
 

Chapter 9  
Accounting for non-current assets   

9.1  
a  Non-current assets are assets purchased by the business that are not intended for resale but are to be used within the 

operation of the business to earn revenue. They will normally be kept and used for longer than one accounting period.  
b Non-current assets may be classified as Property, Plant and equipment, Intangible assets, Other financial assets (investments) 

and Other.  
c Property, plant and equipment: office equipment, office furniture, motor vehicles, buildings, land, factory machinery, etc.  

Intangible assets: copyrights, patents, goodwill, trademarks, research and development costs, brand names, franchises.  
Other financial assets (investments): shares, government securities, debentures, loans by business, etc.  
Other: Long-term account receivables.  

9.2  
a Capital expenditure is expenditure that results in the acquisition and installation of an asset whose life will extend over more 

than one accounting period. This expenditure is capitalised, which results in an asset account being created that appears in the 
Balance Sheet.  

b Revenue expenditure is expenditure for property or services that will be consumed during the current accounting period. 
Revenue expenditures are considered expenses to the business and charged against  revenue earned as part of the matching 
process carried out in the Income Statement.  

c Revenue expenditures are charged against revenue earned and appear in the Income Statement and ultimately affect the profit 
for the year. Capital expenditures are recorded as assets in the Balance Sheet and do not effect the profit. Should capital 
expenditures be classified as revenue expenditures the current year’s profit would be understated. Conversely, if revenue 
expenditures were capitalised the current year’s profit would be overstated. In both cases the Balance Sheet for  the year would 
be incorrect.  

d Capital expenditure: major overhaul of a motor vehicle or office equipment, adding an extension to a building.  
Revenue expenditure: repairs to a building or equipment, tyres for a motor vehicle, a motor vehicle service, registration and 
insurance for a motor vehicle.  
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9.3  
 
General Journal  

Dr  Cr 

a  
Machinery  15 000 
GST credits received  1 500 

Cash at bank  16 500 
(Purchased new machinery) 

b 
Machinery  8 000 
GST credits received  800 

Cash at bank  8 800 
(Purchased new machinery) 

Machinery  800 
GST credits received  80 

Cash at bank  880 
(Paid installation and repairs on machinery)  

c  
Motor vehicle  10 000 
GST credits received  1 000 

S Wallace & Co  11 000 
(New motor vehicle purchased) 

d 
Motor vehicle  27 500 
GST credits received  2 750 

G Simpson Co Ltd  27 500 
M V Body Works  2 750 

(New motor truck purchased $25 000, and  
new body installed $2 750) 

Insurance and registration  450 
GST credits received  45 

Cash at bank  495 
(Paid insurance and registration)  

e  
Repairs to machinery  1130 
GST credits received  113 

Cash at bank  1243 
(Paid repairs to machinery) 

f 
Repairs and maintenance of buildings  4 200 
GST credits received  420 

H Adams  4620 
(Repainted building)  

g  
Cleaning and maintenance  530 
GST credits received  53 

Cash at bank  583 
(Paid cleaning and maintenance)  
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9.4  
Most non-current assets diminish in value over time due to wear and tear, obsolescence, passing of time or depletion. Wear and 
tear occurs to many assets such as those of a mechanical or electrical nature. Repairs and maintenance need to be carried out to 
maintain them in good working order but eventually it will become uneconomical to keep that asset. Obsolescence can be either 
technical or commercial in nature. Technical obsolescence occurs where new inventions make existing equipment obsolete before 
the end of their useful life. Commercial obsolescence occurs where an asset ceases to be of value to the firm, even though it has 
not reached the end of its useful life. Assets such as copyrights and patents have a limited life and as such their worth diminishes 
over the life of the asset. The value of natural resources such as a mine diminishes as material is removed from them. Whether the 
diminished value of the asset occurs through wear and tear, obsolescence, passing of time or depletion, the reduced value of the 
asset must be recognised in the Balance Sheet.  

9.5  
Depreciation: This term is usually used in relation to physical assets and refers to the allocation of the depreciable amount (cost of 
the asset less the estimated residual value) over its estimated useful life. Amortisation: This term is usually used in relation to the 
writing off of intangible assets and natural resources. It refers to the gradual writing off of the cost of the asset through the passing 
of time or depletion. Depletion: The quantity of material that may be removed from natural resources such as forests, mines and 
quarries is limited, and as this material is removed this quantity is diminished. This reduction of the natural resource is called 
depletion.  

9.6  
Accountants generally accept that depreciation accounting refers to the process used to allocate the cost of the property, plant and 
equipment asset over the life of the asset by making periodic charges against revenue. These charges are one part of the important 
principle of accounting known as the ‘matching principle’, which states that expenses incurred in earning revenue must be matched 
against the revenue earned for that period. Matching of the charge or expense against the relevant revenue gives rise to the concept 
that property, plant and equipment assets are ‘deferred charges to revenue’. Deferred simply means that the cost of the asset is 
delayed or allocated to future accounting periods in which the asset is used.  

It is most important to remember that depreciation is a cost allocation process. The charging of depreciation each year 
diminishes the book value of the asset. After depreciation or amortisation has been written off each year, this amount shown in the 
Balance Sheet does not represent the realisable value or amount the asset could be sold for. It represents the written down cost or 
carrying amount of the asset.  
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9.7  
a  

Straight line method  
Furniture (cost)  5 000 
Add Delivery  150 
Total cost  5 150 
Less Estimated residual  350 

$4 800 

Estimated life  8 years 
Annual depreciation  4800 = $600 

8  
GST not included in cost.  

b  

Straight line method  
Furniture (cost)  4 500 
Add Cartage and insurance  125 
Total cost  4 625 
Less Estimated residual  425 

$4 200 

Estimated life  5 years 
Annual depreciation  4200 = $840 

5  
GST not included in cost.  

9.8  
a  The factors to be taken into account when determining the depreciation charge are the asset’s cost price, the asset’s useful life, 

the asset’s anticipated residual value and the method of calculating the depreciation charge.  
b Cost price of the asset must be the original cost (excluding GST), but must include all expenses necessary to bring the asset 

into a location and condition ready for use. This is the amount that will be used to calculate the depreciation.  
The estimation of the asset’s anticipated useful life can affect the amount of depreciation charged each year.  
If the estimated life of the asset is greater than its useful life then the depreciation charge will be less than it should be. If the 
estimated life is less than its useful life then the depreciation charge will be greater than it should be.  
If the estimated residual value is too high, the depreciation charge will be less than it should be. An estimated residual value 
that is too low will result in a depreciation charge higher than it should be.  
The method of calculating the depreciation charge will also affect the amount of depreciation written off each year. The 
straight line method will result in an equal amount of depreciation being written off each year, while the diminishing balance 
method results in higher amounts of depreciation being written off in the early years of life of the asset and reducing as the 
asset becomes older. Depreciation charges higher than they should be result in an understatement of the net profit and 
depreciation charges lower than they should be result in an overstatement of the net profit.  
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9.9  
 
 
Diminishing balance method  

Cost of motor truck $12 000 ($13 200 – GST) 
Year  1  25% x $12 000  = $3000 depreciation 

2  25% x ($12 000 - $3000)  $9000  = $2250 depreciation 
3  25% x ($12 000 - $5250)  $6750  = $1688 depreciation 
4  25% x ($12 000 - $6938)  $5062  = $1266 depreciation 
5  25% x ($12 000 - $8204)  $3796  =  $949 

Adjustment to bring residual value to $2800  $47  } 996* depreciation 
$9200  

 
* Depreciation allowed for year 5, $996.  

 

9.10  

Total cost of machinery $25 000 ($27 500 – GST) 

Year  1  20% x $25 000  = $5000 depreciation 
2  20% x ($25 000 - $5000)  $20 000  = $4000 depreciation 
3  20% x ($25 000 - $9000)  $16 000  = $3200 depreciation 
4  20% x ($25 000 - $12 000)  $12 800  = $2560 

Adjustment to bring residual value to $10 000  $240  } 2800* depreciation 

$15 000  
 
* Depreciation for year 4, $2800.  

 

9.11  
Web exercise—AAS 27 Financial Reporting by Local Governments.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

282  



 

9.12  
a  

 
General Journal  

Date  Particulars  Folio  Dr  Cr 
$ $ 

 

2008 
Oct  1  Motor vehicle  35 000 

GST credits received  3 500 
Northside Motors  38 500 

(New motor truck purchased) 

Motor vehicle  5 000 
GST credits received  500 

Cash at bank  5 500 
(Purchased new body) 

Motor vehicle expenses  500 
GST credits received  50 

Cash at bank  550 
(Paid for insurance and registration) 

 

2009 
June 30  Depreciation of motor vehicle  5 625 

Accumulated depreciation of motor vehicle  5 625 
(Depreciation of motor truck for 9 months) 

Profit and loss  6 125 
Depreciation of motor vehicle  5 625 
Motor vehicle expenses  500 

(Expenses closed to profit and loss)  
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b  
Ledger  

Depreciation of Motor Vehicle  

2009  2009 

Jun  30 Accumulated  Jun  30 Profit and loss  5 625 

Depreciation  5 625 

Motor Vehicle Expenses 

2008  2009 

Oct  1 Cash  500  Jun  30 Profit and loss  500 

Motor Vehicle 

2008 

Oct  1 Northside Motors  35 000 

Cash  5 000 

Accumulated Depreciation on Motor Vehicle 

2009 

Jun  30 Depreciation  5 625 

GST Credits Received 

2008 

Oct  1 Northside Motors  3 500 

Cash  500 

Cash  50 

Northside Motors 

2008 

Oct  1 Motor vehicle  35 000 

Profit and Loss 

2009 

Jun  30 Depreciation on motor vehicle  5 625 

Motor vehicle expenses  500 
 
 
 

Balance Sheet (extract) as at 30 June 2009 
 
Non-current assets 
Property, plant and equipment 
Motor vehicle (cost)  40 000 
Less Accumulated depreciation  5 625  34 375 
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9.13  
 
General Journal  

a  
Dr  Cr 

2008 
Feb  1  Machinery  50 000 

GST credits received  5 000 
Specialised Machinery Co Ltd  55 000 

(Purchased new machinery) 

Machinery  4 000 
GST credits received  400 

Cash at bank  4 400 
(Paid freight and installation costs) 

June 30  Depreciation of machinery  4 333 
Accumulated depreciation on machinery  4 333 

(Depreciation for 5 months 5/12 x 10 400) 

Profit and loss  4 333 
Depreciation of machinery  4 333 

(Close depreciation to profit and loss)  
 

b  
Ledger  

2008  2008 

Depreciation of Machinery  

Jun  30 Accumulated depreciation  4 333 

Cash at Bank 

Jun  30 Machinery and GST  4 400 

Machinery 

Feb  1 Specialised Machinery Co Ltd  50 000 

Cash  4 000 

Accumulated Depreciation on Machinery 

Jun  30  Depreciation  4 333 

GST Credits Received 

Feb  1 Specialised Machinery Co Ltd  5 000 

Cash  400 

Specialised Machinery Co Ltd  

Feb  1 Machinery and GST  55 000 

Profit and Loss  

Jun  30 Depreciation of machinery  4 333 
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c  
 
 

Balance Sheet (extract) as at 30 June 2008 
 
Machinery (cost)  54 000 
Less Accumulated depreciation  4 333  49 667 

 

9.14  
a  

 
M Hanlon  

General Journal  
Date  Particulars  Folio  Dr  Cr 

2009 
 
Sep  1  Cash at bank  5 500 

GST collected  500 
Disposal of motor vehicle  5 000 

(Disposed of motor vehicle for cash) 

Dec 31  Depreciation on motor vehicles  844 
Accumulated depreciation on motor vehicles  844 

(Depreciation 25% on reduced balance $6750  
for 6 months) 

Disposal of motor vehicle  12 000 
Motor vehicles  12 000 

(Transfer of vehicle sold to disposal) 

Accumulated depreciation of motor vehicles  6 094 
Disposal of motor vehicles  6 094 

(Accumulated depreciation transferred to disposal) 

Loss on disposal of motor vehicle  906 
Disposal of motor vehicle  906 

(Loss on disposal transferred)  
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b  
Ledger  

Depreciation on Motor Vehicles  

2009  

Dec  31 Accumulated depreciation  844 

Loss on Disposal of Motor Vehicle 

2009 

Dec  31 Disposal  906 

Motor Vehicles 

2009  2009 

Dec  31 Balance b/d  45 000  Dec  31  Disposal  12 000 

Balance c/d  33 000 

$45 000  $45 000 

2010 

Jan  1 Balance b/d  33 000 

Accumulated Depreciation on Motor Vehicles 

2010  2009 

Dec  31 Disposal  6 094  Jul  1  Balance b/d  18 000 

Balance c/d  12 750  Dec  31  Depreciation  844 

$18 844  $18 844 

2010 

Jan  1 Balance b/d  12 750 

Disposal of Motor Vehicle 

2009 

Dec  31 Motor vehicles  12 000  Dec  31  Accumulated depreciation  6 094 

  Cash  5 000 

  Loss on disposal of  
  motor vehicle  906 

$12 000  $12 000 

GST Collected  

2009  

Dec  31  Cash  500 
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9.15  
a  

 
K Erickson  

General Journal 

2009 
Mar 31  Depreciation on machinery  1 050 

Accumulated depreciation on machinery  1 050 
(Depreciation of 20% on $7000 for 9 months  
allowed) 

Disposal of machinery  7 000 
Machinery  7 000 

(Transfer of cost of machinery sold to disposal) 

Accumulated depreciation on machinery  4 550 
Disposal of machinery  4 550 

(Accumulated depreciation on machinery sold  
transferred to disposal—30 June 2003, $700; 2004,  
$1400; 2005, $1400; 31 Mar 2006, $1050) 

K Small  1 100 
GST collected  100 
Disposal of machinery  1 000 

(Sale of machinery transferred to disposal) 

Loss on disposal of machinery  1 450 
Disposal of machinery  1 450 

(Loss on disposal transferred)  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
288  



 

b  
Ledger  

Loss on Disposal of Machinery  

2009  

Mar  31 Disposal  1 450 

Depreciation on Machinery  

2009  

Mar  31 Accumulated depreciation  1 050 

K Small 

2009 

Mar  31 Disposal  1 100 

Machinery 

2008  2009 

Jul  1 Balance b/d  30 000  Mar  31 Disposal  7 000 

 Balance c/d  23 000 

$30 000  $30 000 

Apr  1 Balance b/d  23 000 

Accumulated Depreciation on Machinery 

2009  2008 

Mar  31 Disposal  4 550  Jul  1 Balance b/d  20 000 

Balance c/d  16 500  1998  
Mar  31 Depreciation  1 050 

$21 050  $21 050 

Apr  1 Balance b/d  16 500 

Disposal of Machinery 

2009  2009 

Mar  31 Machinery  7 000  Mar  31 Accumulated depreciation  4 550 

 K Small  1 000 

 Loss on disposal of  
 machinery  1 450 

$7 000  $7 000 

GST Collected  

2009  

Mar  31 K Small  100 
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9.16  
a  

 
S Jacks  

General Journal  

2005  
July  1  Machinery  8 000 

GST credits received  800 
P Smith & Co Ltd  8 800 

(Purchase of machinery) 

Machinery  500 
GST credits received  50 

Cash at bank  550 
(Paid installation) 

2006 
June 30  Depreciation on machinery  1 600 

Accumulated depreciation on machinery  1 600 
(Depreciation 20% per annum) 

Profit and loss  1 600 
Depreciation on machinery  1 600 

(Closing of depreciation to profit and loss) 

2007 
June 30  Depreciation on machinery  1 600 

Accumulated depreciation on machinery  1 600 
(Depreciation 20% per annum) 

Profit and loss  1 600 
Depreciation on machinery  1 600 

(Closing of depreciation to profit and loss) 

2008 
June 30  Depreciation on machinery  1 600 

Accumulated depreciation on machinery  1 600 
(Depreciation 20% per annum allowed for year) 

Disposal of machinery  8 500 
Machinery  8 500 

(Transfer of machine sold to disposal) 

Accumulated depreciation on machinery  4 800 
Disposal of machinery  4 800 

(Accumulated depreciation transferred to disposal) 

Machines Co Ltd  3 520 
GST collected  320 
Disposal of machinery  3 200 

(Trade-in price of old machinery) 

Machinery  5 500 
GST credits received  550 

Machines Co Ltd  6 050 
(New machine purchased) 

Machinery  450 
GST credits received  45 

Cash at bank  495 
(Paid installation) 

Loss on disposal of machinery  500 
Disposal of machinery  500 

(Loss on disposal transferred) 

Profit and loss  2 100 
Loss on disposal of machinery  500 
Depreciation on machinery  1 600 

(Closing of accounts to profit and loss) 290 



 
b  

Ledger  

Loss on Disposal of Machinery  

2008  2008 

Jun  30 Disposal  500  Jun  30  Profit and loss  500 

$500  $500 

Depreciation on Machinery 

2006  2006 

Jun  30 Accumulated depreciation  1 600  Jun  30  Profit and loss  1 600 

$1 600  $1 600 

2007  2007 

Jun  30 Accumulated depreciation  1 600  Jun  30  Profit and loss  1 600 

$1 600  $1 600 

2008  2008 

Jun  30 Accumulated depreciation  1 600  Jun  30  Profit and loss  1 600 

$1 600  $1 600 

Machinery 

2005  2008 

Jul  1 P Smith & Co  8 000  Jun  30  Disposal  8 500 

Cash  500 

$8 500  $8 500 

2006 

Jun  30 Machines Co Ltd  5 500  Jun  30  Balance c/d  5 950 

Cash  450 

$5 950  $5 950 

Jul  1 Balance b/d  5 950 

Accumulated Depreciation on Machinery 

2006 2006 

Jun  30 Balance c/d  1 600  Jun  30  Depreciation  1 600 

$1 600  $1 600 

2007 2006 

Jun  30 Balance c/d  3 200  Jul  1  Balance b/d  1 600 

2007 

Jun  30  Depreciation  1 600 

$3 200  $3 200 

2008 2007 

Jun  30 Disposal  4 800  Jul  1  Balance b/d  3 200 

2008 

Jun  30  Depreciation  1 600 

$4 800  $4 800 
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Disposal of Machinery  

2008  2008 

Jun  30 Machinery  8 500  Jun  30  Accumulated depreciation  4 800 

Machines Co Ltd  3 200 

Loss on disposal  500 

$8 500  $8 500 

GST Collected 

2008 

Jun  30  Machines Co Ltd  320 

GST Credits Received 

2005 

Jul  1 P Smith & Co Ltd  800 

Cash  50 

2008 

Jun  30 Machines Co Ltd  550 

Cash  45 

P Smith & Co Ltd 

2005 

Jul  1  Machinery  8 000 

Machines Co Ltd 

2008  2008 

Jun  30 Disposal  3 200  Jun  30  Machinery  5 500 

Profit and Loss  

2006  

Jun  30 Depreciation on machinery  1 600 

2007 

Jun  30 Depreciation on machinery  1 600 

2008 

Jun  30 Depreciation on machinery  1 600 

Loss on disposal  500 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

292  



 

c  
 
 
Balance Sheet (extract) as at 30 June  

Non-current assets  2008  2007  2006 
Property, plant and equipment  
Machinery (cost)  5 950  8 500  8 500 
Less Accumulated depreciation  -  5 950  3 200  5 300  1 600  6 900 

 

9.17  
a  

 

R Roberts  
General Journal  

2006 
Jan  1  Machinery  16 000 

GST credits received  1 600 
Machinery suppliers  17 600 

(New machine purchased) 

Machinery  1 500 
GST credits received  150 

Cash at bank  1 650 
(Paid freight and installation) 

Jun  30  Depreciation on machinery  2 188 
Accumulated depreciation on machinery  2 188 

(Depreciation allowed 25% per annum on  
$17 500 for 6 months) 

