2907314. This mneans if Re. 0.29137314 is invested each year at 14% 
per annum, it will accumulate to Re: 1 at the end of three years. As Rs. 20,000 is 
required to be written off, the depreciaticm amount to be charged every year is 
calculated as u ~ ~ d e r  : 

Me. 0.2907314 x 20,000 = Rs. 5,814.628, say Rs. 5,815 (approximately). 

1.01H)OOo 

0.465116,2 

0.2879769 

0.1483155, 

0.1142369 

0,0903603 

0.0728500 

0.0595740 

0.0492520 - 

-*-.---- .----...." 
1 1.~101X)000 

2 0.47615104 

3 0.3021148 

'~ 5 

0.215'~708 0.163'79'74 ' 
G 0.1296073 

7 0.1054054 

8 0.0874440 

9, 0.0736405 

10 . 0.0"~27453 
I -  . 

. Under this method a fixed amount as calculated above is charged every year as 
depreciation by debiting it to the Profit and Loss A~count and crediting it to the 
Depreciation Fund Account. You should note that [he asset account is not credited 
with the amount of depreciatioln as in the case of other methods. 

The asset account appears at i t s  original edst till the last year of its useful life. Every . 
,year an amount equal to depreiciation is invested in some outside securities. These 

- 

.-..-.---,. -*-- 

I .rI0LXM100 1.IX)00000 1.0QQ0000 1.0000000 

0.4739336 0.47:16081 0.4690835 0.46721(!)7 

0.299213rJ 0.2963489 0.293521.9 0.2907314 

1:1232@, O.l(i05703 < 0 . 2 0 9 2 2 z 2 ,  0.1574097 0.1543145 0.1512835 u 

0.1263765 

0.1022152 

0.084321.0 

0,1232257 0.1201537. 0.1171575 

0.0991177. 0.0981 108 0.0931923 

0.0813028 0.0783867 0.0755700 

0.07(ffi016 1 0.0676789 0.0648689 0.0621683 

0.0598014 0.0569841 0.0542695 0.0517135 
, 



Accoonts of Non-trading 
Concerns, Depreeiwtln~l, 
Provisions and Racrvcs 

investments accumulate at compound interest and make available adequate funds for 
replacement of the worn out asset. In the last year of the life of the asset the balance 
in Depreciation Eund Account is transferred to asset account and thus the accounts 
will be closed (after due adjustment in,respect of profit or loss on sale of investment). 

The following journal entries are passed when this method is followed : 

1 At the end of 1st year: 

a)  For depre~~iation instaldent 
Depreciation A/c 

To Depreciation Fund Alc 
Dr. 

b) For investing the amount equal to depreciation 
Depreciation Fund Investment Alc Dr. 

% Bank A/c 

2 At the end of 2nd year and subsequent years : 
(up to the last but one year) 

a) For depreciation instalment 
Depreciation A/c 

To Depreciation Fund Ak 

b) For receipt of interest on investment 
" 

Bank A/c 
To Depreciation Fund Alc 

Dr. 

Dr. 

C) For investing the amount (depreciation and interest) in securities 
Depreciation Fund Investments A/c Dr. 

'To Bank A/c 

3 At the end of the laat year 

a) For depreciation instalment 
Depreciation Alc 

To Depreciation Fupd A/c 

b) For receipt of interest on investment 
Bank Arc 

To Depreciation Fund A/c 

c) For sale of investments 
Bank A/c ! 

To Depreciation Fund Investments Alc 

d) For profit on sale of investments : 
. Depreciation Fund Investments Alc 

To Depreciation Fund N c  

OR 

Dr. 

Dr. 

Dr. 

Dr. ' 

For the loss on sale of investments 
Depreciation Fund A/c Dr. 

To Depreciation Fund Investments A/c . 

e) For transferring the balance of Depreciation Fund Alc 
Depreciation Fund A/c Dr. 

To  Depreciation Fund Investments A/c 

fl For sale of Asset if it has some residual value : 
Bank N c  Dr. 

To Asset A/c 
1 

g) For transferring debit balances in the Asset account, if any 
Profit and Loss Alc Dr. 

To Asset Alc 

You should also note the following points in this regard. 

1 At the end of every year the debit balance on Depreciation Account xeprtsrntiq 
total amount of depreciation charged on all fixed assets will be transferred to t& 

66 = 
Profit and Loss Account with the help of the following entry : 



Profit and Loss A/c 
To Depreciation A/c 

Dr. 

2 Usually the annual charge of depreciation and interest received are rounded off 
. to the nearest rupee with a view to simplify the calculations,. 

