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Accounting – Logical Reasoning – ICAI Module – Depreciation 
 

 

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

 Steps on calculator for Depreciation in 4
th

 year: 1,30,000 -10% -10% -10% X 10% = Rs. 9,477 

 Hence correct option: d 

 

 

Ans. Depreciation under sum of digits method =  X (Cost – estimated 

scrap) 

 =  X 1,26,000 = Rs. 36,000 

 Hence correct option: d 

 

 
Ans. 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 

 

 

Ans. Annual depreciation under SLM =  =  = Rs.25,000 

 Rate of depreciation is irrelevant. Expenses for repair, being of revenue nature, is irrelevant. 

 Hence correct option: d (In some of the modules the answer is incorrectly mentioned as “a”) 
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Ans. Depreciation under sum of digits method =  X (Cost – estimated 

scrap) 

 =  X 1,26,000 = Rs. 24,000 

 Hence correct option: d 
 

 
Ans. Please refer Q1. 
 

 
Ans. When Provision for Depreciation A/c is created, the accounting entry passed is: 

 Depreciation A/c Dr 

  To Provision for Depreciation A/c Cr. 

 Thus Provision for Depreciation A/c is CREDITED. 

 Hence correct option: b 
 

 

Ans. Rate of depreciation = 
utputEstimatedo

 valueScrap -Cost 
= 

000,50

000,6000,26,1 −
 = Rs. 2.4 per unit. 

 Depreciation for the 2
nd

 year = Output X Rate of depreciation = 5,000 X 2.4 = 12,000 

 Hence correct option: d 
 

 
Ans. (a) Unit life 
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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 
 

 

Ans. Annual Depreciation = 
(years) life  Estimated

value ScrapCost−
 

  = 
6

000,6000,26,1 −
 = Rs. 20,000. 

 Hence correct option: b 
 

 
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% 
 

 
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 included in the acquisition cost.  

 Hence correct option: d 
 

 
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 
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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 

 

 
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 A/c. The Accounting entry in this case is: 

 P&L A/c Dr. 

  To Asset A/c 

 Hence correct option: c  

 

 
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 

 

 
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 
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Ans. Annual Depreciation = 
(years) life  Estimated

value ScrapCost−
 = 

5

000,2000,00,1 −
 = Rs. 19,600 

 (i) Hence the correct option: b 

 

 Annual depreciation = Rate of depreciation X Cost price 

 Thus Rate of depreciation =  X 100 =  X 100 = 19.6% 

 

 Alternate way: 

 

 Rate of Depreciation under SLM = 
( )

life

asset ofcost   to valuescrap of %%100 −
 

  = 
5

%100
000,00,1

000,2
%100 








×−

= 19.6% on cost i.e. 19.6% on Rs.1,00,000 

 (ii) Hence the correct option: c 
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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 

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

 (i) Hence the correct option: c 

  Depreciation in 2002-03 = 7,00,000 X 10% = Rs. 70,000 

 (ii) Hence the correct option: c 

  Depreciation in 2003-04 = 7,00,000 – 10% X 10% = Rs. 63,000 

 (iii) Hence the correct 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 

 (iv) Hence the correct option: c 

  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: c 

 (vi) 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 A/c   Cr 

       

01-04-02 To Cash/ Bank A/c 700,000    

 (Machinery A)   31-03-03 By Depreciation A/c 70,000 

    31-03-03 By Balance c/d 630,000 

    700,000     70,000 

01-04-03 To Balance b/d 630,000    

    31-03-04 By Depreciation A/c 63,000 

    31-03-04 By Balance c/d 567,000 

    630,000     630,000 

01-04-04 To Balance b/d 567,000    

01-10-04 To Cash/ Bank A/c 66,000 31-03-05 By Depreciation A/c 7,000 

 (60,000 + 6,000)    (Short provision)  

 (Machinery B)   31-03-05 By Depreciation A/c 70,000 

     (Machinery A, SLM)  

    31-03-05 By Depreciation A/c 3,300 

     (Machinery B)  

     

(66,000 X 10% X 6 / 

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 
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Ans. Annual depreciation  

 Annual depreciation under SLM = 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 A/c Dr. 5,00,000 

  To Asset A/c  5,00,000 

 Provision for Depreciation A/c Dr 80,000 

  To Asset Disposal A/c  80,000 

 Depreciation A/c Dr. 1,00,000 

  To Provision for Depreciation A/c  1,00,000 

 Posting the same: 