Profit and loss  2 188 
Depreciation on machinery  2 188 

(Closing off depreciation to profit and loss) 
 
2007 
Jun  30  Depreciation on machinery  3 828 

Accumulated depreciation on machinery  3 828 
(Depreciation 25% on reduced balance of $15 312) 

Profit and loss  3 828 
Depreciation on machinery  3 828 

(Closing off depreciation to profit and loss) 
 
2008 
Jun  30  Depreciation on machinery  2 871 

Accumulated depreciation on machinery  2 871 
(Depreciation 25% on reduced balance of $11 484) 

Profit and loss  2 871 
Depreciation on machinery  2 871 

(Closing off depreciation to profit and loss)  
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2009  
Jun  30  Depreciation on machinery  2 153 

Accumulated depreciation on machinery  2 153 
(Depreciation 25% on reduced balance of $8 613) 

Profit and loss  2 153 
Depreciation on machinery  2 153 

(Closing off depreciation to profit and loss) 

Dec 31  Depreciation on machinery  808 
Accumulated depreciation on machinery  808 

(Depreciation 25% on reduced balance of 
$6460 for 6 months) 

Disposal of machinery  17 500 
Machinery  17 500 

(Cost of machinery transferred to disposal) 

Accumulated depreciation on machinery  11 848 
Disposal of machinery  11 848 

(Accumulated depreciation transferred) 

Machinery suppliers  5 500 
Disposal of machinery  5 000 
GST collected  500 

(Old machine traded in) 

Loss on disposal of machinery  652 
Disposal of machinery  652 

(Gain on sale transferred from disposal) 

Machinery  20 000 
GST credits received  2 000 
Machinery suppliers  22 000 

Machinery  2 000 
GST credits received  200 

Cash at bank  2 200 
(Paid installation) 

 
2010 
Jun  30  Depreciation on machinery  3 300 

Accumulated depreciation on machinery  3 300 
(Depreciation 30% on reduced balance of $22 000  
for 6 months) 

Profit and loss  4 760 
Depreciation on machinery  4 108 
Loss on disposal of machinery  652 

(Closing off accounts to profit and loss)  
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b  
Ledger  

Loss on Disposal of Machinery  

2010  2010 

Dec  31 Disposal of machinery  652  Jun  30  Profit and loss  652 

$652  $652 

Depreciation on Machinery 

2006  2006 

Jun  30 Accumulated depreciation  2 188  Jun  30  Profit and loss  2 188 

$2 188  $2 188 

2007  2007 

Jun  30 Accumulated depreciation  3 828  Jun  30  Profit and loss  3 828 

$3 828  $3 828 

2008  2008 

Jun  30 Accumulated depreciation  2 871  Jun  30  Profit and loss  2 871 

$2 871  $2 871 

2009 2009 

Jun  30 Accumulated depreciation  2 153  Jun  30  Profit and loss  2 153 

$2 153  $2 153 

2010 

Dec  31 Accumulated depreciation  808  Jun  30  Profit and loss  4 108 

2010 

Jun  30 Accumulated depreciation  3 300 

$4 108  $4 108 

Machinery 

2006  2006 

Jan  1 Machinery suppliers  16 000  Jun  30  Balance c/d  17 500 

Cash  1 500 

$17 500  $17 500 

2006  2009 

Jul  1 Balance b/d  17 500  Dec  31  Disposal of machinery  17 500 

2010 2010 

Dec  31 Machinery suppliers  20 000  Jun  30  Balance c/d  22 000 

Cash  2 000 

$39 500  $39 500 

2010  

Jul  1 Balance b/d  22 000 
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Accumulated Depreciation on Machinery  

2006  2006 

Jun  30 Balance c/d  2 188  Jun  30  Depreciation  2 188 

$2 188  $2 188 

Jul  1  Balance b/d  2 188 

2007  2007 

Jun  30 Balance c/d  6 016  Jun  30  Depreciation  3 828 

$6 016  $6 016 

Jul  1  Balance b/d  6 016 

2008  2008 

Jun  30 Balance c/d  8 887  Jun  30  Depreciation  2 871 

$8 887  $8 887 

Jul  1  Balance b/d  8 887 

2009  2009 

Jun  30 Balance c/d  11 040  Jun  30  Depreciation  2 153 

$11 040  $11 040 

Jul  1  Balance b/d  11 040 

Dec  31 Disposal  11 848  Dec  31  Depreciation  808 

2010  2010 

Jun  30 Balance c/d  3 300  Jun  30  Depreciation  3 300 

$15 148  $15 148 

Jul  1  Balance b/d  3 300 

Disposal  of  Machinery 

2009  2009 

Dec  31 Machinery  17 500  Dec  31  Accumulated depreciation  11 848 

Machinery suppliers  5 000 

Loss on disposal  652 

$17 500  $17 500 

GST  Collected 

2009  

Dec  31  Machinery suppliers  500 

GST Credits Received  

2006  

Jan  1 Machinery suppliers  1 600 

2009 

Dec  31 Machinery suppliers  2 000 

Machinery Suppliers 

2009  2006 

Dec  31 Disposal of machinery  5 500  Jan  1  Machinery  17 600 

Dec  31  Machinery  22 000 
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Profit and Loss  

2006  

Jun  30 Depreciation on machinery  2 188 

2007  

Jun  30 Depreciation on machinery  3 828 

2008  

Jun  30 Depreciation on machinery  2 871 

2009 

Jun  30 Depreciation on machinery  2 153 

2010 

Jun  30 Depreciation on machinery  4 108 

Loss on disposal  652 
 

c  
 
 
Balance Sheet (extract) as at  

Non-current assets  
Property, plant and equipment  

30 June 2006  
Machinery (cost)  17 500 
Less Accumulated depreciation  2 188  15 312 

30 June 2007 
Machinery (cost)  17 500 
Less Accumulated depreciation  6 016  11 484 

30 June 2008 
Machinery (cost)  17 500 
Less Accumulated depreciation  8 887  8 613 

30 June 2009 
Machinery (cost)  17 500 
Less Accumulated depreciation  11 040  6 460 

30 June 2010 
Machinery (cost)  22 000 
Less Accumulated depreciation  3 300  18 700 
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9.18  
 
H Graham  

General Journal  
Dr  Cr 

 

2006 
Sep  1  Furniture  3 500 

GST credit received  350 
AB Furniture Suppliers  3 850 

(New furniture purchased for $3500) 

2007 
Jun  30  Depreciation on furniture  500 

Accumulated depreciation on furniture  500 
(Depreciation allowed for 10 months) 

Profit and loss  500 
Depreciation on furniture  500 

(Closing off depreciation to profit and loss) 
 

2008 
Jun  30  Depreciation on furniture  600 

Accumulated depreciation on furniture  600 
(Depreciation allowed for 1 year) 

Profit and loss  600 
Depreciation on furniture  600 

(Closing off depreciation to profit and loss) 
 

2009 
Jun  30  Depreciation on furniture  600 

Accumulated depreciation on furniture  600 
(Depreciation allowed for 1 year) 

Profit and loss  600 
Depreciation on furniture  600 

(Closing off depreciation to profit and loss) 
 

2010 
Jun  30  Depreciation on furniture  600 

Accumulated depreciation on furniture  600 
(Depreciation allowed for 1 year) 

Disposal of furniture  2 000 
Furniture  2 000 

(Cost of furniture disposed or transferred) 

*Accumulated depreciation on furniture  1 314 
Disposal of furniture  1 314 

(Accumulated depreciation on $2000 furniture 
transferred)  

 

* Residual value is   2000 x 500 = $286  
   3500  

Depreciation allowed to date $2300 is on $3500 of furniture.  
Depreciation on item sold is        2000 x 2300 = $1314.  
  3500  
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AB Furniture Suppliers  495 

GST collected  45 
Disposal of furniture  450 

(Old furniture traded in) 

Loss on disposal of furniture  236 
Disposal of furniture  236 

(Loss on disposal transferred) 

Furniture  3 000 
GST credits received  300 

AB Furniture Suppliers  3 300 
(New furniture purchased) 

Profit and loss  836 
Depreciation on furniture  600 
Loss on disposal of furniture  236 

(Closing off accounts to profit and loss)  
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b  
Ledger  

Depreciation on Furniture  

2007  2007 

Jun  30 Accumulated depreciation  500  Jun  30  Profit and loss  500 

$500  $500 

2008  2008 

Jun  30 Accumulated depreciation  600  Jun  30  Profit and loss  600 

$600  $600 

2009 2009 

Jun  30 Accumulated depreciation  600  Jun  30  Profit and loss  600 

$600  $600 

2010  2010 

Jun  30 Accumulated depreciation  600  Jun  30  Profit and loss  600 

$600  $600 

Loss on Disposal of Furniture 

2010  2010 

Jun  30 Disposal of furniture  236  Jun  30  Profit and loss  236 

$236  $236 

Furniture 

2006  2010 

Sept  1 AB Furniture Suppliers  3 500  Jun  30  Disposal  2 000 

Balance c/d  4 500 

2010 

Jun  30 AB Furniture Suppliers  3 000 

$6 500  $6 500 

Jul  1 Balance b/d  4 500 
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Accumulated Depreciation on Furniture  

2007  2007 

Jun  30 Balance c/d  500  Jun  30  Depreciation  500 

$500  $500 

Jul  1  Balance b/d  500 

2008  2008 

Jun  30 Balance c/d  1 100  Jun  30  Depreciation  600 

$1 100  $1 100 

Jul  1  Balance b/d  1 100 

2009  2009 

Jun  30 Balance c/d  1 700  Jun  30  Depreciation  600 

$1 700  $1 700 

Jul  1  Balance b/d  1 700 

2010  2010 

Jun  30 Disposal  1 314  Jun  30  Depreciation  600 

Balance c/d  986 

$2 300  $2 300 

Jul  1  Balance b/d  986 

Disposal of Furniture 

2010  2010 

Jun  30 Furniture  2 000  Jun  30  Accumulated depreciation  1 314 

AB Furniture Suppliers  450 

Loss on disposal  236 

$2 000  $2 000 

GST Collected  

2010  

Jun  30  AB Furniture Suppliers  45 

GST Credits Received  

2006 

Sept  1 AB Furniture Suppliers  350 

2010 

Jun  30 AB Furniture Suppliers  300 

AB Furniture Suppliers 

2010  2006 

Jun  30 Disposal of furniture  450  Sept  1  Furniture  3 850 

2010  

Jun  30  Furniture  3 000 
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Profit and Loss  

2007  

Jun  30 Depreciation on furniture  500 

2008  

Jun  30 Depreciation on furniture  600 

2009 

Jun  30 Depreciation on furniture  600 

2010 

Jun  30 Depreciation on furniture  600 

Loss on disposal of furniture  236 
 

c  
 
 

Balance Sheet (extracts) as at  
Non-current assets  

Property, plant and equipment  

30 June 2007  

Furniture (cost)  3 500 
Less Accumulated depreciation  500  3 000 

30 June 2008 
Furniture (cost)  3 500 
Less Accumulated depreciation  1 100  2 400 

30 June 2009 
Furniture (cost)  3 500 
Less Accumulated depreciation  1 700  1 800 

30 June 2010 
Furniture (cost)  4 500 
Less Accumulated depreciation  986  3 514 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

302  



 

9.19  
a  

G Mathews 
Ledger 

Loss of Disposal of Machinery  

2010  2010 

Mar  1 Disposal  1 963  Jun  30  Profit and loss  1 963 

$1 963  $1 963 

Depreciation on Machinery 

2007  2007 

Jun  30 Accumulated depreciation  2 965  Jun  30  Profit and loss  2 965 

$2 965  $2 965 

2008  2008 

Jun  30 Accumulated depreciation  3 400  Jun  30  Profit and loss  3 400 

$3 400  $3 400 

2009   2009 

Jun  30 Accumulated depreciation  3 400  Jun  30  Profit and loss  3 400 

$3 400  $3 400 

2010   2010 

Mar  31 Accumulated depreciation  1 107  Jun  30  Profit and loss  3 847 

Jun  30 Accumulated depreciation  2 740 

$3 847  $3 847 

Machinery 

2006   2010 

Jul  1 Northside Machinery Supplies  8 600  Mar  1  Disposal  9 000 

Cash  400  Jun  30  Balance c/d  19 500 

Oct  1 Northside Machinery Supplies  9 500 

2010 

Mar  1 Watsons Machinery Co Ltd  10 000 

$28 500  $28 500 

Jul  1 Balance b/d  19 500 
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Accumulated Depreciation on Machinery  

2007  2007 

Jun  30 Balance c/d  2 965  Jun  30  Depreciation  2 965 

$2 965  $2 965 

Jul  1  Balance b/d  2 965 

2008  2008 

Jun  30 Balance c/d  6 365  Jun  30  Depreciation  3 400 

$6 365  $6 365 

Jul  1  Balance b/d  6 365 

2009 2009 

Jun  30 Balance c/d  9 765  Jun  30  Depreciation  3 400 

$9 765  $9 765 

Jul  1  Balance b/d  9 765 

2010   2010 

Mar  1 Disposal  6 087  Mar  1  Depreciation  1 107 

Jun  30 Balance c/d  7 525  Jun  30  Depreciation  2 740 

$13 612  $13 612 

Jul  1  Balance b/d  7 525 

Disposal of Machinery 

2010  2010 

Mar  1 Machinery  9 000  Mar  1  Accumulated depreciation  6 087 

Cash  950 

Loss on disposal  1 963 

$9 000  $9 000 

GST Collected 

2010 

Mar  1  Cash  95 

GST Credits Received 

2006 

Jul  1 Northside Machinery Supply  860 

Cash  40 

Oct  1 Northside Machinery Supply  950 

2010 

Mar  1 Watsons Machinery Co  1 000 

Northside Machinery Supplies 

2006   2006 

Aug  31  Cash  9 460  Jul  1  Machinery  9 460 

Nov  30 Cash  10 450  Oct  1  Machinery  10 450 

Watsons Machinery Co Ltd  

2010  

Mar  1  Machinery  11 000 
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Profit and Loss  

2007  

Jun  30 Depreciation on machinery  2 965 

2008  

Jun  30 Depreciation on machinery  3 400 

2009 

Jun  30 Depreciation on machinery  3 400 

2010 

Jun  30 Depreciation on machinery  3 847 

Loss on disposal of machinery  1 963 
 

b  
 
 

Balance Sheet (extracts) as at  

Non-current assets  
Property, plant and equipment  

30 June 2007  
Machinery  18 500 
Less Accumulated depreciation  2 965  15 535 

30 June 2008 
Machinery (cost)  18 500 
Less Accumulated depreciation  6 365  12 135 

30 June 2009 
Machinery (cost)  18 500 
Less Accumulated depreciation  9 765  8 735 

30 June 2010 
Machinery (cost)  19 500 
Less Accumulated depreciation  7 525  11 975 
 

Depreciation calculations 
F 476  $1 660pa 
D 670  $1 740pa 
J 538  $3 000pa 
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9.20  

Orson Manufacturing Co Ltd  
 General Journal  

Date  Particulars  Folio  Dr  Cr 

2007 
Jul  1  Plant and machinery  10 000 

GST credits received  1 000 
Arkson Machinery Co Ltd  11 000 

(Purchased machinery on credit) 

Plant and machinery  800 
GST credits received  80 

Cash at bank  880 
(Paid installation) 

 

2008 
Jun  30  Depreciation of plant and machinery  2 100 

Accumulated depreciation of plant and machinery  2 100 
(Depn 20% on cost $10 000 plus installation $800  
less residual $300) 

 

2009 
Jun  30  Depreciation of plant and machinery  2 100 

Accumulated depreciation of Plant and Machinery  2 100 
(Depn 20% for year) 

 

2010 
Mar 31  Depreciation of plant and machinery  1 575 

Accumulated depreciation of plant and machinery  1 575 
(Depn 20% for 9 months) 

Disposal of plant and machinery  10 800 
Plant and machinery  10 800 

(Transfer cost of machinery sold) 

Accumulated depreciation of plant and machinery  5 775 
Disposal of plant and machinery  5 775 

(Transfer of accumulated depreciation) 

International Machinery Co Ltd  3 300 
GST collected  300 
Disposal of plant and machinery  3 000 

(Trade in of old machine) 

Mar 31  Plant and machinery  17 000 
GST credits received  1 700 

International Machinery Co Ltd  18 700 
(Purchase of new machine) 

Loss on disposal of machinery  2 025 
Disposal of plant and machinery  2 025 

(Loss on disposal of machinery) 

Jun  30  Depreciation of plant and machinery  725 
Accumulated depreciation on plant and machinery  725 

(Depn 20% on cost $17 000 less residual $2500 for 3 
months)  
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9.21  
Any funds created are used within the business for whatever purpose is required, e.g. purchase of inventories and purchase of other 
non-current assets. Only by creating a specific non-current asset replacement reserve by general journal entry or setting up a 
specific non-current asset replacement bank account would funds be held specifically for the replacement of non-current assets.  

9.22  
A Property, Plant and Equipment Register would be kept for each major type of non-current asset, e.g. Property, Plant and 
Equipment Register—Computers; Property, Plant and Equipment Register—Furniture; Property, Plant and Equipment Register—
Motor Vehicles. Each individual item in the register has a register card (or record in a computer file). This card or file contains all 
details of the particular item in exactly the same manner as a ledger account. At any time the total of all opening balances of the 
cards or files of the particular non-current asset register must equal the total opening balance for that asset in the general ledger. 
The sum of the annual depreciation in the register must equal the total depreciation for the current period in the accumulated 
depreciation account in the general ledger. The sum of all disposals shown on the cards or files for the current accounting period 
must equal the total disposals as shown in the general ledger. Finally, the sum of all closing balances on the cards or files in the 
register must equal the balance of that asset class in the general ledger. These are the essential features required for the control 
account-subsidiary ledger principle. In addition, the cards or files supply the individual sums for accumulated depreciation that can 
be used to verify the total balance of accumulated depreciation in the general ledger at any time.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

307  



 

9.23  
a  

 
 
Property, Plant and Equipment Register  

Type delivery van  Manufacturer Essex  Estimated residual value $3200 
Location  Supplier Essex Trading Co Ltd  Depreciation rate: 20% 
Date of purchase:  1 Jan 2007  Estimated life: 5 years 
Method of depreciation  Straight line 
 
 
Date  Particulars  Original cost  Annual accounting  Accumulated 

depreciation  depreciation 

2007 
Jan  1 Essex Trading Co  30 400 
Jun  30 Depreciation  2 400  2 400 

2008 
Jun  30 Depreciation  4 800  7 200 
Sep  28 Depreciation  1 200  8 400 
(Reverse) 
 
 

Repairs and Maintenance 

Date  Repairer  Cost  Remarks 
(excluding GST)  

2007 
Mar  1  Essex Trading Co Ltd  40  Service 
Jul  15  Essex Trading Co Ltd  N/C  Replace battery and alternator 
Nov 14  Essex Trading Co Ltd  220  Service 

2008 
May  6  Archer Tyre Service  600  New tyres fitted 
Aug 10  NC Repair Services  540  New clutch, air-conditioner 

Serviced  

Details of Disposal  
 
Date  Name  Amount  Particulars 

2008  
Oct  10  Cash  10 000  Sale of van 28/9/08 
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b  
M Hallway 
Ledger  