3 Sometimes, the interest is received half yearly. In such a situation, the entries for 
receipt of interest on investments and investing the amount of interest in 
securities, will have to be passed twice a year. 

Look at Jllustrations 2 and 3 and see how the relevant accounts are prepared under 
Depreciation Fund Method. 

Illustration 2 

Satish Ltd. purchased a four years lease on January 1, 1983 for Rs. 1,00,000. It is 
decided to provide for the renewal of the lease at the end of the four years by setting 

-up a depreciation fund. It is expected that investments will fetch interest at 10% per 
annurn. sinking Fund tables show that the 0.2154708 invested each year will produce 
Re. 1 at the end of four years at 10% per annuni. 

On December 31, 1986, the depreciation fund investments are sold for Rs. 70,000. 
Pass the necessary journal entries and prepare the ledger accounts. Also show how 
these accounts are shown in the Balance Sheet. 

+ 
Depreciation - 

I Solution : 

I Journal of Sntish Ltd. 

Date Particulars 
Dr. I Cr. 

Amount 

: Dec. 31 

1983 

Jan. 1 

I 

Depreciation A/c Dr. 
To Depreciation Fund A/c 

(Being depreciation written off) 

P & L A / c  . . .- -> Dr. 
T o  Depreciation Al? 

(Being depreciation charged to P & L A/c) 

Lease A/c Dr. 
To Bank A/c 

(Being lease taken for four years) 

Dep. Fund Investment A/c 91. 
To Bank Alc 

(Being dep, amount invested) 

Rs. 
1,00,000 

P & b A l c  Dr. 
To Depreciation Alc 

(Being dep. charged to P&L A/c) 

b* 

1,00,000 

1984 
Dec. 31 

Bank A/c ' . Dr. 
To Dep. Fund A/c , , 

(Being interest received on DF investments) 

Depreciation A/c Dr. 
T o  Dep. Fund A/c 

(Being depreciation written off) 



Accounts of Non-tmding 
Cohcerns, Depreciation, 
Br~visions and Reserves 

---.---- ---.--... 

Dr. 
To Dep. Fund Alc 

(Being dep. written off) 

Dec. 31 Dep. Fund lnvestme~lt Nc Dr. 
To Bank Alo 

(Eicing amount of interest and depreciation invssted') 

I' 31 P & L A l c  Dr. 
To Depreciation AJc 

(Being tlep. charged to P & L Alc) 

" 31 

-------.---.-- 

Dr. 
To Dep. Fund A/r. 

(Being depreciation written off) 

Bank Alc Klr. 
To Dep. Fund Ak 

(Reing interest received on DT: investments) 

" 31 Dep. Fund h~vcstment Nc DI. 
To Bank A/c 

(Reing interest and Dep, invested) 

" 31 P & L N c  Dr. 
To Depreciation A/c 

(Being dcp, charged to P & L Alc) 

" 31 

Dep. Pund A/c Dr. 
To Dep. Fund Investment A/c 

(Being loss on sale of DF Investment) -- -- 
11. " . +- Dep. To Leese Fund A/c A/c Dr. 

(Dei~ig the balance of dep. furld transferred) 

Bcrr~khlc Dr. 
To Dep. Fund Alc ' 

(Being interest received on DF Inv.) 

" .31 Bank Alc Dr. 
To Dep. Fmd I~lvestmenr Alc 

(Being QF Investlnent sold) 

" 31 

1984 1984 
Jan. 1 To Balance b/d Dec. 31 By Ralnnce cld 1,00,000 

1985 ' 1985 
Jan. 1 To Balance bid Dec. 31 By Balaucc cld 1 , 0 0 , 0 ~  

I I L 

P & LA/C Dr. 
To Lease N c  

(Being the debit balance on Leasc AIC transferred) 

Lcwe Account 

Dr. cr. ' - .  
1983 
Jm. 1 By ~a lancdc ld  To Bank Alc 

+ 

Rs. 

1,m,m 
Rs. 

1,00,000 

1983 

Dec, 31 



1986 
Jan. 1 

1984 
Jan. i 
Dac. 31 

'Fo B:lla~ce bld 

Dep-eclmtiorr Fund A c e o ~ ~ l ~ t  

By Depreciation 
1:1111d A/c 98,679 , 

~y I' k L A/C (loss) 1,321 

--.----. .--,--.-."--- 

A&. 15183 
'1'0 Balonci: elci 21,547 Dec. 31 

1984 
T!.I n:encc WLI 45,249 Jan. 31 

13cc. 31 
" 31 

---- 
45,249 

.----- 

1985 
'Yo Ralancc bld 71,321 Ja~r. 31 

.tan. 3.1 
Dec. 31 

-----.-. 