Dr Provision for Depreciation A/c Cr 

   By Balance b/d 200,000 

To Asset disposal A/c 80,000 By Depreciation A/c 100,000 

To Balance c/d 220,000   

  300,000   300,000 

 (ii) Hence the correct option: a 
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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 

 Thus number of years = 52,500 / 17,500 = 3 

 Hence the correct option: b 

Dr   Machinery A/c Cr  

       

Year 1 

To Cash/ Bank 

A/c 350,000    

    By Depreciation A/c 28,000  

    By Balance c/d 322,000 (iii): c 

    350,000   350,000  

Year 2 To Balance b/d 322,000    

    By Depreciation A/c 25,760  

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

    322,000   322,000  

Year 3 To Balance b/d 296,240    

    By Depreciation A/c 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 + 23,699 = 77,459 

  Extra depreciation to be provided = 77,459 – 52,500 = 24,959 

   Hence the correct option: a 

 

 
Ans. (i) Cost of machinery: 

 Purchase price 4,70,000 Note: Maintenance charges & Insurance are revenue expenditure 

 Delivery charges 10,000 

 Erection charges    20,000 
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 Additional components    40,000 

 Total  5,40,000 

 Hence the correct option: a 

 (ii) Annual Depreciation under SLM = Cost X Rate of depreciation = 5,40,000 X 10% = Rs. 54,000 

 Hence the correct option: a 

 (iii) Depreciation for 3
rd

 year under WDV @ 10% = 5,40,000 – 10% - 10% X 10% = Rs. 43,740 

 Hence the correct option: a 

 

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

 Rate of depreciation = 
utputEstimatedo

 valueScrap -Cost 
= 

000,72

000,10000,00,1 −
 = Rs. 1.25 per unit 

 Depreciation = Production units X Rate per unit 

Year Production (Units) Depreciation calculation Depreciation Amount Correct Option 

1 5,000 5,000 X 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 

4 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  
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Ans. (i) Rate of depreciation under WDV method = 1 - n

c

r
 r = Scrap value and c = Cost 

   20% = 100% - n
000,00,1

960,40
 

  Thus  = 80% 

  Calculator steps: 0.4096   = 0.8 

  This means 4
th

 root of 0.4096 is 80%. Thus n = 4. 

 Hence the correct 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 SLM method. The life of asset under SLM @ 20% is 5 years. Thus 

life under WDV is less than 5. The only such option is a. 

Dr   Asset A/c   Cr  

Year 1 To Cash/ Bank A/c 100,000    

    By Depreciation A/c 20,000 (ii): a 

    By Balance c/d 80,000  

    100,000   100,000  

Year 2 To Balance b/d 80,000    

    By Depreciation A/c 16,000 (iii): b 

    By Balance c/d 64,000  

    80,000   80,000  

Year 3 To Balance b/d 64,000    

    By Depreciation A/c 12,800 (iv): c 

    By Balance c/d 51,200  

    64,000   64,000  

Year 4 To Balance b/d 51,200    

    By Depreciation A/c 10,240 (v): d 

    By Balance c/d 40,960  

    51,200   51,200  
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Ans. Cost of both the machines = 20,000 + 15,000 = Rs. 35,000 

 Machine A/c till the machines are discarded: 

Dr   Machine A/c   Cr 

01-10-01 To Cash/ Bank A/c 35,000    

 (Machinery A&B)   31-03-02 By Depreciation A/c 2,625 

     (Cost x 15% X 2/12)  

    31-03-02 By Balance c/d 32,375 

    35,000     35,000 

01-04-02 To Balance b/d 32,375    

    31-03-03 By Depreciation A/c 4,856 

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

    32,375     32,375 

01-04-03 To Balance b/d 27,519    

    31-03-04 By Depreciation A/c 4,128 

    31-03-04 By Balance c/d 23,391 

    27,519     27,519 

01-04-04 To Balance b/d 23,391    

    31-03-05 By Depreciation A/c 3,509 

       

    23,391     23,391 

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

 (i) Hence the correct option: c 

 The depreciation provided till the time of discarding = 2,625 + 4,856 + 4,128 + 3,509 = Rs. 15,118 

(ii) Hence the correct option: c 
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Dr   Machinery A/c   Cr 

01-04-03 To Balance b/d 60,000    

    31-03-04 By Depreciation A/c 12,000 

    31-03-04 By Balance c/d 48,000 

    60,000     60,000 

01-04-04 To Balance b/d 48,000    

    30-09-04 By Depreciation A/c 4,800 

     (For 6 months)  

    30-09-04 By Cash / Bank A/c 30,000 

    31-03-04 By P&L A/c 13,200 

     (Loss)  

    48,000     48,000 

 (i) Hence the correct option: d 

 (ii) Hence the correct option: c 

 (iii) Hence the correct option: b 

 

 
Ans. The amount to be debited to Furniture A/c 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: c 

 

 
Ans. In the year 2004-05, the remaining life of the asset excluding the current year is 0 year. 