Depreciation of Delivery Van  

2007  2007 

Jun  30 Accumulated depreciation  2 400  Jun  30 Profit and loss  2 400 

$2 400  $2 400 

2008  2008 

Jun  30 Accumulated depreciation  4 800  Jun  30 Profit and loss  4 800 

$4 800  2009  $4 800 

Sep  28 Accumulated depreciation  1 200  Jun  30 Profit and loss  1 200 

$1 200  $1 200 

Repairs and Maintenance to Delivery Van 

2007  2007 

Mar  1 Essex Trading Co Ltd  40  Jun  30 Profit and loss  40 

$40  2008  $40 

Nov  14 Essex Trading Co Ltd  220  Jun  30 Profit and loss  820 

2008 

May  6 Archer Tyre Service  600 

$820  2009  $820 

Aug 10  NC Repairs Services  540  Jun  30 Profit and loss  540 

$540  $540 

*Motor Vehicle Registration and Insurance 

2007  2007 

Jan  1 Cash  1 080  Jun  30 Profit and loss  1 080 

$1 080  $1 080 

Loss on Disposal of Delivery Van 

2008  2008 

Oct  10 Disposal  12 000  Jun  30 Profit and loss  12 000 

$12 000  $12 000 

Delivery Van 

2007  2007 

Jan  1 Essex Trading Co Ltd  30 400  Sept  28 Disposal  30 400 

$30 400  $30 400 
 

* Could have been combined in Delivery Vehicle Expense account.  
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Accumulated Depreciation on Delivery Van  

2007  2007 

Jun  30 Balance c/d  2 400  Jun  30  Depreciation  2 400 

$2 400  $2 400 

2008  2007 

Jun  30 Balance c/d  7 200  Jul  1  Balance b/d  2 400 

2008 

Jun  30  Depreciation  4 800 

$7 200  $7 200 

2008  2008 

Sept  28 Disposal  8 400  Jul  1  Balance b/d  7 200 

Sept  28  Depreciation  1 200 

$8 400  $8 400 

Disposal of Delivery Van 

2008  2008 

Sept  28 Delivery van  30 400  Sept  28  Accumulated depreciation  8 400 

Oct  10  Cash  10 000 

Loss on disposal  12 000 

$30 400  $30 400 

GST Collected  

2008 

Oct  10  Cash  1 000 

 

 

GST Credits Received 

2007 
Jan  1 Essex Trading Co Ltd  3 040 
 Cash    108 
Mar  1 Essex Trading Co Ltd  4 
Nov  14 Essex Trading Co Ltd  22 

2008 
May 6  Archer Tyre Service  60 
Aug 10  NC Repair Services  54 

Essex Trading Co 

2007 

Jan  1  Delivery van  33 400 

Mar  1  Repairs and maintenance  44 

Nov  14  Repairs and maintenance  242 

Archer Tyre Co  

2008 

May  6  Repairs and maintenance  660 
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NC Repairs Services  

2008  

Aug 10  Repairs and maintenance  594 

Profit and Loss  

2007  

Jun  30 Depreciation on delivery vans  2 400 

Motor vehicle registration  
and insurance  

Repairs and maintenance  
to delivery vans  40 

2008  

Jun  30 Depreciation on delivery vans  4 800 

Repairs and maintenance  
to delivery vans  820 

2009  

Jun  30 Depreciation on delivery vans  1 200 

Loss on disposal of delivery  
vans  

Repairs and maintenance  
on delivery vans  540 

12 000  
 
 
c  

 
 

Balance Sheet (extracts) as at 30 June  
 
Non-current assets  2009  2008  2007 
Property, plant and equipment 
Delivery van (cost)  -  30 400  30 400 
Less Accumulated depreciation  -  7 200  2 400 

-  $23 200  $28 000 
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9.24  
a  

R Murdock 
Ledger 

Gain on Disposal of Delivery Vehicle  

2010  2010 

Jan  1 Profit and loss  100  Jan  1 Disposal  100 

$100  $100 

Depreciation on Delivery Vehicles 

2007  2007 

Jun  30 Accumulated depreciation  9 350  Jun  30 Profit and loss  9 350 

$9 350  $9 350 

2008  2008 

Jun  30 Accumulated depreciation  9 350  Jun  30 Profit and loss  9 350 

$9 350  $9 350 

2009  2009 

Jun  30 Accumulated depreciation  9 350  Jun  30 Profit and loss  9 350 

$9 350  $9 350 

2010  2010 

Jan  1 Accumulated depreciation  2 300  Jun  30 Profit and loss  9 050 

Jun  30 Accumulated deprecation  6 750 

$9 050  $9 050 

Registration and Insurance—Delivery Vehicle 

2006  2007 

Jul  1 Cash  2 000  Jun  30 Profit and loss  2 000 

$2 000  $2 000 

2010  2010 

Jan  1 Cash  700  Jun  30 Profit and loss  700 

$700  $700 

Delivery Vehicles 

2006  2010 

Jul  1 Riverside Trading Co Ltd  51 000  Jan  1 Disposal  25 000 

Jun  30 Balance c/d  56 000 

2010 

Jan  1 Riverside Trading Co Ltd  30 000 

$81 000  $81 000 

Jul  1 Balance b/d  56 000 
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Accumulated Depreciation on Delivery Vehicles  

2007  2007 

Jun  30 Balance c/d  9 350  Jun  30  Depreciation  9 350 

$9 350  $9 350 

Jul  1  Balance b/d  9 350 

2008  2008 

Jun  30 Balance c/d  18 700  Jun  30  Depreciation  9 350 

$18 700  $18 700 

Jul  1  Balance b/d  18 700 

2009  2009 

Jun  30 Balance c/d  28 050  Jun  30  Depreciation  9 350 

$28 050  $28 050 

Jul  1  Balance b/d  28 050 

2010  2010 

Jan  1 Disposal  16 100  Jan  1  Depreciation  2 300 

Jun  30 Balance c/d  21 000  Jun  30  Depreciation  6 750  
$37 100  $37 100 

Jul  1  Balance b/d  10 500 

Disposal of Delivery Vans 

2010  2010 

Jan  1 Delivery vehicles  25 000  Jan  1  Accumulated depreciation  16 100 

Gain on disposal  100  Riverside Trading Co Ltd  9 000 

$25 100  $25 100 

GST Collected 

2010 

Jan  1  Riverside Trading Co  900 

GST Credits Received 

2006 

July  1 Riverside Trading Co Ltd  5 100 

Cash  200 

2010 

Jan  1 Riverside Trading Co Ltd  3 000 

Cash  70 
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Riverside Trading Co Ltd  

2006  2006 

Jul  1 Cash  56 100  Jul  1  Delivery vehicles and GST  56 100 

$56 100  $56 100 

2010  2010 

Jan  1 Disposal and GST  9 900  Jan  1  Delivery vehicles and GST  33 000 

Jun  30 Balance c/d  23 100 

$33 000  $33 000 

Jul  1  Balance b/d  23 100 

Profit and Loss 

2007 

Jun  30 Depreciation on delivery  
vehicles  9 350 

Registration and insurance  2 000 

2008 

Jun  30 Depreciation on delivery vans  9 350 

2009 

Jun  30 Depreciation on delivery  
vehicles  9 350 

2010 2010 

Jun  30 Depreciation on delivery  Jun  30  Gain on disposal  100 
vehicles  9 000 

Registration and insurance  700 
 
 

Depreciation calculations 

A  $4600 per annum 

B  $4750 per annum 

C  $4000 per annum 
 

b 
 
 

Balance Sheet (extracts) as at 30 June 
 

Non-current assets  2010  2009  2008  2007 
Property, plant and equipment 
Delivery vehicle (cost)  56 000  51 000  51 000  51 000 
Less Accumulated depreciation  21 000  28 050  18 700  9 350 

35 000  22 950  32 300  41 650 
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c  
 
Property, Plant and Equipment Register  

 
Type Delivery vehicle A  Supplier Riverside Trading Co Ltd  Estimated residual value: $6600 
Date of purchase: 1 July 2006  Estimated life: 4 years 
Method of depreciation  Straight line 
 
 
Date  Particulars  Original cost  Annual accounting  Accumulated 

depreciation  

2006 
Jul  1  Riverside Trading Co Ltd  25 000 

2007  
Jun  30  Depreciation  4 600  4 600 

2008  
Jun  30  Depreciation  4 600  9 200 

2009  
Jun  30  Depreciation  4 600  13 800 

2010  
Jan  1  Depreciation  2 300  16 100 
(Reverse)  

Details of Disposal  
 
Date  Name  Amount  Particulars 

2010  
Jan  1  Riverside Trading Co Ltd  9 000  Traded in (GST 900) 
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9.25  
a The useful life during which benefits will be received of the intangible asset will determine the amount of amortisation to be 

written off. Franchises should be amortised over the life of the asset. The value given to copyrights, which extend for 50 
years after the death of the author, are generally amortised over a short period of time because of their uncertain nature. The 
value given to patents should be amortised over the life of the patent (general patents 20 years, innovation patents up to 8 
years). Any value assigned to research and development costs, trademarks and brand names should also be amortised over 
the life of the assets. 

b  Patents; franchises; copyrights; trademarks and brand names;  research and development costs (modern tendency is  to write 
these off rather than make these intangible assets by capitalising them).  

c  Amortisation of trademark  Dr  100 000 
  Accum. amortisation of trademark  Cr  100 000 
 Amortisation of patents is an expense account that is increasing therefore, it is debited. 
 
 

9.26 
 

General Journal 
Jun  30  Amortisation of franchise  1 320 

Accumulated amortisation of franchise  1 320 
(Amortisation of franchise $230 000 over 10 years)  

 
 
 
 

Balance Sheet (extract) as at June 30  
 
Non-current assets  
Intangible assets  
Franchise  230 000 
Less Accumulated amortisation  23 000  207 000 
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9.27  
 c  To make this work correctly, you must use the IF function such that if the year in column A is equal to or less than the life of 

the asset, it will calculate the amount of depreciation. If the year in column A is greater than the life, it prints a 0 (zero).  
i  

Name of asset:  xxxxx 
Cost price:  $40 000.00 
Residual value:  $1 000.00 
Life (years):  5 

Year  Straight line 
1  7 800.00 
2  7 800.00 
3  7 800.00 
4  7 800.00 
5  7 800.00 
6  0 
7  0 
8  0 
9  0 
10  0 

39 000.00 
ii 

Name of asset:  xxxxx 
Cost price:  $25 200.00 
Residual value:  $6 000.00 
Life (years):  3 

Year  Straight line 
1  6 400.00 
2  6 400.00 
3  6 400.00 
4  0 
5  0 
6  0 
7  0 
8  0 
9  0 
10  0 

19 200.00  
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iii  
Name of asset:  xxxx 
Cost price:  $16 000.00 
Residual Value:  $600.00 
Life (years):  10 

Year  Straight line 
1  1 540.00 
2  1 540.00 
3  1 540.00 
4  1 540.00 
5  1 540.00 
6  1 540.00 
7  1 540.00 
8  1 540.00 
9  1 540.00 
10  1 540.00 

15 400.00  

9.28  
Spreadsheet application—straight line and diminishing balance depreciation.  

9.29  
Chapter summary.  
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9.30  
a  

 
C Drayton  

General Journal  
Dr  Cr 

2007 
Jul  1  Machinery  14 000 

GST credits received  1 400 
M Crock & Co Ltd  15 400 

(New machinery purchased) 

Machinery  1 500 
GST credits received  150 

Cash at bank  1 650 
(Paid installation and freight) 

 
2008 
Jun  30  Depreciation on machinery  2 730 

Accumulated depreciation on machinery  2 730 
(Depreciation allowed 20% of $13 650) 

Profit and loss  2 730 
Depreciation on machinery  2 730 

(Closing off depreciation to profit and loss) 
 
2009 
Mar 31  Depreciation on machinery  2 048 

Accumulated depreciation on machinery  2 048 
(Depreciation allowed for 9 months) 

Disposal of machinery  15 500 
Machinery  15 500 

(Machine traded in transferred to disposal) 

Accumulated depreciation on machinery  4 778 
Disposal of machinery  4 778 

(Accumulated depreciation on traded in machine) 

G Rawley & Co Ltd  6 600 
GST collected  600 
Disposal of machinery  6 000 

(Trade-in value of machinery disposed of) 

Machinery  20 100 
GST credits received  2 010 

G Rawley & Co Ltd  22 110 
(New machine purchased plus installation  
expenses and freight $2100) 

Loss on disposal of machinery  4 722 
Disposal of machinery  4 722 

(Loss on disposal transferred) 

Jun  30  Depreciation on machinery  1 508 
Accumulated depreciation on machinery  1 508 

(Depreciation 30% of $20 100 for 3 months) 

Profit and loss  8 428 
Depreciation on machinery  3 556 
Loss on disposal of machinery  4 722 

(Closing off accounts to profit and loss)  
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b  
Ledger  

Loss on Disposal  

2009  2009 

Mar  31 Disposal of machinery  4 872  Jun  30  Profit and loss  4 872 

Depreciation of Machinery 

2008  2008 

Jun  30 Accumulated depreciation  2 730  Jun  30  Profit and loss  2 730 

$2 730  $2 730 

2009  2009 

Mar  31 Accumulated depreciation  2 048  Jun  30  Profit and loss  3 556 

Jun  30 Accumulated depreciation  1 508 

$3 556  $3 556 

Machinery 

2007  2009 

Jul  1 M Crock & Co Ltd  14 000  Mar  31  Disposal  15 500 

Cash  1 500  Jun  30  Balance c/d  20 100 

2009 

Mar  31 G Rawley & Co Ltd  20 100 

$35 600  $35 600 

Jul  1 Balance b/d  20 100 

Accumulated Depreciation on Machinery 

2008   2008 

Jun  30 Balance c/d  2 730  Jun  30  Depreciation  2 730 

$2 730  $2 730 

Jul  1  Balance b/d  2 730 

2009 

Mar  31 Disposal  4 778  Mar  31  Depreciation  2 048 

Jun  30 Balance c/d  1 508  Jun  30  Depreciation  1 508 

$6 286  $6 286 

Jul  1  Balance b/d  1 508 

Disposal of Machinery 

2009   2009 

Mar  31 Machinery  15 550  Mar  31  Accumulated depreciation  4 778 

R Rawley & Co Ltd  6 000 

Loss on disposal  4 722 

$15 550  $15 550 

GST Collected  

2009  

Mar  31  G Rawley & Co Ltd  600 
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GST Credits Received  

2007  

Jul  1 M Crock & Co Ltd  1 400 

2009  

Mar  31 G Rawley & Co Ltd  2 010 

M Crock & Co Ltd 

2007 

Jul  1 Machinery and GST  15 400 

G Rawley & Co Ltd 

2009  2009 

Mar  31 Disposal and GST  6 600  Mar  31 Machinery and GST  22 110 

Profit and Loss 

2008 

Jun  30 Depreciation on machinery  G  2 730 

2009 

Jun  30 Depreciation on machinery  G  3 556 

Loss on disposal  G  4 722 
 
 
c  

 
 

Balance Sheet (extracts) as at 30 June  
 
Non-current assets  2009  2008 
Property, plant and equipment 
Machinery (cost)  20 100  15 500 
Less Accumulated depreciation  1 508  2 730  

$18 592  $12 770 
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9.31  
a  

Machinery  

2008  2009 

Jul  1 Balance  45 000  Jun  30 Disposal of machinery  10 000 

Accumulated Depreciation on Machinery 

2009  2009 

Jun  30 Disposal  8 600  Jul  1 Balance  22 000 

Disposal of Machinery 

2009  2009 

Jun  30 Machinery  10 000  Jun  30 Accumulated depreciation  8 600 

Gain on disposal  300   Cash  1 700 

Gain on Disposal of Machinery  

2009  

Jun  30 Disposal  300 

Cash at Bank  

2009  

Jun  30 Disposal and GST  1 870 

GST Collected  

2009  

Jun  30 Cash  170 
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b  
Motor Vehicles  

2008  2009 

Jul  1 Balance  22 800  Jun  30 Disposal  11 400 

Accumulated Depreciation on Motor Vehicle 

2009  2008 

Jun  30 Disposal  10 000  Jul  1 Balance  15 600 

Disposal of Motor Vehicle 

2009  2009 

Jun  30 Motor vehicles  11 400  Jun  30 Accumulated depreciation  10 000 

Gain on disposal  600   Valmura Traders  2 000 

Gain on Disposal on Motor Vehicle  

2009  

Jun  30 Disposal  600 

GST Collected  

2009  

Jun  30 Valmura Traders  200 

Valmura Traders Ltd  

2009  

Jun  30 Disposal and GST  2 200 
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9.32  
a  

 
K Williams  

General Journal  
Dr  Cr 

July  1  Machinery  4 400 
Cash at bank  4 400 

(Purchased new machine) 

Machinery  550 
Cash at bank  550 

(Paid installation expenses) 

June 30  Depreciation of machinery  800 
Accumulated depreciation of machinery  800 

(Depreciation allowed for 1 year)  
 
 
b GST must be excluded from all costs that are capitalised (capital expenditure) as an asset and all expenses (revenue 

expenditure).  
 

9.33  
a Total cost of the machine would be $507 000. The total cost of the machine includes the original cost less any  discounts and 

any costs involved in purchasing and installing the machine so that it is ready for production.  All costs must exclude GST. 
The $507 000 is made up of price $500 000 ($550 000 - $50 000 GST) - discount $10 000 ($11 000 - $1000 GST) + freight 
and insurance $1000 ($1100 - $100 GST) + customs duty $15 000 ($16 500 - $1500 GST)+ installation costs $1000 ($1100 - 
100 GST).  

b  Straight line method: depreciation   ($507 000 - $10 000)  = $99 400 p.a. 
   5  

Diminishing balance method:  Year  1  45%  $507 000 =  $228 150 
2  45%  $278 850 =  $125 483 
3  45%  $153 367 =    $69 015 
4  45%    $84 352 =    $37 958 
5      $3 639  (balance to bring to residual value) 

$497 000  
c If the straight line method of depreciation is used, the profit for the year would be reduced by $99 400. If the reducing 

balance method is used, the profit would be reduced by $228 150, a difference in profit of $128 750.  

9.34  
The letter to G. Belcroft should contain the following information:  
• The communications system installed should be treated as part of the asset (capital expenditure). 
• The records kept to record each vehicle should be a card/record for each motor vehicle in the Property, Plant and Equipment 

Register and why this is important.  
• An explanation of depreciation as the allocation of the cost of the depreciable asset, less the net amount expected to be 

recovered on disposal of the asset at the end of its useful life, over its useful life.  
• There are a number or methods of calculating depreciation. The two methods, the straight line method and the diminishing 

balance, should be discussed with an example of each, and where the relevant information should come from.  
• The depreciation would be recorded by the following general journal entry:  

Depreciation on motor vehicles  xxxxx 
 Accumulated depreciation on motor vehicles xxxxx  
Depreciation allowed for the year.  

• Explain that allowing depreciation does not set aside cash to replace the vehicles when necessary. Only by setting up a specific 
vehicle replacement bank account would cash be specifically held for the replacement of the vehicles.  
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9.35  
Research assignment.  

9.36  
a  2005  $3359.3 million  2006  $4055.8  million (note 12) 
b  2006  $4355.5 million (note 10) 
c  $522.2  million (note 2) 
d  Stated at cost less accumulated depreciation and impairment losses (note 1g) 
e  $1411.7 million 
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Chapter 10  
Internal controls   

10.1  
a Internal control of a business enterprise involves those internal methods and measures that ensure efficient management of 

the enterprise and achievement of planned objectives. The two types of internal control are accounting controls and 
administrative controls.  

b A good system of internal control is necessary to achieve the objective of providing accurate and timely information for 
decision-making and assisting in discharging accountability. It will:  

- safeguard assets  
- check the accuracy and reliability of the business’s accounting data – promote  
operational efficiency  
- encourage adherence to prescribed managerial policies.  

10.2  
The general principles of a good system of internal control are:  
•   Reliable, competent personnel  

An accounting system is only as good as the individuals who implement and maintain it.  
•  Verification 

Verification is the act of checking the accuracy of accounting records by some independent means. This can occur in a number 
of ways:  
- compare the physical asset with the accounting record relating to it and is often described as comparing  
 ‘what is there with what should be there’  
- bank reconciliation process verifies the business’s records with the independent bank’s records  
- trial balance verifies that debit equals credit and if it does not equal, then an error has occurred  
- one person will automatically check the work of another person.  

• Authorisation 

Authorisation means that a person in a position of responsibility or authority will validate a course of actio; for example, 
purchasing assets, granting credit and paying bills all require authorisation.  