71,37.1 

By Balance bld 
By Bank Aic 
By Depreciatio~~ Ali; 

By Halnrtce b/d 
By Banl: Alc 
By Depreciatio~~ 

To Belanuc br/d 
'To Bank AIc 

To Aalaricc bid 21 547 
To U:~nk Alc 23,702 

By Bank Nc (sale) - 70,000 
By Depreciation Fund 

AIc (loss on sale) 1,321 



Balance Sheet as on December 31, 1983 
Concerns, Deprssistion, 
Provisions and Reserves Deprecintiu~~ Fund 

I I Deprcciatior~ Fund Investments 

Balance Shcet as on Decemlrcr 31, 11984 

Depreciatiot~ Fund 

Dalnnce Sllcet ns on Dece~nbcr 31, 1985 

Its, 
45,249 Lcase 

Depreciation Fund Investments 

as. 
1,00,000 

71,321 
Depreciation Fund 

Balance Shect as un December 31,1989 

Lease 
Less Depreciation Fund Investments 

Rs. 
71,321 

Note : Depreciation Fund balance can also be shown as a deduction from asset value in the Balance Sheet. ' 

Leasc 
Depreciation Fund Investments 

Ramesh bought a plant on January 1,1982 for a sum of Rs. 50,000 having a useful )I 

life of 5 years. The estimated scrap value of the plant was Rs. 8,000. Ramesh 
decided to charge depreciation according to depreciation fund method. The 
investment expected to earn interest @ 5% p.a. Sinking fund table showed that Re. 
0.180975 if invested yearly at 5% p.a. would produce Re. 1 at the end of 5 years. 
The investment were sold at the end of 5th year for Rs. 32,500. The asset was sold 
and its scrap released Rs. 8,500. 

Prepare necessary ledger accounts in the books of Ramesh. 

Solution : 

Plant Account 

Dr. Cr. 

- 
1982 

Jan. 1 

1983 

Jan. 1 

1984 

Jan. 1 

1986 

Jan. I 
Dec. 31 

To Bank Alc 

1983 
T o  Balance bld 1 50,000 1 Dec. 31 

1984, 
T o  Balance bld 50,000 Dec. 31 

1985 

To Balance bld 1 10,OOo 1 Dec, 31 

To Balance bid 
To P & L, A/c 
(Profit on  sale of asset) 

By Balance cld 

By Balance cld I 50,000 I 

By Balance cld 50,000 , 

By Balance c/d 

By Dep. Fund Aic ' 41,739 
By Bank Alc (sale) 



Deprecintipn Fund Account 

1983 
Dec. 31 

19R4 
Dec. 31 

Dr. 

1983 
Jan. 1 
Dec. 31 

1985 
Jan. 1 
Dec. 31 

1986 
Jan. 1 

To Bala~lce c/d 

To Balance d d  

To Balance d d  

By D,F. .tt~vestlnent N c  
' (1.08s transferred) 
By Plsnt iLtc 

(accurmilated 
depreciation) 

By Depreciation N c  

Rx. 

. 7,601 

15,582 By Balance bld 
By Bank A/r 
Uy Depreciation A/c 

1982 

Dec. 31 

1983 
Jan. 1 

Dec. 31 

By Ralance bld 
By Bank Alc . . 
By Depreciation N c  

By Balnncrt bid 
By k3ank A/c 
By L)eprecialiorl Alc 

By Halnr~cr: hld 
By Hank Nc . . 
By Depreciation A/c 

LDEPPRCIR~~OPI Fwd ltivestn~enk Accow~t 

-. 

'I'o Bank Nc 

1983 
To Balancc bid 7.601 Dcc. 31 
'I'o Bank Alc 

. - *. . ?. - . [ IS,, 1 

To Balance bld 
To Bank N c  

To Balance bld 
To Bank A/c 

Rs. 
7,601 

----.- 

15,582 
8,380 

To Balancc bld 

By Bulance dd 7,651 

1984 
Dec. 31 

Ry Balance c/d 15,582 

.----- 
32,761 

--- 

- 32,761 

By Balance ;Id 1 23,962 

1986 
Uec. 31 

Ey Balance cld 

I 

(loss tranfiferred) 32.761 

By B ~ n k  Alc 
By Dep. Fund Alc 

32,500 
261 



- 
Concerns, Deprwistiloa, 
il$ovisicpuls and Itesewes '1IPle lnam advantages of this method is almat ii provides the lirti-t wit11 htece!s&,dry funds 