 Depreciation under sum of digits method = ( )1
digits of Sum

 valueScrap
+×

−
n

Cost
 = )10(

2

15
5

000,00,3
+×








 +
 

 = Rs. 20,000 

 Hence the correct option: d 
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Ans. Annual Depreciation per matador = (120000 – 30,000) X 10% = 9,000 

 Annual depreciation = Rate of depreciation X Cost price 

 9,000 = Rate of depreciation X 1,20,000 

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

 Hence the correct option: d 
 

 
Ans. Cost of imported machinery = 1,28,000 + 64,000 + 48,000 = Rs. 2,40,000 

 1/3
rd

 value of imported machinery = Rs. 2,40,000 / 3 = Rs. 80,000 

 Accumulated depreciation till 01.07.2004 =  

 (80000 X 20% X 1 / 2) + (80,000 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 correct option: d 

Dr   Machine A/c   Cr 

01-07-02 To Cash/ Bank A/c 240,000    

 (Imported machine)   31-12-02 By Depreciation A/c 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    

01-01-03 To Cash/ Bank A/c 80,000 31-12-03 By Depreciation A/c 64,000 

 (Local Machine)    (20% of 2,40,000 + 80,000)  

    31-12-03 By Balance c/d 152,000 

    296,000     216,000 

01-01-04 To Balance b/d 152,000    

01-07-04 To Cash/ Bank A/c 40,000 01-07-04 By Cash / Bank A/c 27,840 

 (Replaced Machine)   01-07-04 By P&L A/c 20,160 

    31-12-04 By Depreciation A/c 52,000 

     (2/3x240000x20%)+(80000x20%)+(40000x20%x1/2) 

    31-12-04 By Balance c/d 92,000 

    192,000     192,000 
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Ans. (i) As the provision for depreciation A/c method is followed for recording the depreciation, the 

balance in Plant A/c 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 

 (ii) Closing Balance in Depreciation account can be found as follows: 

Dr Provision for Depreciation A/c Cr 

Date Particulars Amount Date  Particulars Amount 

    31.12.2001 By Depreciation A/c (P1) 15,750 

31.12.2001 To Balance C/d 15,750    

    15,750     15,750 

    01.01.2002 By Balance b/d 15,750 

    31.12.2002 By Depreciation (P1) 13,388 

     By Depreciation (P2) 9,750 

31.12.2002 To Balance C/d 38,888    

    38,888     38,888 

    01.01.2003 By Balance b/d 38,888 

02.10.2003 To Asset Disposal A/c 29,138    

    31.12.2003 By Depreciation (P2) 8,288 

     By Depreciation (P3) 12,750 

31.12.2003 To Balance C/d 30,788    

    59,926     59,926 

  Hence the correct option: a 

 (iii) Profit/Loss on Disposal = Original Cost of Asset – Depreciation under SLM – Scrap Value 

  = 105000 – (10500 x 2) - 2500 

  = Rs. 81500 Loss  

  Hence the correct option: d 

 (iv) Over / Under charge of Depreciation: 

  Depreciation that would have been charged under new method (WDV) 
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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. 

 

 
Ans. 

Particulars 1
st

 Year 2
nd

 Year 3
rd

 year 

Glass Cutlery 2 year old 

Glass Cutlery 1 year old 

Glass Cutlery Purchased on 01.01.04 

 

 

16000 

 

14000 

14000 

Depreciation on Above 1/5 of 16000 2/5 of 17500 2/5 of 35000 

Depreciation Amount 3200 7000 14000 

Total Depreciation 24,200 

 The balance in Glass Cutlery A/c = Opening balance + Purchases during the year – Depreciation for 

the year 

 = 28,000 + 16,000 – 24,200 = 19,800 

 (i) Hence the correct option: d 

 (ii) Hence the correct option: c 
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Ans. 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-sale) may please be read as (i.e. NOT for 

the purpose of re-sale). 
 

 
Ans. 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 & c 
 

 
Ans. Of the given options, the amount of depreciation remains same year on year only in the case of SLM. 

 Hence the options: b, c & d 
 

 
Ans. 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. 
 

 
Ans. Land is usually assumed as a non-depreciating asset. 

 Also, cash is NOT a depreciable asset. 

 Hence the correct options: a & d 
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