•  Responsibility 

The plan of the organisation should fix responsibility for the functions to be performed and confer the authority necessary to 
carry them out.  

•  Separation of duties/rotation of duties  

Separation of duties means the separation of authorisation, recording and custodianship (physical handling of the asset). If 
separation of duties is implemented, two or more people would have to collaborate in order to commit a fraud. In addition to 
separating the duties of personnel, employees should also rotate duties and be forced to take annual leave.  

•  Adequate and accurate documents and records  

Documents are necessary to capture the information that is to enter the accounting system. Inadequate documentation can 
cause control problems. Documents ensure that assets are correctly recorded and controlled.  

•  Physical controls and security  

The controls that physically safeguard our assets; particularly cash, inventories and non-current, including access through keys 
and employee identification cards, cash registers, safes, secure areas for storage of inventories, video surveillance, after-hours 
security, fire protection and adequate insurance.  

10.3  
It is necessary for the duties of employees to be separated as much as possible because fraud should not be possible unless two or 
more people collaborate to falsify records. Examples of separation would include such cases as a person ordering goods should not 
be in charge of receiving the goods, or a person receiving the goods should not be accounting for accounts receivable.  
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10.4  
All of the principles of internal control should be implemented as far as possible. Because there are a small number of employees, 
then some of the principles are a little more difficult to implement.  

Controls easily implemented include:  
• reliable and competent personnel  
• verification  
• authorisation  
• responsibility  
• adequate and accurate documents and records  
• physical controls and security.  

The control that is not easily implemented is separation of duties/rotation of duties. This is because small businesses do not 
have enough employees to separate duties. Many employees therefore physically handle assets and also record transactions. 
Supervision by the owner/manager is therefore very important. Computer systems are also important so that controls can be built 
into the system, especially in the collection of cash and the movement of inventories. Documents can be prenumbered to ensure 
that none are lost. Signatures on source documents also enable the owner/manager to trace who is responsible for the transaction.  

10.5  
a Cash is such an important item as most business transactions eventually lead to the business receiving cash (cash receipts) or 

paying cash (cash payments). Because cash is easily stolen, adequate controls must be implemented to ensure that people with 
dishonest intentions are detected.  

b A good system of internal control over cash should have the following features:  
 - all money received should be evidenced by a document or other proof  
 - all cash received should be banked intact at the end of each business day  
 - all cash payments should be made by cheque or electronic funds transfer (EFT), except when amounts are small enough 

to be paid through a petty cash fund  
 -  all cash should be kept in a safe place  
 -  at regular intervals, the business’s records must be checked against, or reconciled with, an independent record called a 

bank statement  
 -  employees who receive or handle cash should not be involved with the recording of these transactions in the accounting 

records. This separation of duties is designed to prevent a person taking money and disguising the fact by adjusting the 
business’s records.  

 -  employees are less likely to commit fraud if they know that they can be moved without prior notice because of rotation or 
people taking holidays.  

10.6  
a Receipts should be issued for all receipts of cash where a cash register docket for a cash sale is not issued on the receipt of the cash. 

For example, businesses that perform mobile services (do not carry a cash register with them) such as lawn and garden maintenance 
person, plumbers, electricians, etc. Businesses receiving cash from accounts receivable should also issue receipts.  
Any business receiving cash for sale of goods or services where a cash register can be installed on the premises.  
Any business that wishes to give customers the opportunity to use credit cards in their business. 
Businesses offering transport (buses, trains, airlines, etc.), theaters, event organisers (shows) where an admission fee is charged.  

b Receipts and cash register tapes record the amount of cash that should be received and the daily total must equal the amount of cash 
actually received.  
In the case of the credit card vouchers the amount credited to the bank account (less bank fees) must equal the total of the credit card 
vouchers.  
The total amount of ticket sales, as confirmed by the number of tickets issued multiplied by the $ amount, must equal the total 
amount of cash on hand. If credit cards are used to purchase tickets, the total of cash plus the credit card vouchers must equal the 
total value of ticket sales.  
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10.7  
a Banking the day’s receipts intact ensures that all cash receipts are accounted for. The total of receipts issued and cash register 

tapes must agree with the amount banked. This ensures there is no unauthorised use of the cash and also ensures proper 
control over payments.  

b Collusion between two or more persons cannot be stopped completely if there is a desire on the part of these people to 
commit fraud.  

c Non-bank cards (American Express and Diners Club) are not handled through the banking system. As a result there is usually 
a delay between the time the sale occurs and when the money is eventually deposited into the business bank account. As a 
result, businesses may choose to use a clearing account to record the debt until the money is deposited into their bank 
account. Bank cards (Visa, Mastercard and Bankcard) enter the banking system immediately and are considered as cash 
transactions.  

10.8  
Research assignment.  

10.9  
A crossed cheque is accomplished by drawing two parallel lines (about two centimetres apart) across the cheque. This then gives 
instructions that the cheque is not to be cashed, but must be deposited into a bank account.  
 Additional protection can be added by inserting the words ‘not negotiable’ between the two parallel lines. These words mean 
that anyone who passes on or negotiates a cheque crossed in this manner can only give as good a title as he or she possesses. Thus, 
if they are not the rightful owner of the cheque, and they pass it on to another person, this person who accepts the cheque has no 
rightful ownership to it, and will not receive the money when the cheque is presented to the bank. As long as the owner of the 
cheque has notified the bank that the cheque has been lost or stolen, no money would be taken from their account.  

The most common crossing other than ‘not negotiable’ is ‘not negotiable account payee only’. This crossing ensures that the 
cheque can only be banked in the bank account of the payee named on the cheque. A less common crossing is ‘not negotiable and 
the bank name’, which means the cheque can only be banked in an account with that bank.  

10.10  
a Deficiencies mentioned would include:  

- one person only opening the mail and no record being kept of what is received  
-  money received in mail not kept in a secure place  
- no set time for banking, it should be done at least daily  
-  same person keeps the accounting records for the cash received 
-  all cash received is not being banked intact  
- Mr Andrews leaving signed blank cheques  
- the bank statement is not being used to check the business records by doing a bank reconciliation.  

b Recommendations would include:  
- at least two people open the mail; and a record be kept of what is received through the mail—mail inwards register  
-  all receipts by mail to be kept in a safe place (e.g. in a safe)  
- if possible, different people receive cash from customers and keep the accounting records  
- banking to be done on a regular basis, preferably at least once daily  
-  use should be made of an imprest petty cash fund for small payments  
-  all receipts to be banked intact  
-  cheques should always be complete and verified before being signed by Mr Andrews or by an suitably authorised 

employee  
-  bank reconciliation should be carried out regularly using the bank statement.  
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10.11  
Memo from J Paxton would include the following:  
• An authorised person will be placed in charge of the petty cash fund.  
• A cheque for the imprest amount (say $200) will be given to that person (petty cashier) who will cash it and keep the cash in a 

secure place from which to make the petty cash payments.  
• Any person requiring petty cash (below $20) must first obtain a petty cash voucher from the petty cashier, complete it and have 

it duly authorised by a person authorised to do so (name of person must be known).  
• The authorised voucher will then be presented to the petty cashier who will exchange it for cash. Evidence of how the money is 

spent must be attached to the voucher. If money had already been paid, the cash register docket or receipt would be attached. If 
not, when the cash register docket or receipt is received, it must be presented to the petty cashier to be attached to the voucher.  

• The petty cashier will use the vouchers to write up a petty cash book.  
• At the end of an agreed time (e.g. fortnight) the petty cashier will balance the petty cash book. The petty cash book and used 

vouchers will be presented to the person authorised to issue a reimbursing cheque. A check will also be made to see that the 
amount of petty cash on hand agrees with the balance shown in the petty cash book.  

• At any time, the amount of cash plus the total of the petty cash vouchers should equal the amount of the petty cash imprest.  

10.12  
a Specific internal controls include:  

-  A reliable, competent person would be appointed as the petty cashier.  
-  Authorisation. All petty cash payments would have to be evidenced by a petty cash voucher signed by an authorising 

officer.  
-  Responsibility. Petty cashier would be responsible for keeping the petty cash till and records. Another officer would be 

responsible for authorising the petty cash vouchers. Another officer would be responsible for authorising the 
reimbursment cheque.  

-  Separation of duties. The petty cashier would not authorise vouchers and the reimbursing cheque. It may be possible to 
rotate the petty cashier and other authorising officers periodically.  

-  Adequate and accurate documents and records. Petty cash vouchers to be used with the attachment of supporting 
documentation. Petty cash book prepared and balanced periodically.  

-  Verification of the petty cash records carried out by independent spot checks.  
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b  
 
Petty Cash Book of D Jones  

Analysis of Expenditure  
 

Receipts Date  Voucher  Payments  Advertising  Cleaning  Travel expenses  Sundries  GST credits  
Particulars No  received 

50.00  Jan  7  Petty cash advance 
Cheque No 9724 

1 Advertising  8.80  8.00  0.80 
8  2 Taxi fare  3.30  3.00  0.30 

3 Cleaning  2.20  2.00  0.20 
9  4 Cake  5.50  5.00  0.50 

5  Advertising  6.05  5.50  0.55 
10  6 Cleaning  4.95  4.50  0.45 

7  Cleaning  6.60  6.00  0.60 
11  8  Taxi fare  4.40  4.00  0.40 

41.80  $13.50  $12.50  $7.00  $5.00  $3.80 
Balance c/d  8.20 

50.00  50.00 
8.20  Balance b/d 

41.80  Reimbursement 
Cheque No 9761 

 
 
 

General Journal 
Date  Particulars  Folio  Debit  Credit 
Jan  7  Petty cash  50.00 

Cash at bank  50.00 
(Petty cash advance cheque no 9724) 

11  Advertising  13.50 
Cleaning  12.50 
Travel expenses  7.00 
Sundry expenses  5.00 
GST credits received  3.80 

Cash at bank  41.80 
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Ledger  

Advertising  No 2301 

Jan  11 Cash  13.50 

Sundry Expenses  No 2417 

Jan  11 Cash    5.00 

Travel Expenses  No 2420 

Jan  11 Cash    7.00 

Cleaning  No 2423 

Jan  11 Cash  12.50 

Petty Cash  No 3101 

Jan  11 Cash  50.00 

Cash at Bank  No 3103 

Jan  11 Petty cash  50.00 

11 Sundry accounts  41.80 

GST Credits Received  No 4102.2A 

Jan  11 Cash   3.80 

10.13 
 

Petty Cash Book of Hi-Fi Sounds 
Analysis of Expenditure 

 

Receipts Date  Voucher No  Particulars  Payments  Advertising  Cleaning  Cartage outwards  Sundries  GST credits 

8.25  Balance c/d 
46.75  Reimbursements 

Cheque No 4589 
Apr  1  57  Office cleaning  6.05  5.50  0.55 

3  58  Paper  9.90  9.00  0.90 
10  59  Advertising  4.95  4.50  0.45 
12  60  Taxi fare  7.15  6.50  0.65 

61  Office cleaning  3.85  3.50  0.35 
16  62  Cartage outwards  8.25  7.50  0.75 
20  63  Advertising  4.95  4.50  0.45 
26  64  Cartage outwards  3.30  3.00  0.30 
29  65  Pencils  1.10  1.00  0.10 

49.50  $9.00  $9.00  $10.50  $16.50  $4.50 
Balance c/d  5.50 

55.00  55.00 
5.50  Balance b/d 

49.50  Reimbursement 
Cheque No  
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10.14  
Effective internal control over accounts receivable should incorporate the following:  
1  Credit approval  

-  All customers who apply for credit must be thoroughly investigated for their credit worthiness.  
- The business must have a credit policy.  

2  Recording  

-  The use of control accounts and subsidiary ledgers is desirable where the number of accounts warrant their use.  
3  Billing  

-  A tax invoice is the main document that certifies a credit sale has taken place.  
-  An adjustment/credit note certifies that a sales return or allowance has occurred. 
-  Statements  of  account  should  be  sent  at  regular  intervals  to  accounts  receivable so that cash from  these credit sales 

is collected as soon as possible.  
-  If there are a large number of accounts receivable, cycle billing may be used.  

4  Reporting  

-  Each accounts receivable must be monitored to ensure that debts are paid on time. The most common technique is called 
‘ageing the accounts receivable’. This report identifies slow-paying customers so that appropriate action can be taken.  

5  Separation of duties  

-  No person who handles the physical assets of cash or inventories should also have access to the accounts  receivable 
records. This is to ensure that assets are not removed illegally and the records adjusted to cover up the fraud.  

Effective internal control over accounts payable should incorporate the following:  
1 Proper authorisation  

-  This should be obtained before goods are ordered. Suppliers should be approved on the basis of price, quality and the 
ability to fill orders on time. The business should try to have access to two or more sources for as many goods as possible.  

-  This must also be obtained before cheques are drawn to pay accounts. This ensures that each accounts payable is paid the 
correct amount.  

2  Recording  

-  The use of control accounts and subsidiary ledgers.  
3  Prompt payment  

- Payments are made promptly, especially within any discount periods.  
4  Separation of duties  

-  People who handle the accounts payable records should not handle the paying of cash or the receiving of inventories.  
Corporate credit cards are becoming very popular as it decreases the number of suppliers that have to be paid. Verification of 
expenses will have to occur.  

10.15  
Web exercise.  
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10.16  
a Character, capacity, capital and conditions  
b  Character  

For a business seeking credit, two factors of critical importance that would determine the success of any application for credit 
are the history of the business and the experience of the management. These are used to determine the business’s ability to 
satisfy its financial obligations. An application for credit should give details of how long the business has been under the same 
control, who owns the business, details of the business’s officers and their worth for proprietorships and partnerships, and a 
full description of the business (products sold, margins, if seasonal in nature, etc.).  
Capacity  

Give an outline of the organisational structure of the business to show the business can operate as a going concern in every 
credit decision. Give any information needed for judgements to be made regarding the ability of management to manage all 
aspects of the business without compromising efficiency.  
Capital  

Give whatever detail is necessary to enable a financial analysis of the business to be carried out to determine the ability of the 
business to meet financial obligations in a timely fashion. Inform of any pending litigation or contingent liabilities. If there is a 
parent business involved, disclose any relevant facts.  
Conditions of the time  

Indicate how current economic conditions will affect the business.  
c  Profit margins—gross profit, net profit  
d  Character—personal references, stability in terms of how long the person has stayed in the one residence  
 Capacity—earnings in terms of wages and salaries, rent, interest and dividends  

Capital—what assets and liabilities the person has  
Conditions of the time—can the person still meet commitments if interest rates rise  

10.17  
Information contained in the memo should cover the following points:  
• Cycle billing spreads the workload involved in sending out the statements to the accounts receivable over the month rather 

than all at the same time.  
• Customers are grouped alphabetically and statements are sent out in a cycle during the month. For example, statements for 

accounts receivable whose names start with A-F will be sent out on the first day of every month, G-L on the 8th, M-S on the 
15th and T-Z on the 22nd.  

10.18  
a Lamont Industries  
b Because credit has been stopped  
d Baker’s Trading has not had Lamont Industries credit stopped, as they still have a credit limit of $5000 and trade is still taking 

place. Obviously, Baker’s Trading feel that even though these debts are outstanding, they will be paid and so trade should 
continue. There is probably a very good reason why they have not settled their account.  

 On the other hand, credit has been stopped to Nummins Enterprises and no recent trade has taken place.  
e The pattern of payment is not good. The firm should try to get approximately 75-90 per cent of debts paid within 30 days. 

The  firm  could  try  telephoning these accounts  receivable  on  a  regular  basis to  improve  the  flow  of cash. Alternatively, 
the firm could offer a discount on all new credit sales to encourage prompt payment.  
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10.19  

Ageing of Accounts Receivable as at 30 April  
 
Customer  Credit  Balance  Current  30 day  60 day  90 day Over 90 

limit  due  days 
Brandon Ltd  20 000  14 500  14 500 

J & B Williams  5 000  1 200  1 200 

Adams & Sons  8 000  6 800  6 800 

K Bryan  1 000  600  600 

T C Band Ltd  1 000  300  300 

Norman Pty Ltd  1 000  700  700 

Manor Gring  1 000  100  100 

Total due  $24 200  $2 000  $15 100  $6 800  $300 

% of total due  8.3%  62.4%  28.1%  1.2% 
 

10.20  
Research assignment.  

10.21  
a Inventories are important because:  

-  they are an integral part of profit determination. They must be determined before gross profit can be calculated as they are 
used to find if any inventory adjustment is to be included in the cost of goods sold 

- they are used in the preparation of the Balance Sheet 
-  the faster the turnover (sale) of inventories the greater the opportunity to make profits 
-  they represent a large investment of funds. Adequate controls must be taken to prevent theft and other losses. Size of the 

business will determine the controls implemented  
-  the quantity of inventories on hand is important. Inventories must be constantly monitored to see that there is always a 

sufficient quantity on hand to meet demand (not too many or too few) 
-  the inventory type and quality is important. Ensure the ‘right goods, at the right place, at the right time’. 

b Having ‘the right goods, at the right place, at the right time’ enables a business to maximise its sales and hence maximise its 
profits. Not being able to satisfy customers’ requirements if this condition is not met means loss of sales and possibly the 
permanent loss of valued customers.  

c  For—prevention of theft.  
Against—invasion of privacy.  

d  Customers buying from the business as businesses usually include an allowance for loss by theft in the final selling price of the 
inventories.  

e  Too few inventories means loss of potential sales and ultimately loss of profit. Too many inventories results in money being 
tied up that could be better used to generate profits.  

10.22  
Stocktake or physical inventory is the process of listing, counting and valuing unsold inventories that the business has on hand.  

10.23  
The following procedure should be followed to determine the number and cost of inventories on hand by physical stocktake:  
• Inventories should be arranged in a manner that makes counting as simple as possible. This involves putting all like items 

together.  
• An inventory stocktake record sheet is used to record all the details of the stocktake.  
• At a designated time, employees take a physical count of all inventories. The actual amounts counted are entered in the 

‘Number of units on hand’ column.  
• Unit cost prices and total values may be completed by responsible departmental staff or sent to the accounting department. 

The prices can be obtained from tax invoices, cost price lists or computer records.  
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10.24  
a  An annual physical stocktake is necessary to determine the value of inventories on hand. This value is used in the Balance Sheet. 

It is also used in the Income Statement as it is the only way to determine actual inventories on hand. Where the perpetual 
inventory system is used any discrepancy between the physical stocktake figure and what should be on hand indicates whether 
goods have been lost through theft or spoilage. If the periodic inventory system is used, inventories are included in the 
calculation of cost of goods sold.  

b  Businesses providing services only.  

10.25  
a  Reorder point is a predetermined minimum amount of an item that a business would like to keep in stock.  
b  Reorder quantity is the quantity to be ordered when the reorder point is reached.  
c  Lead time is the amount of time it takes from when a business places an order to when the product actually arrives.  

10.26  
a  Purchase order is used by the business to order goods from a supplier. It should list all details of goods required (quantity, 

product number, description, costs if available) and any terms of delivery.  
b A tax invoice is received by the business from the supplier. It may be received with the goods or at a later date. It will give all 

details of the goods received including cost, GST payable, terms of payment, etc.  
c  A delivery docket accompanies the goods when received. It will list the goods to be received and must be checked to see that 

these goods are actually received. Sometimes a business will record actual receipts in a receiving report. It should be checked 
against the purchase order to see that the correct goods have been delivered.  

d  An adjustment note verifies that goods have been returned or an allowance given on the goods received. It will state what 
goods have been returned or on which an allowance has been given, any applicable GST and the amount of credit to be 
received.  