required for replacing the asset. If rEle amemlts were not invzsied outside Lhc 
busincs:; and accumulated, the withdrawal of funds fionn a.cp,ulas laraslrness opct akiarrs 

n 
I would have c~ipplecl the normal financial workirag of Jlr: brrsiness. 'Ilbe. iiiriaadvantigc 

however, is rhat the combined cllarge of depreriatiom anl! ~.cp'ilirs ~:v'ulJ not Ex I Y F ~ I S ~ J ~ Y ~  
tl~ouplaoaat the life of an asset: This method is e~secl in rtsyect of assets like plant aarld 
machinery, lease etc. 

The Depreciation Fund Method involves the illvestanent sf funds in outside 
securities. Thiis requires an expert knowledge of thr i~rvestrment msrrkct arid risk of . 
loss due to price fluctuations in the market. Moreover the specific securities may aiot 
always be available in the market. To avoid such uncertainties, the firm imstead of 
investing the money iu purchasing secizlitier;, anay take aaa irasurince policy from it 
general insurance cornpariy fur the sum required f ~ r  rcplaccmeltni of she asset. For 
this it wilI have to pay certain amount as premium every year. In return the 
insurance company prqrnises to pay agreed policy amount at the end of the, specified 
period i.?., useh~l.life of the assc t which will be utiPised-for rep1acemr:nt of the asset, 
The money received from insurance company is usually u little: highr;a than the 
amount insured because of bonus. 'IYius, there Is  certainty about receivi~1g tine * 

anticipated amount. From the accounting prbittt of view, this ranethod is very similar 
to Depreciation Fund Metlrtad. In fact, it is also callend B3epreci8~tion 1S;'aild Policy 
Method. Following are the journal entries required under this nsathod. 

1 D~nshg the dmk and seblaequieunt gears {except i a ~  8aB: yeas] 

a) For paym~nt of the preraaiumm : 
Depreciation Fund Palicy Alc Dr. 

'To Bank AJc 

b) FOP cklnreing depreciation 
13epreciation Nc 
Tb Depredation Fund AJc 

2 During the Iwt year 

a)( For pYri;lcnt gE the premiusai 
Depredatiumn Fuald Policy M c  
To Bank AJc 

6 )  Fur charging depreciation 
Depreciation Alc 

To Deprsciatiorl Fund A/c 
Dr. 

,c) F D ~  receipt of amount on insurance policy : 
. Bank A/c Dr. 

To Depreciation Fund Policy N c  

d) Fbr tr:rnsferring the credit balance in th~.: Policy ,Qic 
Depredation Fund Policy Alc . Dr. 
To Depreciation F~md sl/c 

e )  For transferring the balance in the Fund Alc to Asset Accou~it. 
Depreciation Fund N c  Dr. 
Te Asset Nc 

f) For realisation of salvage value, if'any, on the sale of asset : 
Bank NC Dr. 

To Asset A/c 

g) 'For transf~rring debit balance, if any, in the asset account. - Profit and Loss A/c Dr. 
Asset A]: 

Look at Illustration 4 an$ set: how various accounts are preyare$+undel- the 
Insurance Policy Methscfr- 



,His assets and liabilities in the beginning and in the end were: 

1-10-87 

Rs. 
Stock 1 8,000 
Cnsh in hand 95 0 
Cash at bank 1,000 
Creditors 16,000 
Debtors 44,000 
Furniture 2,000 
Lund & Buildings 30,000 

30-9-88 

Rs. 
20,440 

150 
7 

10.000 
7 

2.000 
30.000 

Additional Information 
i) Credit sales for the year Rs. 18,100. 
ii) Discount allowed to Debtors Rs. 2,100. 
i i i )  Returns Outwards during the year Rs. 500. 
iv) Salaries Outstanding on 30-9-88 Rs. 3,000. 
V) Provision for doubtful debts is to be created to the extent of Rs. 3,000. 
vi) 5% depreciation is to be provided on Furniture and Land & Building. 

(Answer: Cash at bank on 30-9-88 Rs. 4,850; Opcning Capital Rs. 79,950; Closing 
Debtors Rs. 60,000; Credit Purchases Rs. 25,500; Gross Profit Rs. 63,540; Net 
Profit Rs. 22,890; Balance Sheet Total Rs. 1,12,840). 

Note: These questions will help you to understand the unit better. Try to write 
answers for them. But do not submit your answers to the University. These are 
for your practice only. 
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