2. Depreciation of Fixed Assets
Trench Transport Ltd prepares its final accounts to the 31st December each year. The company’s policy is to
depreciate its vehicles at the rate of 15% of cost per annum calculated from the date of purchase to the date of
disposal and to accumulate this depreciation in a Provision for Depreciation Account.
On 1/1/2000 Trench Transport Ltd owned the following vehicles:
No 1 purchased on 1/1/1996 for €66,000
No 2 purchased on 1/9/1997 for €72,000
No 3 purchased on 1/3/1998 for €78,000

On 1/4/2000 Vehicle No 3 was crashed and traded in against a new vehicle costing € 96,000. The company
received compensation to the value of €28,000 and the cheque paid for the new vehicle was €57,000.
On 1/8/2001 Vehicle No 1 was traded in for €12,000 against a new vehicle costing €90,000. Vehicle No 1 had a
refrigeration unit fitted on 1/1/1998 costing €16,000. This refrigeration unit was depreciated at the rate of 30% of
cost for each of the first two years and thereafter at the rate of 15% of cost per annum.
You are required to show, with workings, for each of the two years 2000 and 2001:
(a) The Vehicles Account
(b) The Provision for Depreciation Account
(c) The Vehicles Disposal Account.

(8)
(36)
(16)
(60 marks)

3. Correction of errors and suspense account
The Trial Balance of J. Townsend, a garage owner, failed to agree on 31/12/2001. The difference was entered in a
Suspense Account and the final accounts were prepared which showed a net profit of €29,000.
On checking the books, the following errors and omissions were discovered:
(i)
(ii)

(iii)
(iv)

(v)

A motor car, purchased on credit from M. Browne, for €12,000, had been entered on the incorrect side of
Browne’s account and credited as €21,000 in the equipment account.
Car parts, previously sold on credit for €850, had been returned to Townsend. These returns had been
incorrectly entered as €50 on the credit of the equipment account and as €580 on the debit of the purchases
account.
A cheque for €3,000, paid by Townsend out of private bank account for 15 months rent of garage up to
31/3/2002, had not been entered in the books.
Townsend had returned a motor car, previously purchased on credit from a supplier for €10,500, and had
entered this transaction in the relevant ledger accounts incorrectly as €15,100. However, a credit note
subsequently arrived from the supplier showing a restocking charge of €400 to cover the cost of the return.
The only entry made in respect of this credit note was a credit entry of €10,100 in the creditor’s account.
€1,400 received from the sale of an old display cabinet (book value €1,200), which was used by Townsend
to store private materials, had not been entered in the books.

You are required to:
(a)
(b)

Journalise the necessary corrections.
Prepare a Statement showing the correct net profit.
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(40)
(20)
(60 marks)