10.27  
a A standardised sales order is used by the business to enter details of a sales order that has not been received electronically such 

as by telephone, fax, supplier purchase order, etc. This would be done to ensure uniformity of all sales orders and assist in 
control procedures.  

b A despatch or delivery docket is completed when a sales order is filled. The original will be despatched with the goods and will 
be used by the ordering business to confirm that the stipulated goods have arrived.  

c  A tax invoice is completed when an order is filled. It contains all the details of goods despatched, their cost, GST payable, etc. 
The original may be sent with the goods or sent later.  

d An adjustment note is sent when goods are returned or an allowance is given on the goods that have previously been 
despatched. It will state what goods have been returned or on which an allowance has been given, any applicable GST and the 
amount of the return. The original copy is sent to the buyer of the goods.  

10.28  
The tax invoice and adjustment note are source documents that form the basis of entries into the accounting system. The original 
tax invoice received represents purchases and the original adjustment note received represents purchases returns for the buyer. The 
duplicate tax invoice represents sales and the duplicate adjustment note represents sales returns. As such, these should be fully 
verified before entry into the accounting system.  

10.29  
Inadequate control over inventories may lead to:  
• theft—inadequate security may increase the risk of theft or misappropriation by staff  
• obsolescence—may occur if inventories are not sold at the appropriate times or the inventories are kept at too high a level. 

Obsolescence could occur if items are of a fad nature or high tech  
• deterioration and damage—unless proper control over storage is implemented, this may occur through exposure to the 

elements, unsuitable storage temperatures, improper handling, etc.  
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10.30  
a  3  b 3  c  2  d 3  e  1  f  2  g  3  h 3  i  3 

10.31  
Research assignment.  

10.32  
a The advantages of computerised accounting systems are:  
 - the perpetual inventory system can be used  
 - electronic processing of the purchase and sale of goods  
 - bar codes and scanners can be used to increase accuracy  
 - reorder points and quantities can be monitored  

- reports can be generated that show which inventories are selling the fastest/slowest, which inventories are  
 making the greatest/least profit, etc.  

b  The disadvantages of computerised accounting systems are:  
 - initial cost.  

10.33  
Concept map.  

10.34  
Research assignment.  

10.35  
Case study  
a  
 
 

White  Blue  Total 
 

Sales  7 000  7 000  14 000 
Less Cost of goods sold  5 400  4 300  9 700 

$1 600  $2 700  $4 300 
b 

 
 

White  Blue  Total 
 
Sales  7 000  6 600  13 600 
Less Cost of goods sold  5 400  4 300 

200  9 900 
$1 600  $2 100  $3 700 

c  Yes  
d This would depend on how readily available replacement stocks are—the lead time and the replacement cost.  
 If the stock is slow moving, it might be wise to accept the offer. However, if the stock is in great demand, then it may be wiser 

to refuse the offer. You would also have to ensure that this was not setting a precedent for discounting the sales price and 
giving bonuses.  
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10.36  
Case study  
Advantages:  
•  The firm saves $50 per washing machine on 100 units. The total purchase price saving is $5000.  
•  Due to the decreased price, the firm may be able to sell at a slightly lower price than their competitors and hence increase 

sales and profit.  
Disadvantages:  
•  The firm will have to find $55 000 within 30 days of purchase to pay for the goods.  
•  Storage facilities will have to be found so that the goods can be stored safely. Therefore, storage costs will have to be paid.  
•  A large amount of capital is tied up in this one inventory item. The $55 000 could be earning interest and so there is an 

opportunity cost involved. (You might like to calculate this.) The large amount of capital involved may be justifiable if the 
washing machines are selling well as per our expectations.  

•  There will be a problem of selling the goods towards the end of the year if there is still a large number on hand and a new 
model comes out.  

10.37  
The information contained on the property, plant and equipment register should include individual cards or computer records for 
each individual asset. This card or file would contain the following details: type of asset, serial number, manufacturer, supplier, 
location, date purchased, estimated life, residual value, depreciation method, depreciation rate, taxable rate of depreciation, cost, 
annual accounting depreciation allowed, accumulated depreciation, tax depreciation, details of repairs and disposal. Details of 
repairs would include date carried out, repairer, cost and any relevant comments. Details of disposal would include date, who 
disposed to, amount and any relevant details.  

These cards or files make up the subsidiary ledger and the asset account in the general ledger is the control account. This 
control account-subsidiary ledger technique ensures proper control over the assets.  

10.38  
Control over purchases of property, plant and equipment should be exercised over the following areas: 
• Selection: The purchase of property, plant and equipment may commit the business to large payments and ownership over 

several accounting periods. It is important that all facts regarding cost, technical details, warranties, etc. are known before any 
purchase is made.  

• Proof of ownership: The purchase of property, plant and equipment is usually accompanied by proof of ownership, e.g. title 
deeds to property. Such documents are valuable and should be kept in a safe place such as a safe or safety deposit box.  

•  Payment of cash: The procedure for payment and the controls necessary for payment for cash should be adhered to. Once 
the purchase of the asset is authorised, it should be handled as a normal cash payment.  

•  Recording in the appropriate property, plant and equipment register: When the asset has been purchased, details of the 
asset must be recorded in the property, plant and equipment register to ensure adequate control over the item.  
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10.39  
a  Control over storage of property, plant and equipment should be exercised in the following areas:  

- Location: All assets should be suitably identified, usually by a serial number. The property, plant and equipment register 
identifies the assets owned and their designated location. Regular checks should be made to ensure that the assets are 
situated in their correct place.  

- Maintenance: Regular maintenance of the assets is essential to ensure they are kept in good working order.  
-  Protection: All assets must be protected against theft or damage. The property, plant and equipment register indicates the 

assets that should be on hand and regular checks should be made to ensure that they are. Adequate insurance cover 
should also be maintained against any unforeseen circumstances.  

-  Recording: Details of location and maintenance should also be recorded in the property, plant and equipment register. 
The register ensures proper protection of the asset.  

b Controls over authorisation, physical disposal and receipt of cash should be followed in disposing of property, plant and 
equipment. These controls would be:  
-  Authorisation: The disposal of property, plant and equipment needs proper authorisation by a high level management. 

This is to prevent the selling of valuable assets by an unauthorised employee. It also prevents disposal without due 
consideration of all relevant facts.  

-  Physical disposal: This could take place by outright sale, tender, trade-in or scrapping. Whatever method of disposal is 
adopted, the highest possible price should be obtained. A properly authorised employee must be in charge of the physical 
disposal of the asset and the disposal of the asset must be recorded in the appropriate property, plant and equipment 
register.  

- Receipt of cash: The usual controls over the receipt of cash must apply for disposal of property, plant and equipment 
where cash is received for disposal.  

10.40  
Letter should include the following recommendations:  
• Set up a proper Property, plant and equipment register to record the 35 laptop computers with their identifying serial 

numbers. Each laptop should have a card or computer record, and suggestions as to what should appear on the card or 
records.  

•  Set up proper controls over the storage of the computers. Controls to include location, maintenance and protection. 
Location to be a locked storage facility that is only accessed by authorised personnel. A maintenance program should ensure 
all computers are functioning correctly. The storage area should be protected by locks.  

• Adequate insurance should be taken out for each laptop.  
• Computers to be issued only on production of properly authorised documentation. A person in authority should authorise a 

person’s use of the laptop.  
• An appropriate procedure for the return of computers should be followed when the person is finished with them.  
• Computers returned for repairs must be handed in, with proper documentation as to what repairs are necessary, and properly 

authorised documentation received before a replacement computer is issued.  

10.41  
Chapter summary.  

10.42  
a  Check statement with purchase order and invoice to see that the goods were actually ordered and received.  
b  Separation of duties—person authorising the writing off of the debt should be different to the person handling the cash.  
c Check suppliers invoice with purchase order.  
d  Spot checks on the petty cashier to see that the money in the till plus the value of the vouchers equals the petty  cash imprest.  
e  The laptop is numbered and stored in a safe place. Appropriate documentation is used when the laptop is given to an 

employee and returned.  
f  Video cameras, adequate documentation for all movements in and out of the warehouse.  
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10.43  
a  i  Cash budget. 

 ii Separation of duties, adequate documentation. 
b  i  Use of standard credit cards such as Visa instead of own credit department, change policies to match those of 

competitors. 
ii  More care taken in relation to who is given credit. 
iii  Separation of duties, adequate documentation. 

c  i  These are very difficult to overcome and are part of the problems of running a business rather than a control 
problem. Trying to predict what customers want is difficult. Have a good relationship with the supplier so that if 
there are problems they can be sorted out quickly. 

ii  Greater care by employees. 
iii  Use bar coding system or improve the identification of inventory.  

 iv  Check all inventories to find slow moving and obsolete items. Have a sale and get rid of these items as quickly as 
possible. Value all inventories at ‘lower of cost and net realisable value’.  

10.44  
Internal controls involved:  
• Separation of duties is evident as the person handling cash does not admit customers to ride. Internal control would be 

stronger if the person receiving the cash does not have access to the locked box, banking of cash and keeping the cash 
records.  

• All money received is evidenced by a serially numbered ticket.  
• Entrance to the ride is only on production of the issued ticket.  
• Ticket is torn into two and one half kept to avoid further use.  
• Use of serially numbered tickets allows a check to be made for issue of any unofficial tickets. This check is done by 

comparing the ticket stubs with the tickets issued from the machine to see that the serial numbers agree with those issued 
from the machine.  

• Use of a locked box ensures that no stubs can be removed to cover any misappropriation of cash by issuing unofficial tickets.  

10.45  
a  The purpose of the article is to explain that the introduction of GST, which caused many small businesses to move to a 

computerised accounting system, may have caused some problems. However, these were far outweighed by the benefits that 
could be gained by using a computerised system to its full potential. The article then explains what those benefits are.  

b  The benefits include:  
 -  the ability to determine tax liabilities and effectively ensure adequate cash is available to meet those obligations and protect 

cash flow  
 -  allows a manager to review trends and patterns in their business performance  
 -  ability to isolate unusual occurrences that can either be corrected, planned for or capitalised upon  
 -  information can be used to calculate performance ratios and these can be compared to published industry  figures  
 -  business performance can be measured at any time to determine whether business decisions are meeting their objectives  
 -  important reports such as the Income Statement and Balance Sheet are easily generated from the accounting information 

(this feature allows financial considerations to be  integrated into everyday decision-making)  
 -  provides timely information that allows proper management of cash flow 
 -  facilitates control over many aspects of the business (these are discussed in c).  
c Controls mentioned by the article include: inventory control, control over debtors, creditor control, banking reconciliation, 

controls on approval and authorisation processes, checking actual performance against budgets and reviewing a sample of 
transactions on a regular basis to ensure they have been recorded accurately.  
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10.46  
Case studies  

 
Option 1—Cash only  
Increase in cash sales  $30 000 

Option 2—Credit card facilities 
Increase in cash sales  $30 000 
Increase in credit sales  25 000 

55 000 
Less 4.5% fee on $25 000  1 125 

$53 875 

Option 3—Offer own credit facilities 
Increase in cash sales  30 000 
Increase in credit sales  25 000 

55 000 
Less Costs 
Part-time clerk  1 200 
Administration costs  450 
Bad debts  1 000 
Collection agency costs  600 
Screening of customer costs  500 
Opportunity cost  -  3 750 

$51 250  

(Opportunity cost is zero as these credit sales would not occur if credit was not offered.) She 
should therefore adopt Option 2—Credit card facilities.  

Qualitative considerations that would have to be taken into account if offered own credit facilities include possible bad feelings 
created when trying to collect bad debts or encountered if credit is refused to a customer. Also having to employ a person part-time 
results in time having to be allocated to supervise that person, which may be considered an imposition.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

340  



 

10.47  
The memo should highlight the problem with determining the creditworthiness of potential customers. See the reference to the 
‘Four Cs of credit’ (character, capacity, capital, conditions of time) in the article on pages 379-80 of the text. Problems that may 
occur in determining the credit policy for each scenario, e.g. what will be the minimum requirements before credit is granted, 
number of days to be given for payment, will discounts be given, amount of interest (if any) that will be charged on overdue 
accounts. The procedure for endeavouring to recover bad debts must be decided.  

The figures for each scenario are:  
 
Liberal (2)  Moderate (3) 

Sales  350 000  Sales  300 000 

COGS (50%)  175 000  COGS (50%)  150 000 

Bad debts  31 500  206 500  Bad debts  6 000  156 000 

Profit  $143 500  Profit  $144 000 

Strict (4)  Very strict (5) 

Sales  250 000  Sales  200 000 

COGS (50%)  125 000  COGS (50%)  100 000 

Bad debts  2 500  127 500  Bad debts  100  100 100 

Profit  $122 500  Profit  $99 900 

Scenarios 1, 2 and 3 vary by only $4000. Provided the costs of administering them are the same, scenario 3 would appear the 
most profitable. Scenarios 4 and 5 result in considerably less profit and the cost of administering would probably be higher than the 
first three scenarios.  

10.48  
Research.  

10.49  
Running a small business venture.  
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Chapter 11  
Electronic business   

11.1  
a E-commerce deals with electronic transactions involving the buying and selling of goods, services or information. E-business is 

much broader. It relates to the conducting of business through the use of information and communication technologies, 
especially via the Internet and incorporates e-commerce but also includes such things as customer support and collaboration 
with business partners.  

b  Description involving own words  

11.2  
a  Some of the benefits include:  
-  E-business allows a business to sell both nationally and internationally 24 hours a day, 7 days a week.  
- The cost of setting up an Internet site is relatively cheap compared to setting up a bricks and mortar business.  
-  Customers have more choice as they can purchase from anywhere in the world.  
-  The speed of delivery to the customer can be faster, especially if the product being sold is available in electronic form and can 

be downloaded immediately.  
-  Lower sales and marketing costs are attainable.  
- There is a considerable reduction in the cost of transactions compared to the traditional paper-based system.  
b  Problems with security and privacy  

11.3  
a The hardware that comprises network communication is made up of different levels:  

 -  On each computer, a network interface card (NIC) allows the computer to communicate with other nodes such as 
printers and other computers. The message is transmitted via twisted pair copper wires, coaxial cables, fibre optics, 
microwaves or even satellites.  

-  A local area network  (LAN) is a collection of computers in close proximity such as an office or warehouse. 
-  A wide area network (WAN) covers a large geographical area, such as a whole country or across the globe.  
-  Routers are special computers that connect the LANs and WANs and direct communication traffic. 

b In order that all the different types of computers can communicate over the Internet, three things are crucial:  
-  The standard Transmission Control Protocol/Internet Protocol (TCP/IP) is used. All communication on the Internet is 

done via this protocol.  
-  Each individual computer has to have a number that will uniquely identify it. This is called an Internet Protocol address 

or IP address. A typical IP address would be 157.155.162.42.  
-  All of the data are transmitted via packet switching. This means that the message is broken up into small packets and is 

sent via the best route to its destination where it is then reassembled. The packets can go in different directions but 
TCP/IP will ensure the communication is reliable and error free when it reaches its destination.  
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11.4  
a  The Internet forms the base for the communications, setting up the infrastructure for how the communication will take place. 

You generally don’t see this as it occurs automatically and seamlessly. Applications sit on top of this base and the World Wide 
Web (WWW or 3W) is one such application. If one wants to use the Internet, the appropriate application software is loaded, 
the Internet allows the communication to take place.  

b  A protocol is simply a set of communication rules.  
c  Three protocols that use the Internet as their base are Hypertext Transfer Protocol (HTTP), Simple Mail Transfer Protocol 

(SMTP) and File Transfer Protocol (FTP).  

11.5  
a The address <http://www.iana.org> is made up of:  
 - http://, which is the hypertext transfer protocol  
 - WWW, which is the World Wide Web  

- iana, which is the name of the organisation  
- org, which means the authority is an organisation with the domain name registered in the United States (as there are no 
characters after .org).  

b Internet Assigned Numbers Authority  
c  <http://www.iana.org/cctld/>—Information about the delegation of existing ccTLDs appears in the IANA ccTLD 

Database, or it may be obtained at the IANA Whois service (port 43 access available at whois.iana.org).  
 This listing contains basic information for the top-level domains for each country, such as the sponsoring organisation’s name 

and the technical and administrative contacts. If you desire to register a domain name under one of these top-level domains, 
you should contact the person(s) listed via email or visit their website if one is listed.  

d  Go to website <http://www.iana.org/cctld/cctld.htm>.  
e Go to website <http://www.icann.org>.  

11.6  
Web exercise.  

11.7  
Web exercise.  

11.8  
Web exercise.  

11.9  
a  A typical sales transaction for an online store proceeds as follows:  
i  The customer accesses the online store website and a secure session is set up. The customer would have previously registered 

their login name and password. 
ii  The merchant’s website will load the shopping cart software and set up the connection with the inventory system in order to 

display the goods available and the prices including specials.  
iii  The customer will choose the goods, place them in their trolley and proceed to the checkout. Payment will generally be by credit 

card so the customer will enter the credit card details.  
iv The merchant’s computer will check the credit card details with the appropriate financial institution. If the sales transaction is 

authorised, the inventory levels for each item sold will be reduced, the transaction will be recorded in the accounting system, 
and the payment will be electronically received from the financial institution.  

There is no human intervention in the transaction until the goods are despatched as the whole ordering and payment process is 
fully automated.  
b  The biggest problem is that the goods still have to be delivered.  
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11.10  
The major difference is that all of the accounting controls have to be built into the software. Users will be people who know 
nothing about accounting but just want to buy some goods through the web. Therefore, as much help as possible must be given to 
ensure that the order is as accurate as possible. When data are entered, they must be verified before continuing, e.g. when a user 
identification is entered, a check must be made to see if it is a valid ID; when the password is entered, a check is made that it is 
valid; when the goods are ordered, the goods appear on the screen so the user knows the goods they are ordering; when a credit 
card and expiry date is entered, a check will be made to see if the card is valid. Also, there are no paper-based transactions—
everything is electronic.  

Similarities include the fact that a debit and credit must enter the records for each transaction. Also, the quantities of 
inventories will be adjusted for each transaction. These will be the same regardless of whether the transaction occurs in a bricks-
and-mortar store or an electronic store.  

11.11  
Web exercise.  

11.12  
a  Electronic Data Interchange (EDI)  
b Advantages include electronic transfer of documents, reduced inventory levels due to the reduction of time in ordering and 

supplying goods, lower administration costs because of savings in source documentation preparation, and fewer errors 
compared to the manual process.  

c  Because each business must connect to a Value Added Network (VAN) and because of the cost, mainly large businesses are 
connected.  

11.13  
Web exercise.  

11.14  
Web exercise.  

11.15  
Web exercise.  

11.16  
Supply chain management means coordinating and managing as far as possible all businesses along the supply chain from 
manufacturer to distributor to retailer to customer. It involves setting up a relationship with all the firms in the supply chain so that 
they all know what your business expects and how they can supply your needs.  

In general, the type of information the suppliers might require would be:  
• sales forecasts so they can meet your production requirements  
• product information and inventory levels so they can send products to meet your minimum inventory requirements  
• sales data so they can see which products are selling the most  
• transport information so that goods can be distributed on time  
• transaction data to enable electronic movement of documents such as order forms, tax invoices and adjustment notes  
• transaction data to enable electronic funds transfer (EFT) of money for receipts and payments of cash.  
 This closer relationship using the Internet has resulted in considerable cost savings and efficiencies.  

11.17  
Each time a user logs on to a website, the details are logged in an access log file. Special software has been developed to mine this 
data. Data mining can analyse and obtain vital information about how customers use the website. Changes can then be made to 
make the website more sales effective e.g. the customers can then be targetted with special offers.  

11.18  
Web exercise.  

11.19  
Web exercise.  

11.20  
Web exercise.  
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11.21  
Terms relating to risks in electronic business:  

 
a Failure of technology The hardware might fail simply because electrical components wear out.  

Software might have an unknown bug. Other reasons include a disaster 
such as a fire, earthquake or bombing.  

 
b Unauthorised access Access that has not been authorised in some way. The password is still  

the most common way to prove the identity of the user. If passwords  
are written down so they can be found easily, not changed or are easy  
to guess, then the risk of somebody obtaining that password is greatly  
increased.  

c  Unauthorised use of credit cards  The credit card is the easiest and most convenient way to pay for goods  
  on the Internet and so the fraudulent use of the cards is one of the  

greatest risks.  
 
d Scavenging Looking through rubbish bins to find old dockets, discarded printouts,  

etc. to obtain sensitive information. 
 
e Hacking Breaking into computer systems. 
 
f False websites To obtain information such as credit card details and user names and  

passwords. 
 
g Data theft Electronically breaking into a computer system to steal data.  
 
h Data leakage The unauthorised copying of the data files. 
 
i Eavesdropping While the data are travelling over the communication channel, data  

can be tapped or intercepted. If a wiretap is used anywhere along the 
communication lines, this is called eavesdropping.  

j Denial-of-service attacks Deliberately overloading an Internet site with requests for information.  
The web server is flooded and, as a result, cannot attend to legitimate  
requests from users. 

 
k Malicious acts Acts of ill-will, hatred or harm, such as disgruntled employees physically  

destroying computer equipment and data. Examples include putting an  
axe through computer equipment, crashing servers or deleting data. 

 
l Crackers Crackers are hackers that enter computers systems with malicious intent. 
 
m Spyware Software which monitors what the user is doing without their knowledge. 
 
n Virus A virus is executable code that replicates itself and spreads to other  

systems generally without the knowledge of the user. It requires a host to 
spread and can attach itself to other files and programs, to the boot sector of a 
floppy disk or as a macro in an email attachment such as the Melissa virus.  
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o Trojan horse A Trojan horse is a legitimate program that you think is good to use but  
it can do other things that you don’t know about. On the outside it is good 
but on the inside it is bad. It does not replicate or copy itself but may cause 
considerable damage at a later date.  

 
p Worm A worm is a complete program that replicates itself without the use of a  

host, generally by copying itself to other computers on the network.  
 
q Trap door A trap door is like the back door to a computer system. It circumvents  

the normal security systems and allows easy access.  
 
r  Masquerading Pretending to be a legitimate and authorised user by finding out the  

user ID and password. Once the user is into the system, that user has all the 
rights and privileges of the legitimate person.  

 
s Spoofing Spoofing occurs when the perpetrator uses the identity of another  

person by changing the address from the original source. For example,  
changing the name in an email header to a false name. They could  
pretend to be the Help desk in computer support and ask for user ID and 
passwords. Email spoofing is often used in spam mail where unsolicited mail 
is sent and the sender doesn’t want to reveal where the original  
message came from.  
 

t Phishing The use of fraudulent emails that look as if they have come from legitimate 
  organisations requesting personal information such as bank account and  
  password details. 
  
u Mirroring A website that looks like the real thing can be set up with just a slight  

adjustment to the web address. Consumers enter this bogus site thinking they 
are linking to the legitimate site.  

v Validity of electronic transactions  Because actual transactions are going to occur electronically, consumers  
  and traders alike must be completely confident that the transaction is  

valid and has not been tampered with. Because there is no paper trail, this 
electronic transaction must be tamper proof and cannot be disputed at a later 
point in time.  

 
w Privacy issues Consumers who trade in electronic business want to ensure that their  

personal information is kept private and confidential. They want to be  
assured that this personal information will not be passed on to a third  
party.  

 
x Social engineering Humans generally try to be helpful and can be used. If a person posing  

as a fellow employee asks for help, generally, the employee will respond, e.g. 
an employee is tricked into revealing information about how to get into a 
system.  

 
 
11.22  
Web exercise.  

11.23  
Personal response.  
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11.24  
Web exercise—Symantex AntiVirus Research Center (SARC) <http://www.sarc.com>.  
 

11.25  
Terms relating to controls and security in electronic business:  

 
 

a  Authentication— This is the single most important control mechanism for any  
password protection  computer system. It should:  

• be at least eight characters and be a combination of alpha 
 numeric characters. The system should force users to change  
 their password at least every 60 days.  
• not be revealed to anybody and no procedure should be set  
 up in the computer system that requires a user to reveal their  
 password.  
• not be written down.  

b ID cards, smart cards ID cards generally have a photograph of the user and a magnetic  
 and biometrics strip that can be swiped through a reader. This can be used  

in combination with a password or some other biometric 
identification.  
Smart cards have an inbuilt microchip for massive storage of 
data about the cardholder. 
Biometrics rely on identification through the unique physical features 
of a person. These include face geometry, iris and retina prints of the 
eye, voice patterns and fingerprints.  

 
c Physical controls Ensure that the computer equipment is secured in adequately  

locked rooms with appropriate authorised access. 
 
d UPS (uninterruptible  If the power fails for any reason, the UPS acts as a large battery  

power supply) allowing time for the computer system to be shut down correctly  
without the loss of any data or information. It also prevents power  
spikes and dips damaging electrical circuitry. 

 
e Backup procedures and  Data should be backed up at least daily and these backups stored  

maintenance offsite in case a fire or similar disaster strikes the premises.  
Regular maintenance should occur to keep computer equipment at 
peak condition and a supply of essential backup parts should be kept to 
minimise any downtime if a problem arises.  

 
f Virus protection It is absolutely essential that any computer system has adequate  

virus protection. The most common form of virus protection is  
a package that alerts users that a virus has been received and  
the virus is then disabled or quarantined. McAfee VirusScan  
(<http://www.mcafee.com>) and Norton Antivirus (<http://  
www.symantec.com>) are two such pieces of software. It is vital  
that the virus definitions and signatures are kept up-to-date as  
the software works on the principle of the known characteristics of  
each virus.  
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g Firewalls In a building, a firewall is made of brick and is designed to  
stop the fire from penetrating other parts of the building. In  
computing, the firewall acts in the same way—it is a set of  
programs that monitors and controls the flow of communications. It 
protects the resources of an internal network from being  
penetrated by outside users on an external network, i.e. the  
Internet. All traffic must pass through the firewall. It is therefore the 
single point of entry and exit for all traffic with appropriate controls 
being placed on this flow.  

 
h  Intrusion detection Intrusion detection software monitors a computer system for  

any out-of-the-ordinary activity. If there is increased activity, many 
attempts to log in by a user, etc., this will be detected and appropriate 
action taken.  

 
i  Disaster recover plan Whenever a disaster such as a fire or earthquake strikes, the  

computer system could be completely or partially destroyed.  
A disaster recovery plan should have been prepared for this  
emergency. The plan should set out how the business will reinstate  
its computer system in the fastest possible time. Of course, as a  
regular precaution, daily backups should have been done and the  
backups stored off site. However, in a disaster, not only backups  
are required but new hardware must be found and software  
installed. A ‘hot site’ can be set up with appropriate hardware and  
software ready to operate at any time. In the event of a disaster,  
backup data files would be loaded and the system would be ready  
to function.  

 
j  PAIN An acronym made up of: 

• Private—where the content of the communication is secret  
 and confidential to the sender and receiver  
• Authenticity—where both parties know that who they are  
 dealing with are real  
• Integrity—where the communication content cannot be  
 undetectably modified (intentionally or accidentally) during  
 transmission  
• Non-repudiation—where the original sender of the  
 communication cannot later claim that they did not send the  
 message.  

 
k Private key The encryption technique uses a formula or algorithm, known as  

a key, to change the original message. If both the sender and the 
receiver know the key, then they are confident that they can send 
encrypted messages to one another and no-one else will be able to read 
them. Because both parties are the only ones that know the key, this is 
called a private key or single key system.  
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l Privacy controls Concerns about privacy can be overcome in two ways. First, the  
Privacy Act (1988) as amended in 2001, makes business with a  
turnover greater than $3 million meet certain privacy requirements (see 
<http://www.privacy.gov.au>). Websites will often have a  
privacy statement outlining why they are collecting information  
and how they will use it (see <http://www.woolworths.com.au>). 
Second, cookies are a common device used by websites. Cookies  
are small data files that are stored on the user’s hard drive. When the 
user revisits the website, the site will look for the cookie and act on the 
contents. These cookies are often used to customise  
a site to meet the needs of the user. However, the information  
stored in them should never be sensitive information like user IDs and 
passwords, or credit card details.  

 
m Reliable and  As people are often the weakest link in any security, all staff  

responsible personnel should be competent through effective hiring and training.  
Employees must be made aware of not only the controls that are 
required, but why they are required. In this way, they will be less 
likely to circumvent the controls.  

 

11.26  
a Because many of the controls are taken over by the computer. The controls are built into the software especially where items 

can be checked before being recorded. The main aim is still to ensure that the transaction is valid and enforceable, even 
though a printed copy of the transaction might not exist.  

b If each of the elements in PAIN—Private, Authenticity, Integrity and Non-repudiation—are in existence, then the transaction 
is valid and enforceable.  

c  PAIN does apply to a normal business transaction but it is generally not expressed in these technical terms. In a normal 
business transaction, the transaction can be kept secret to only the parties involved. Both parties know who they are dealing 
with once the transaction is completed. It cannot be altered without the consent of both parties, and a party cannot later claim 
that the transaction did not take place.  

11.27  
Web exercise—RSA Security site at <http://www.rsasecurity.com>.  

11.28  
Web exercise—AusCERT (Australian Computer Emergency Response Team) site at <http:www.auscert.org.au>.  

11.29  
a America’s most notorious hacker, Kevin Mitnick.  
b The weakest link in security is people.  
c Motorola, Nokia.  
d Let employees watch a video of a hacker conning someone into gaining access to a computer system. 
e More training of people so they know the importance of security and the reasons behind a particular policy.  

11.30  
Web exercise.  

11.31  
Give assurance to customers that the site has been independently assessed for security and best practice.  

11.32  
Web exercise—WebTrust.  

11.33  
Web exercise—WebTrust.  

11.34  
Web exercise—VeriSign.  

11.35  
Web exercise—assurance providers.  
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11.36  
Web exercise—eWAY.  

11.37  
Chapter summary.  

11.38  
 

Physical Electronic Similarities/ 
Differences 

Customer wishes to  Customer wishes to  Similarity 
purchase goods purchase goods 

 
Physically goes to shop for  Electronically goes to web  Difference 
goods address of store and enters  

user ID and password 
 

Picks goods off shelf and  Electronically selects goods  Difference 
puts in shopping trolley or  and puts in shopping cart 
carries them 

 
Attends counter to pay for  – Difference 
goods 

 
Amount owed is calculated  Amount owed is calculated  Similarity 
and credit card is tendered  and credit card is tendered  
in payment in payment 

 
Credit card is given to the Customer enters credit card  Similarity 
operator who swipes card  number and expiry date 
to obtain credit card  
number and expiry date 

 
Credit card is checked  Credit card is checked  Similarity 
for authenticity and  for authenticity and  
transaction is approved transaction is approved 

 
Customer takes goods with  Customer must wait for  Difference 
them out of the shop goods to be delivered 

 

As you can see, the are many similarities and some of the differences are not that great. That is why web shopping is becoming an 
acceptable method of shopping for goods.  
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11.39  
a  To increase the efficiency of internal business processes, including introducing an electronic order processing  

system. 

b  E-commerce establishment costs  
Web development  6 000  
Establishment time costs (non-cash)  4 800  
Internet domain name registration  261  
Telephony  300  
Pagers  4 800  
Hardware and software  12 000  
Printers  3 300  
Transmitter  3 000  
Total e-commerce establishment costs  $34 461 

c  E-commerce cost savings  
Saving on bank fees  390  
Time save paying staff online  1 482  
Time save using online banking  7 800  
Two waiting staff—afternoon shift (42 hrs/wk @ $19/hr)  41 496  
Two waiting staff—evening shift (70 hrs/wk @ $19/hr)  69 160  
Total e-commerce cost savings  $120 328 

d  Ongoing e-commerce costs  
ISP (Internet Service Provider)  960  
Website hosting  480  
Telephony  360  
Total ongoing e-commerce costs  1 800 

e  $84 067 
  

11.40  
a Nick Leeson, a trader on the Singapore Stock Exchange  
b Figures on a screen don’t seem real, whereas 50 pence in your hand does seem real 
c  $US1.5 billion ($A2.26 billion) 
d Because of the lax controls at Barings bank. ‘If anyone had stopped to ask the most basic of accounting  
 questions I would have been dead’, he said. Where was the documentation for these transactions he was  
 supposed to have been having?  
e In a special account number 88 888, a very luck number to the Chinese  
f  3.5 years 

11.41  
Research.  
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Chapter 12  
Financial reports  

 
Note: Exercises involving the use of computer accounting packages for the accounting process up to  

 and including Chapter 12 are on page 190 of the text.  
 

12.1  
An assumption is something that is generally accepted or taken for granted without proof. The five main assumptions are the 
accounting entity assumption, the monetary assumption, the historical cost (objectivity) assumption, the continuity (going concern) 
assumption and the accounting period assumption.  

The accounting entity assumption regards the business as being an entity separate from the owners. Transactions are 
recorded from the viewpoint of the business and the owners are treated as outsiders. The books of account are for the business not 
the owner.  

The monetary assumption assumes that all transactions are recorded in the monetary unit in use, which is dollars in Australia. 
This enables unlike items to be given a value and added together. Items that cannot be quantified in monetary terms cannot be 
recorded in the main records.  

The historical cost (objectivity) assumption assumes that transactions are recorded in terms of their cost at the time the 
transaction occurred. This means that many items purchased in past years are still recorded at their original cost and assumes their 
value remains unchanged over time. This is not the case. Historical cost provides objective verifiable evidence of a transaction 
rather than a subjective opinion open to distortion. The standards do provide for relaxation of this assumption in certain cases.  

The continuity (going concern) assumption assumes the business is going to continue operations indefinitely unless there is 
evidence to the contrary. Historical costs are used under this assumption.  

 The accounting period assumption assumes that the life of the business is divided into arbitrary time periods. The need for 
periodic calculation of revenues, expenses and net profit necessitates dividing the life of the business into shorter periods of time. 
The period of time for external reporting is generally one year, but for internal reporting is generally set by management and the 
time period may be as short as weekly, fortnightly or monthly.  
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12.2  
 
 

T Saxon  
Income Statement for year ended 31 December 2008  

Revenue  
Fees  150 000 
Gain on disposal of office equipment  200  150 200 

Less Selling expenses 
Sales salaries  25 000 
Sales commission  5 000 
Advertising  4 000  34 000 

Less Occupancy expenses 
Rent  2 000 
Rates  1 000  3 000 

Less General and administrative expenses 
Office wages  7 000 
Telephone  500 
Office expenses  1 500 
Depreciation of motor vehicle  1 000 
Stationery expenses  200  10 200 

Less Finance expenses 
Bank charges  100 
Interest expense  500  600  47 800 
Net profit  $102 400 
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12.3  
 
 
J Black  

Income Statement for year ended 30 June 2008  
Revenue  
Fees  20 000 
Sales of petrol  50 000  70 000 

Less Selling expenses 
Driveway attendant’s wages  10 000 
Advertising  2 100  12 100 
Less Cost of materials used 
Spare parts expenses  5 000  5 000 

Less General and administrative expenses 
Office expenses  500 
Office wages  5 000 
Depreciation of furniture  500  6 000 

Less Finance expenses 
Bad and doubtful debts  350 
Interest expense  850 
Bank charges  150  1 350  24 450 
 

Net profit  $45 550 
 
 
 
 
 
12.4  
It is useful to classify items in financial reports to allow comparisons (and decisions based on those comparisons) with other 
businesses, industries and time periods. Information becomes more meaningful, and the reader is provided with a clearer guide to 
the financial performance and position of the enterprise. 
 
 

12.5  
The following are the differences between the profit-determining account and the Income Statement. 

 

Trading and Profit and Loss accounts 
 
Are prepared in the ledger 
Form part of the double-entry procedure 
Are ledger accounts 
Are prepared only at end of the accounting year  
 
Information within the accounts is not classified 

Income Statement 

Is prepared outside the ledger 
Does not form part of the double-entry procedure  
Is a report 
May be prepared at any time (interim and final 
reports) 
Information within the statement is classified 
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12.6  
The main difference between trading and service businesses is that goods are purchased with the intention of reselling them at a 
profit rather than earning a profit through providing services. The main type of revenue then becomes sales, rather than fees. 
Although many expenses remain similar, a major new category of cost of goods sold is included for trading enterprises.  
 
12.7  

J Baker  
Income Statement for year ended 30 Jun 2008  

 
Sales  10 000 
Less Cost of goods sold  1 500 

Gross profit  8 500 
Add Other revenue 
Rent revenue  400 

8 900 
Less Other expenses 

Selling and distribution expenses 

Advertising  500 
Sales salaries  500  1 000 
 
General and administrative expenses 
Office salaries  700 
Insurance  250 
Depreciation of computers  500  1 450 
 
Finance expenses 

Bank charges  50 
Credit card fees  150 
Interest expense  100  300  2 750 
Net profit  $6 150 
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12.8  
 
 
A F Wholesalers  

Income Statement for year ended 31 December 2008  
 
Sales  10 000 
Less Sales returns  110  9 890 
Less Cost of goods sold  4 500 
Gross profit  5 390 

Add Other revenue 
Commission revenue  200 
Rent revenue  200  400 

5 790 

Less Other expenses 
Selling and distribution expenses 
Advertising  1 000 
Sales salaries  800 
Delivery van expenses  100 
Depreciation of delivery van  750  2 650 

General and administrative expenses 
Insurance  200 
Office salaries  400 
Lighting  300 
Stationery  200 
Loss on disposal of vehicle  200  1 300 
 

Finance expenses 
Bank charges   100 
Interest expense  180 
Bad and doubtful debts  250  530  4 480 
Net profit  $1 310 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

356  



 

12.9  
 
 
M Trueman  

Income Statement for year ended 30 June 2008  
 
Sales  20 000 
Less Sales returns  2 000  18 000 

Less Cost of goods sold  7 000 
Gross profit  11 000 

Add Other revenue 
Interest revenue  100 
Dividends received  1 600 
Rent revenue  200  1 900 

12 900 

Less Other expenses 
Selling and distribution expenses 
Sales commission  1 500 
Sales salaries  1 750 
Lighting  500 
Advertising  500  4 250 

General and administrative expenses 
Lighting  500 
Office wages  2 000 
Depreciation of motor vehicle  1 500  4 000 

Finance expenses 
Interest expense   2 000 
Credit card fees  100 
Bad and doubtful debts  675  2 775  11 025 
Net profit  $1 875 
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12.10  
a  

Account form  
  
R Muller  

Balance Sheet as at 31 December 2008 

Current assets  Current liabilities 
Cash at bank  1 000  Accounts payable  6 500 
Accounts receivable  11 000  GST clearing  500 
Inventories   3 000  Loan from bank (31.05.09)  1 000 
Investments (31.03.09)  2 000  Unearned revenue  50 
Prepaid expenses  200  Accrued expenses  500  8 550 
Accrued revenue  300  17 500  

Non-current assets  Non-current liabilities 
Other financial assets  Mortgage  6 000 
Investments (31.12.14)  5 000  

Property, plant and equipment  Owner’s equity 
Equipment  8 000  Capital (01.01.08)  25 000 

Add Net profit  10 000 
Vehicles  4 000  35 000 
Land  10 000  22 000  Less Drawings  3 550  31 450 

Intangibles 
Patents  500 
Goodwill  1 000  1 500 

$46 000  $46 000 
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b  

Narrative form showing working capital  
  
R Muller  

Balance Sheet as at 31 December 2008 

Assets  

Current assets  
Cash at bank  1 000 
Accounts receivable  11 000 
Inventories  3 000 
Investments (31.03.09)  2 000 
Prepaid expenses  200 
Accrued revenue  300  17 500 

Less Current liabilities 
Accounts payable  6 500 
GST clearing  500 
Loan from bank (31.05.09)  1 000 
Unearned revenue  50 
Accrued expenses  500  8 550 

Working capital  8 950 

Add Non-current assets 

Other financial assets 
Investments (31.12.14)  5 000 

Property, plant and equipment 
Equipment  8 000 
Vehicles  4 000 
Land  10 000  22 000 

Intangibles 
Patents  500 
Goodwill  1 000  1 500 

37 450 

Less Non-current liabilities 
Mortgage  6 000 
Net assets  $31 450 

Owner’s equity 
Capital (01.01.08)  25 000 
Add Net profit  10 000 

35 000  
Less Drawings  3 550  $31 450 
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c  

Narrative form without working capital  
  
R Muller  

Balance Sheet as at 31 December 2008 

Assets  

Current assets  
Cash at bank  1 000 
Accounts receivable  11 000 
Inventories  3 000 
Investment (31.03.09)  2 000 
Prepaid expenses  200 
Accrued revenue  300  17 500 

Non-current assets 

Other financial assets 
Investments (31.12.14)  5 000 

Property, plant and equipment 
Equipment  8 000 
Vehicles  4 000 
Land  10 000  22 000 

Intangibles 
Patents  500 
Goodwill  1 000  1 500  46 000 

Less Liabilities 

Current liabilities 
Accounts payable  6 500 
GST clearing  500 
Loan from bank (31.05.09)  1 000 
Unearned revenue  50 
Accrued expenses  500  8 550 

Non-current liabilities 
Mortgage  6 000  14 550 

Net assets  $31 450 

Owner’s equity 
Capital (01.01.08)  25 000 
Add Net profit  10 000 

35 000  
Less Drawings  3 550  $31 450 
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12.11  
 
 
R Kasper  

Income Statement for year ended 30 June 2008  
 
Sales  86 000 
Less Sales returns  600  85 400 
Less Cost of goods sold  47 490 
Gross profit  37 910 

Add Other revenue 
Commission revenue  1 100 
Rent revenue  1 640 
Bad debts recovered  100  2 840 

40 750 

Less Other expenses 

Selling and distribution expenses 
Advertising  2 160 
Delivery van expenses  1 110 
Sales salaries  4 010  7 280 

General and administrative expenses 
Insurance  320 
Rates  1 040 
Sundry office expenses  250 
Loss on disposal of office furniture  800  2 410 

Finance expenses 
Bank charges   170 
Interest on mortgage   1 600 1 770  11 460 
Net profit  $29 290 
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Balance Sheet as at 30 June 2008  

Assets  

Current assets  
Petty cash advance  60 
Accounts receivable  8 790 
Less Provision for doubtful debts  500  8 290 
Inventories  22 000  30 350 

Non-current assets 

Property, plant and equipment 
Office furniture  13 720 
Less Accumulated depreciation on office furniture  612  13 108 

Delivery van  3 000 
Less Accumulated depreciation on delivery van  1 900  1 100 

Buildings  34 000 
Less Accumulated depreciation on building  2 500  31 500 
Land  13 500  59 208 

Intangible assets 
Goodwill  4 000 

93 558 

Liabilities 

Current liabilities 
Bank overdraft  4 028 
Accounts payable  5 000 
GST clearing  480  9 508 

Non-current liabilities 
Loan on mortgage  17 000  26 508 
Net assets  $67 050 

Owner’s equity 
Capital—R Kasper  39 000 
Add Net profit  29 290 

68 290  
Less Drawings  1 240  $67 050 
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12.12  
 
 
M Melson  

Income Statement for year ending 30 June 2008  
 
Sales  16 988 
Less Cost of goods sold  2 805 
Gross profit  14 183 

Add Other revenue 
Rent revenue  300 

14 483 

Less Other expenses 

Selling and distribution expenses 
Advertising  500 
Traveller’s expenses  300 
Sales salaries  4 200 
Delivery expenses  552  5 552 

General and administrative expenses 
Telephone  291 
Light and power  130 
Stationery  220 
Office salaries  2 000 
Rent  1 000 
Insurance  312  3 953 
 

Finance expenses 
Interest expense  784  784  10 289 

Net profit  $4 194 
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Balance Sheet as at 30 June 2008  

Assets  

Current assets  
Accounts receivable  1 524 
Inventories 10 688  12 212 

Less Current liabilities 
Bank overdraft  2 034 
Accounts payable  4 000 
GST clearing  366  6 400 
Working capital  5 812 

Add Non-current assets 

Property, plant and equipment 
Office equipment  1 200 
Motor vehicles  9 000 
Land  10 000  20 200 
Net assets  $26 012 

Owner’s equity 
Capital  22 818 
Add Net profit  4 194 

27 012  
Less Drawings  1 000  $26 012 

 

12.13  
Disagree with the statement if accrual accounting is being used. The reason for disagreeing is that when using the accrual basis of 
accounting, transactions and events are recognised when they have an economic impact on the entity. Revenue is thus recognised 
when the transaction or event occurs, not when the associated cash flow occurs.  

12.14  
In cash accounting the effects of transactions are recognised only when cash is received or paid out. Accrual accounting recognises 
transactions and events when they have an economic impact on the entity rather than when the associated cash flow occurs. Assets, 
liabilities, revenues and expenses will be recognised in the financial statements of the entity when the effects occur rather than 
when amounts are received or paid.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

364  



 

12.15  
a  

 
J Knight  

General Journal  
Dr  Cr 

2005 
Jun  30  Inventory adjustment  300 

Inventories  300 
(Inventory shortage) 

Prepaid expenses  200 
Advertising  200 

(Prepaid advertising) 

Office wages  800 
Accrued expenses  800 

(Accrued wages) 

GST collected  400 
GST clearing  400 

(Clear GST collected to GST clearing) 

GST clearing  200 
GST credits received  200 

(Clear GST credits received) 
 

b 
 
 

Income Statement for year ended 30 June 2008 
 

Sales  50 000 
Less Sales returns  1 000  49 000 

Less Cost of goods sold  18 750 
Inventory adjustment  300  19 050 
Gross profit  29 950 

Add Other revenue 
Commission revenue  2 000 
Rent revenue  250  2 250 

32 200 

Less Other expenses 

Selling and distribution expenses 
Advertising  800 
Selling expenses  1 100 
Loss on disposal of vehicle  200  2 100 

General and administrative expenses 
Office wages  1 675 
Stationery  200 
Insurance  400 
Lighting  400  2 675 

Finance expenses 
Interest expense  750  5 525 

Net profit  $26 675 
365  



 
 
 

Balance Sheet as at 30 June 2008  

$ $  

Current assets  
Cash at bank  8 000 
Accounts receivable  7 000 
Inventories  10 700 
Prepaid expenses  200  25 900 

Less Current liabilities 
Accounts payable  6 600 
GST clearing  200 
Accrued expenses  800  7 600 
Working capital  18 300 

Add Non-current assets 

Property, plant and equipment 
Vehicles  20 000 
Buildings  30 000 
Land  21 800  71 800 

90 100 

Less Non-current liabilities 
Mortgage  10 000 
Net assets  $80 100 

Owner’s equity 
Capital  54 425 
Add Net profit  26 675 

81 100  
Less Drawings  1 000  $80 100 
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12.16  
 
 
D Knowles  

Income Statement for year ended 30 June 2008  
 
Sales  150 000 
Less Sales returns  1 500  148 500 
Less Cost of goods sold  75 750 
Gross profit  72 750 

Add Other revenue 
Rent revenue  1 000 

73 750 

Less Other expenses 

Selling and distribution expenses 
Advertising  3 500 
Selling expenses  13 000  16 500 

General and administrative expenses 
Office wages  13 000 
Insurance  750 
Office expenses  2 770  16 520 

Finance expenses 
Interest expense  650  33 670 

Net profit  $40 080 
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D Knowles  
Balance Sheet as at 30 June 2008  

Assets  

Current assets  
Cash at bank  10 000 

Accounts receivable 
S Mayne  880 
V Campbell  1 350  2 230 
Inventories  10 500 
Prepaid expenses  250  22 980 

Less Current liabilities 

Accounts payable 
D Hall  875 
M Wallace  600  1 475 
GST clearing  200 
Accrued expenses  1 000 
Unearned revenue  275  2 950 
Working capital  20 030 

Add Non-current assets 

Other financial assets 
Debentures in TX Co  9 000 

Property, plant and equipment 
Office furniture  10 000 
Equipment  20 000 
Vehicles  20 000 
Buildings  15 000 
Land  19 000  84 000 

Intangibles 
Goodwill  50 000  143 000 

163 030 

Less Non-current liabilities 
Mortgage  13 200 
Net assets  $149 830 

Owner’s equity 
Capital  118 750 
Add Net profit  40 080 

158 830  
Less Drawings  9 000  $149 830 

 
 
 
 
 
 
 
368  



 

12.17  
a  

 
A Cooper  

General Journal  Dr  Cr 

Jun  30  Prepaid expenses  1 000 
Insurance  1 000 

(Insurance prepaid) 

Rent revenue  250 
Unearned revenue  250 

(Rent received in advance) 

Advertising  2 000 
Accrued expenses  2 000 

(Advertising owing 

Accrued revenue  575 
Commission revenue  575 

(Commission owing) 

Interest expense  2 000 
Accrued expenses  2 000 

(Interest owing on loan) 

GST collected  1 100 
GST clearing  1 100 

(Clear GST collected to GST clearing) 

GST clearing  350 
GST credits received  350 

(Clear GST credit received to GST clearing)  
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b  
 
 

Income Statement for year ended 30 June 2008  
 
Sales  98 000 
Less Sales returns  3 000  95 000 

Less Cost of goods sold  25 000 
Gross profit  70 000 

Add Other revenue 
Rent revenue  4 750 
Commission revenue  2 575 
Gain on disposal of furniture  1 000 
Dividends received  1 000  9 325 

79 325 

Less Other expenses 

Selling and distribution expenses 
Delivery van expenses  3 500 
Advertising  12 000  15 500 

General and administrative expenses 
Insurance  5 000 
Office expenses  4 000 
Loss by burglary  1 000  10 000 
 

Finance expenses 
Bad and doubtful debts  500 
Interest expense  7 000  7 500  33 000 

Net profit  $46 325 
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c  
 
 

Balance Sheet as at 30 June 2008 

Assets  

Current assets  
Cash in hand  1 000 
Cash at bank  10 000 

Accounts receivable 
D Davis  8 750 
B Murray  3 500 
B Edwards  1 750  14 000 
Inventories  9 000 
Accrued revenue  575 
Prepaid expenses  1 000  35 575 

Less Current liabilities 

Accounts payable 
W Hall  2 500 
GST clearing  750 
Accrued expenses  4 000 
Unearned revenue  250  7 500 
Working capital  28 075 

Add Non-current assets 

Other financial assets 
Shares in other companies  18 000 

Property, plant and equipment 
Office furniture  15 000 
Delivery vans  20 000 
Buildings  50 000 
Land  50 000  135 000 

Intangibles 
Goodwill  10 000 

191 075 

Less Non-current liabilities 
Mortgage  50 000 
Loan from bank  20 000  70 000  
Net assets  $121 075 

Owner’s equity 
Capital  84 750 
Add Net profit  46 325 

131 075  
Less Drawings  10 000  $121 075 
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12.18  
Only some adjusting entries set up temporary asset and liability accounts (prepayments and accruals) and reversing entries are made 
to cancel out these temporary accounts. Any adjusting entry that does not create a temporary asset or liability account does not 
require a reversing entry (e.g. provision for depreciation).  

12.19  
The accounting theory relevant to the determination of profit for the period is the accounting period assumption and the matching 
process. The accounting period assumption assumes that the life of a business is divided into arbitrary time periods. The continuity 
assumption assumes that the life of the business will continue indefinitely. However, parties with a financial interest in the business 
cannot wait until liquidation for profit to be determined. Hence, there is a need for a periodic calculation of revenues, expenses and 
net profit applicable to a shorter period. This period is generally one year for reporting to external parties, but can be varied for 
internal reporting. Because not all transactions fit exactly into this period, certain adjustments have to be made. All expenses must 
be matched against all revenue for the period so that the profit is as accurate as possible. This is called the ‘matching process’ and 
adjustments making this process more accurate are called balance day adjustments.  
 

12.20  
a  

 
J Nicholls  

General Journal  
Date  Particulars  Dr  Cr 
2008 
Jun  30  Inventory adjustment  200 

Inventories  200 
(Inventory shortage) 

Rent from shops  100 
Unearned revenue  100 

(Rent received in advance) 

Insurance  200 
Accrued expenses  200 

(Accrued insurance) 

Salaries  640 
Accrued expenses  640 

(Accrued salaries) 

Telephone  40 
Accrued expenses  40 

(Accrued telephone) 

Prepaid expenses  300 
Insurance  300 

(Prepaid insurance) 

Accrued revenue  250 
Interest revenue  250 

(Accrued interest) 

Bad and doubtful debts  160 
Provision for doubtful debts  160 

(Create provision of 2% of accounts receivable) 

GST collected  400 
GST clearing  400 

(Clear GST collected to clearing account) 

GST clearing  150 
GST credits received  150 

(Clear GST credits received to clearing account)  
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b  
Ledger  

Interest Revenue  

Jun  30  Amount to date  200 

Accrued revenue  250 

Rent from Shops  

Jun  30 Unearned revenue  100  Jun  30  Amount to date  4 600 

Inventory Adjustment 

Jun  30 Inventories  200 

Insurance 

Jun  30 Amount to date  1 600  Jun  30  Prepaid expenses  300 

Accrued expenses  200 

Telephone 

Jun  30 Amount to date  235 

Accrued expenses  40 

Salaries 

Jun  30 Amount to date  8 000 

Accrued expenses  640 

Bad and Doubtful Debts  

June 30 Provision for doubtful debts  160 

Provision for Doubtful Debts  

June 30  Bad and doubtful debts  160 

Inventories  

Jun  30 Balance  17 000  Jun  30  Inventory adjustment  200 

Accrued Revenue  

Jun  30 Interest revenue  250 

Prepaid Expenses 

Jun  30 Insurance  300 

Accrued Expenses 

Jun  30  Insurance  200 

Salaries  640 

Telephone  40 

Unearned Revenue  

Jun  30  Rent from shops  100 

GST Clearing  

June 30 GST credits received  150  June 30  GST collected  400 

GST Collected  

June 30 GST clearing  400  June 30  Balance  400 

GST Credits Received  

June 30 Balance  150  June 30  GST clearing  150 
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c  
 
 

Income Statement for year ended 30 June 2008 
 
Sales  40 000 
Less Returns inwards  1 746  38 254 

Less Cost of goods sold  14 486 
Inventory adjustment  200  14 686 
Gross profit  23 568 

Add Other revenue 
Commission revenue  1 560 
Interest received  450 
Rent from shops  4 500  6 510 

30 078 

Less Other expenses 

Selling and distribution expenses 
Advertising  3 000  3 000 

General and administrative expenses 
Insurance  1 500 
Rates  400 
Telephone  275 
Salaries  8 640  10 815 

Finance expenses 
Interest expense  2 000 
Bad and doubtful debts  160  2 160  15 975 

Net profit  $14 103 
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Balance Sheet as at 30 June 2008  

Assets  
Current assets  5 650 

Cash at bank 
Accounts receivable control  8 000 
Less Provision for doubtful debts  160  7 840 
Inventories  16 800 
Accrued revenue  250 
Prepaid expenses  300  30 840 

Non-current assets  

Other financial assets  
Government bonds  7 850 

Property, plant and equipment 
Motor vehicle  10 000 
Less Accumulated depreciation  

on motor vehicle  2 000  8 000 
Buildings  55 000 
Land  15 000  78 000 

Intangibles 
Goodwill  12 000    128 690 

Liabilities 

Current liabilities 
Accounts payable control  6 600 
GST clearing  250 
Accrued expenses  880 
Unearned revenue  100  7 830 

Non-current liabilities 
Mortgage on land and buildings  55 000  62 830 
Net assets  $65 860 

Owner’s equity 
Capital—J Nicholls  54 757 
Add Net profit  14 103 

68 860  
Less Drawings  3 000  $65 860 
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12.21  
a  

 
A Kent  

General Journal  
Dr  Cr 

June 30  Accrued revenue  200 
Rent revenue  200 

(Rent owing to A Kent) 

Advertising  200 
Accrued expenses  200 

(Advertising owing) 

Salaries—office  165 
—sales  150 

Accrued expenses  315 
(Salaries owing) 

Rates  125 
Accrued expenses  125 

(Rates owing) 

Depreciation of premises  1 200 
Accumulated depreciation on premises  1 200 

(Depreciation on premises) 

Provision for doubtful debts  50 
Bad and doubtful debts  50 

(Transfer bad debts to provision) 

Bad and doubtful debts  150 
Provision for doubtful debts  150 

(Increase provision to $800) 

GST collected  250 
GST clearing  250 

(Clear GST collected to GST clearing) 

GST clearing  100 
GST credits received  100 

(Clear GST credits received to GST clearing)  
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c  
 
 

Income Statement for year ended 30 June 2008  
 
Sales  25 000 
Less Sales returns  100  24 900 

Less Cost of goods sold  23 460 

Gross profit  1 440 

Add Other revenue 
Interest revenue  30 
Rent revenue  400  430 

1 870 

Less Other expenses 

Selling and administrative expenses 
Advertising  1 000 
Cartage on sales  240 
Salaries—sales  2 790  4 030 

General and administrative expenses 
Motor vehicle expenses  400 
Depreciation of premises  1 200 
Office expenses  260 
Salaries—office  2 025 
Rates  475  3 360 

Finance expenses 
Bank charges  40 
Bad and doubtful debts  150  190  8 580 
Net loss  ($6 710) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

377  



 
 
 

Balance Sheet as at 30 June 2008  

Assets  

Current assets  
Cash in hand  180 
Cash at bank  2 670 
Accounts receivable  1 700 
Less Provision for doubtful debts  800  900 

Inventories  4 000 
Accrued revenue  200  7 950 

Non-current assets 

Property, plant and equipment 
Motor vehicle  6 000 
Less Accumulated depreciation on motor vehicle  5 000  1 000 

Premises  10 000 
Less Accumulated depreciation  1 200  8 800 
Land  8 000  17 800  25 750 

Liabilities 

Current liabilities 
Accounts payable  1 750 
GST clearing  150 
Accrued expenses  640  2 540 

Non-current liabilities 
Mortgage on premises  11 000  13 540 
Net assets  $12 210 

Owner’s equity 
Capital—A Kent  19 000 
Less Net loss  6 710 

12 290  
Less Drawings  80  $12 210 
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12.22  
 

 
T Mellifont  

General Journal  
Date  Particulars  Dr  Cr 
Dec 31  Inventory adjustment  400 

Inventories  400 
(Shortage as per stocktake) 

Salaries—sales  50  
Accrued expenses  50 

(Salaries outstanding) 

Electricity  40  
Accrued expenses  40 

(Accrued light and power) 

Prepared expenses  300  
Insurance  300 

(Prepaid insurance) 

Accrued revenue  250  
Commission revenue  250 

(Commission still to be received) 

Provision for doubtful debts  2 100 
Bad and doubtful debts  2 100 

(Transfer of bad debts to provision) 

Bad and doubtful debts  2 130 
Provision for doubtful debts  2 130 

(New provision for doubtful debts) 

Depreciation of showroom fittings  640 
Accumulated depreciation on showroom fittings  640 

(Depreciation on showroom fittings) 

Depreciation on manager’s car  3 950 
Accumulated depreciation on manager’s car  3 950 

(Depreciation on manager’s car) 

Depreciation on office equipment  230 
Accumulated depreciation on office equipment  230 

(Depreciation on office equipment)  

Prepaid expenses  100 
Stationery  100 

(Stock of stationery) 

GST collected  600 
GST clearing  600 

(Clear GST collected and GST clearing) 

GST clearing  400 
GST credits received  400 

(Clear GST credits received to GST clearing)  
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Income Statement for year ended 31 December 2008  
 
Sales  150 640 
Less Returns inwards  1 400  149 240 

Less Cost of goods sold  67 500 

Inventory adjustment  400  67 900 
Gross profit  81 340 

Add Other revenue 
Commission revenue  8 550 
Gain on sale of non-current assets  250  8 800 

90 140 

Less Other expenses 
Selling expenses 
Advertising  2 600 
Car expenses—sales  1 300 
Commission—sales  2 300 
Delivery expenses  1 460 
Depreciation on showroom fittings  640 
Salaries—sales  28 650  36 950 

General and administrative expenses 
Depreciation on manager’s car  3 950 
Depreciation on office equipment  230 
Electricity  440 
General administrative expenses  5 990 
Insurance  400 
Office rent  10 200 
Stationery  770 
Telephone  750  22 730 

Finance expenses 
Bad and doubtful debts  2 130 
Interest expense  300  2 430  62 110 

Net profit  $28 030 
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Balance Sheet as at 31 December 2008  

Assets  

Current assets  
Petty cash advance  40 
Accounts receivable  14 000 
Less Provision for doubtful debts  200 13 800 
Inventories  16 300 
Accrued revenue  250 
Prepaid expenses  400  30 790 

Non-current assets 

Property, plant and equipment 
Manager’s car  15 800 
Less Accumulated depreciation on manager’s car  3 950 11 850 
Office equipment  2 300 
Less Accumulated depreciation on office equipment  230 2 070 
Showroom fittings  3 600 
Less Accumulated depreciation on showroom fittings  1 040 2 560  16 480 

Intangibles 
Goodwill  4 500  51 770 

Liabilities 

Current liabilities 
Bank overdraft  8 700 
Accounts payable control  6 000 
GST clearing  200 
Accrued expenses  90  14 990 
Net assets  $36 780 

Owner’s equity 
Capital—T Mellifont  9 250 
Add Net profit  28 030 

37 280  
Less Drawings  500  $36 780 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
381  



 

12.23  
 
 
E Hoover  

Income Statement for year ended 31 December 2008  
 
Sales  148 210 
Less Sales returns  2 610  145 600 
Less Cost of goods sold  88 100 
Gross profit  57 500 

Add Other revenue 
Commission revenue  270 
Interest revenue  780 
Rent revenue  8 010  9 060 

66 560 

Less Other expenses 

Selling and distribution expenses 
Advertising  680 
Delivery vehicle expenses  1 840 
Depreciation on delivery vehicles  3 720 
Sales salaries  41 080  47 320 

General and administrative expenses 
Depreciation on building  4 015 
Depreciation on office furniture  1 545 
Electricity  890 
Insurance  430 
Office expenses  390 
Office salaries  16 900 
Postage  190 
Rates  210 
Stationery  90 
Telephone  1 270  25 930 

Finance expenses 
Bad and doubtful debts  2 250 
Bank charges  140 
Interest expense  2 000  4 390  77 640 

Net loss  ($11 080) 
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Balance Sheet as at 31 December 2008 

Assets  

Current assets  
Petty cash  30 
Bank  1 390 
Accounts receivable  15 000 
Less Provision for doubtful debts  300  14 700 

Inventories  15 200 
Accrued revenue  390 
Prepared expenses  180  31 890 

Non-current assets 

Other financial assets 
Government bonds  8 000 

Property, plant and equipment 
Office furniture  10 300 
Less Accumulated depreciation on office furniture  4 635  5 665 
Delivery vehicle  20 480 
Less Accumulated depreciation on delivery vehicle  9 320  11 160 
Building  80 300 
Less Accumulated depreciation on building  8 015  72 285 
Land  10 000  99 110  139 000 

Liabilities 

Current liabilities 
Accounts payable  18 000 
GST clearing  780 
Accrued expenses  2 000 
Unearned revenue  400  21 180 

Non-current liabilities 
Mortgage on building  40 000  61 180 

Net assets  $77 820 

Owner’s equity 
Capital—E Hoover  90 000 
Less Net loss  11 080 

78 920  
Less Drawings  1 100  $77 820 
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12.24  
 
 
S Wilson  

Income Statement for year ended 30 June 2008 
 
Sales   75 000 
Less Sales returns      2 000    2 000

Less Cost of goods sold   43 100 
Inventory adjustment    50 43 150
Gross profit  29 850

Add Other revenue 
Commission revenue  220 
Rent revenue   4 150 4 370

34 220

Less Other expenses 

Selling and distribution expenses 
Advertising  750 
Depreciation on delivery vehicle  800 
Delivery vehicle expenses  430 
Salaries—sales  16 585  18 565 

General and administrative expenses 
Insurance  2 760 
Depreciation on office furniture  600 
Rates  900 
Telephone  460  4 720 

Finance expenses 
Bad and doubtful debts  450 
Bank charges  100 
Interest on mortgage  5 000  5 550 28 835 

Net profit   $5 385 
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Balance Sheet as at 30 June 2008 

Assets  

Current assets  
Petty cash advance  40 
Accounts receivable control  7 000 
Less Provision for doubtful debts  500 6 500 

Inventories  9 950 
Prepaid expenses  40 
Accrued revenue  150  16 680 

Non-current assets 

Property, plant and equipment 
Office furniture  4 000 
Less Accumulated depreciation on office furniture  1 600 2 400 
Delivery van  8 000 
Less Accumulated depreciation on delivery van  3 200 4 800 
Land  50 000  57 200  73 880 

Liabilities 

Current liabilities 
Bank overdraft  16 550 
Accounts payable  6 400 
GST clearing  540 
Accrued expenses  85  23 575 

Non-current liabilities 
Mortgage on land  20 000  43 575 
Net assets  $30 305 

Owner’s equity 
Capital—S Wilson  25 420 
Add Net profit  5 385 

30 805  
Less Drawings  500  $30 305 
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12.25  
 
 
P Rasick  

Income Statement for year ended 30 June 2008 
 
Sales  250 600 
Less Sales returns  2 900  247 700 

Less Cost of goods sold  124 630 
Inventory adjustment  200  124 830 

Gross profit  122 870 

Add Other revenue 
Dividends received  180 

123 050 

Less Other expenses 

Selling and distribution expenses 
Advertising  1 690 
Cartage outwards  790 
Depreciation on shop equipment  1 500 
Salaries—sales  27 850  31 830 

General and administrative expenses 
Depreciation on buildings  1 000 
Depreciation on furniture  600 
Insurance  870 
Rates  1 900  4 370 

Finance expenses 
Bad and doubtful debts  238 
Bank charges  370 
Interest on mortgage  1 000  1 608  37 808 

Net profit  $85 242 
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Balance Sheet as at 30 June 2008  

Assets  

Current assets  
Petty cash  20 
Cash at bank  1 640 
Accounts receivable  8 600 
Less Provision for doubtful debts  258  8 342 

Inventories  52 500 
Prepaid expenses  40  62 542 

Non-current assets 

Other financial assets 
Shares in XYZ Ltd  10 000 

Property, plant and equipment 
Furniture  3 000 
Less Accumulated depreciation on furniture  1 200  1 800 
Shop equipment  8 500 
Less Accumulated depreciation on shop equipment  4 000  4 500 
Building  20 000 
Less Accumulated depreciation on buildings 3 000  17 000 
Land  30 000  53 300 

Intangibles 
Goodwill  14 500 140 342 

Liabilities 

Current liabilities 
Account payable  3 000 
GST clearing  1 120 
Accrued expenses  350  4 470 

Non-current liabilities 
Loan on mortgage  10 000 14 470 

Net assets  $125 872 

Owner’s equity  40 840 
Add Net profit  85 242 

126 082  
Less Drawings  210 $125 872 
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12.26  
Concept map.  

12.27  
The four qualitative characteristics of financial information are relevance, reliability, comparability and understandability. Relevance 
and reliability are the two main characteristics and both need to be balanced against each other in deciding what information is to 
be included in general purpose financial reports. Financial information must also be able to satisfy the requirements of 
comparability and understandability.  

Relevance  
To be relevant an item must be meaningful, significant and/or substantial. For information to be relevant it must assist users in 
making and evaluating decisions. It allows users to assess whether preparers have discharged their obligation of accountability. In 
addition, information is relevant if it confirms past information through feedback or helps to predict future information. 
Information may prove to be relevant because of its nature and/or its magnitude. Obviously, the timeliness of such information is 
also vital if it is to be relevant and useful. Relevance is affected by materiality. Materiality refers to the importance of an item to the 
particular entity. Materiality is a relative concept and so it needs to be determined with the particular organisation in mind. What is 
material for one entity may be immaterial for another entity. Judgement is important in these circumstances. Published reports may 
delete immaterial information.  

Reliability  
Reliability means to be able to depend confidently on something. It must be credible, trustworthy and dependable. To be reliable, 
financial information must faithfully represent events, and be free from bias and undue error. Generally, information that is reliable 
is supported by adequate documentation such as source documents. Independent audit is important to ensure reliability.  

Comparability  
It is desirable to compare aspects of an entity over a period of time and also desirable to compare one entity with others and/or 
with industry averages at a point in time or over a period of time. Consistent measurement and display is important if proper 
comparability is to be achieved. Should a change in accounting method or policy be desirable, comparability would have to be 
sacrificed. Such a change would be disclosed to interested parties to aid their decision-making.  

Understandability  
Accountants should present information in the most understandable manner possible without sacrificing relevance or reliability. 
General purpose reports should be prepared with the interests of users in mind. However, accounting is complex, and preparers 
should not misstate information by trying to over-simplify its presentation. Given that preparers work under this assumption, users 
must exercise some diligence and proficiency in reviewing reports, and seek advice where necessary.  
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12.28  
a  i  Disagree. Personal investment portfolio should not be shown in the business records. 
 ii   Disagree. Should have been treated as an expense in both periods (materiality, comparability). 
 iii  This is debatable. If a proper valuation is obtained by an independent valuer at $50 000 and the firm will continue to have 

valuations every 3 years (see Chapter 14, page 547), the $50 000 is acceptable.  
Otherwise, the value of the land should be shown as $20 000.  

 iv Agree. The $100 000 profit should not be shown in the firm’s records.  
 v  Agree.  
b i  According to the accounting entity assumption the owner is treated as an outsider and as such personal assets of the 

owner should not be recorded in the books of the business.  
 ii  The characteristic of comparability requires consistent measurement and recording if proper comparability is to be 

achieved. Also, the characteristic of relevance through materiality is applied. Even though the item will last for 6 years, it is 
not treated as a non-current asset as it only costs $15.  

 iii  Historical cost assumption assumes that business transactions are recorded in terms of their cost at the time the 
transaction occurred. Standards allow for non-current assets to be valued at fair value, if desired. 

 iv Unrealised profits should not be shown. Prudence (conservatism), which is part of the qualitative characteristic reliability, 
should not allow a unrealised profit on an unsigned contract to be entered into the books.  

 v The changes resulting from changes in accounting standards must be disclosed. This is necessary for the qualitative 
characteristic of comparability to be satisfied.  

12.29  
Spreadsheet application.  

12.30  
Chapter summary.  
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12.31  
 
 
Bill’s Groceries  

Income Statement for year ended 30 June 2008  
 
Sales  100 000 
Less Sales returns  1 000  99 000 
Less Cost of goods sold  27 000 
Gross profit  72 000 

Add Other revenue 
Commission revenue  750 
Rent revenue  1 850 
Gain on sale of office furniture  100  2 700 

74 700 

Less Other operating expenses 

Selling and distribution expenses 
Delivery van expenses  750 
Advertising  2 500 
Wrapping expenses  250  3 500 

General and administrative expenses 
Office salaries  1 000 
Insurance  250  1 250 

Finance expenses 
Interest expense  1 600 
Credit/debit card fees  150  1 750  6 500 

Net profit  $68 200 
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Balance Sheet as at 30 June 2008  

Assets  
Current assets  
Cash on hand  100  
Cash at bank  2 750 

Accounts receivable 
J Jones  750 
A Lingard  110 
B Call  1 750 2 610 
Inventories  9 000  14 460 

Less Current liabilities 

Accounts payable 
S Hutton  150 
V Miller  1 000 1 150 
GST cleaning  750  1 900 
Working capital  12 560 

Add Non-current assets 

Other financial assets 
Shares in ABC Co  2 000 

Property, plant and equipment 
Office furniture  8 000 
Equipment  2 000 
Delivery van  10 000 
Buildings  13 000 
Land  40 000  73 000 

Intangibles 
Patents  3 000 
Goodwill  15 000  18 000 

105 560 

Less Non-current liabilities 
Loan  10 000 

Net assets  $95 560 

Owner’s equity 
Capital (01.07.07)  28 360 
Add Net profit  68 200 

96 560  
Less Drawings  1 000  $95 560 
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12.32  
a  The report has been prepared in accordance with the Corporations Act, Accounting Standards, Urgent Issues Group 

interpretations and other requirements of the law.   Historical cost assumption; comparability.  
b  Generally, revenue is recognised only when it is probable that the economic benefits comprising the revenue will flow to the 

entity and that the flow can be reliably measured.  
c  Current assets.  
d Depreciation — straight-line basis, over the estimated useful life of the asset.  
e  Goodwill — cost of acquisition less fair value of net assets acquired;  brand names, liquor licences, gaming licences — cost, 

indefinite life, so not amortised; research and development — mostly expensed, only some development expenditure  
capitalised at cost and amortised according to annual impairment losses. 

f  $4120.8 million; $9225.6 million; $4874.3 million; $4214.5 million; $4257.6 million. 
g  $37 849.7 million: revenue from sale of goods $37 734.2 million; other operating revenue $115.5 million, rent $28.7 million, 

profit on sales of non-current assets $16.7 million, other $99.5 million. 
h  Rent, possibly interest. 
i  Bad and doubtful debts and other impairments to receivables; employee benefits; depreciation; amortisation; interest expense.  
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Chapter 13  
Cash Flow Statement   

13.1  
The main purpose of a Cash Flow Statement is to highlight the material operating, financing and investing activities of the entity 
during a period. The statement should also clarify information shown in the financial statements by disclosing cash flows in and out 
of the entity, which may not be readily revealed in the conventional statements. It should assist management in understanding 
changes in financial position, assist external users in making decisions concerning capital contributions or loans, assist in assessing 
the ability of an entity to generate cash flows in the future, assist the development and evaluation of investment expenditure 
programs, which could involve changes in the scope and/or nature of a business’s activities and assist in obtaining external finance 
where necessary.  

13.2  
Cash means cash on hand and demand deposits (such as cash at bank). Cash equivalents are short-term, highly liquid investments 
which are readily converted to cash (such as deposits on call).  

Cash flows are inflows and outflows of cash and cash equivalents.  

13.3  
The main inflows for a trading concern would include receipts from customers for sales, or fees for services, and other receipts 
such as interest, dividends, rent, commissions, government grants, proceeds from disposal of non-current assets or other 
investments, such as shares, bonds or loans, receipts from owners for capital contributions or shares, and loans from banks and 
other financial institutions. The main outflows would include payments for operating expenses such as purchases, wages interest, 
rates, taxes, other administrative and selling expenses, payments for the purchase of non-current assets or other investments such 
as shares, bonds or loans, drawings or dividends paid to owners and repayment of borrowings.  

The main difference in inflows from government organisations and financial institutions would be in the nature of the 
inflows and outflows. Government organisations receive their major inflows through taxes, stamp duty, rates, levies and charges for 
services provided, and outflows result from such items as provision of government services and grants to other organisations.  

The main inflow for financial institutions would be receipts from customers by way of deposits and loan repayments, and the 
major outflows would result from lending or investing the funds received and repaying deposits.  

13.4  
a Non-cash  f  Non-cash 
b Cash  g  Cash 
c Cash  h  Non-cash 
d Non-cash  i  Non-cash 
e Cash  j  Non-cash 
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13.5  
 

T Thompson  
Cash Flow Statement for the year ended 30 June 2008  

 
Cash flows from operating activities  

Inflows  
Receipts from customers  219 000 

Outflows 
Payments to suppliers for purchases  130 000 

Payments to employees  30 000 

Interest paid  10 000 

Payments for other operating expenses  37 000  207 000 

Net cash provided by operating activities  12 000 

Cash flows from investing activities 

Outflows 
Payment for non-current assets and other investments 

Plant and equipment  10 000 

Net cash provided by investing activities  (10 000) 

Cash flows from financing activities 

Inflows 
Proceeds from capital contributions  48 000 

Outflows 
Repayment of borrowings  10 000 

Net cash provided by financing activities  38 000 

Net increase (decrease) in cash held  40 000 

Cash at beginning of reporting period  100 000 
Cash at end of reporting period  $140 000 

 
 
 

Ledger extract 

Capital  No 5101 

2008  2007 

June 30 Balance c/d  355 000  Jul 1 Balance b/d  288 000 

2008 

June 30 Net profit  19 000 

Cash  48 000 

$355 000  $355 000 
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13.6  
 

RIP Industries  
Cash Flow Statement for the year ended 30 June 2008  

 
Cash flows from operating activities  

Inflows  
Receipts from customers  145 000 

Dividends received  1 000  146 000 

Outflows 
Payments to suppliers for purchases  130 000 

Interest paid  11 000 

Payments for other operating expenses  27 000  168 000 

Net cash used in operating activities  (22 000) 

Cash flows from investing activities 

Outflows 
Payments for non-current assets and other investments 

Shares  30 000 

Land  50 000 

Net cash used in investing activities  (80 000) 

Cash flows from financing activities 

Inflows 
Proceeds from capital contributions  12 000 

Proceeds from borrowing  10 000 

Net cash provided by financing activities  22 000 

Net increase (decrease) in cash held  (80 000) 

Cash at beginning of reporting period  10 000 
Cash at end of reporting period  ($70 000) 

 
 
 

Ledger extract 

Capital  No 5101 

2008  2007 

June 30 Net loss  24 000  Jul 1 Balance b/d  67 000 

Balance c/d  55 000  2008 

June 30 Cash  12 000 

$79 000  $79 000 
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13.7  
 
 
Video Rent  

Cash Flow Statement for the year ended 30 June 2008  
 
Cash flows from operating activities  

Inflows  
Receipts from customers  250 000 

Interest received  1 000  251 000 

Outflows 
Payments to suppliers for purchases  79 000 

Payments to employees  43 000 

Interest paid  14 000 

Payments for other operating expenses  61 000  197 000 

Net cash provided by operating activities  54 000 

Cash flows from investing activities 

Outflows 
Payments for non-current assets and other investments 

Fixtures and fittings  8 000 

Net cash used in investing activities  (8 000) 

Cash flows from financing activities 

Outflows 
Repayment of borrowings  10 000 

Payment of drawings  29 000  39 000 

Net cash used in financing activities  (39 000) 

Net increase (decrease) in cash held  7 000 

Cash at beginning of reporting period  50 000 
Cash at end of reporting period  $57 000 

 
 

Workings 
Inventory 

Balance b/d  270 000  Cost of video hire  85 000 

Accounts payable  
(Purchases)  80 000  Balance c/d  265 000 

$350 000  $350 000 

Accounts Payable 

Cash  79 000  Balance  80 000 

Balance  81 000  Inventories (Purchases)  80 000 

$160 000  $160 000 

Expenses 

Cash  61 000  Balance  10 000 

Balance  12 000  Profit and loss  63 000 

$73 000  $73 000 
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13.8  
 

P Potter  
Cash Flow Statement for the year ended 30 June 2008  

 
Cash flows from operating activities  

Inflows  
Receipts from customers for sales/services  493 000 

(100 000 + 393 000) 

Outflows 
Payments to suppliers for purchases  187 000 

Payments to employees  101 000 

Payments for other operating expenses  166 000  (454 000) 

Net cash provided by operating activities  39 000 

Cash flows from investing activities 

Outflows 
Payments for non-current assets and other investments 

Motor vehicles  (22 000) 

Net cash used in investing activities  (22 000) 

Net increase (decrease) in cash held  17 000 

Cash at beginning of reporting period  27 000 
Cash at end of reporting period  $44 000 

 
 

Workings 
Accounts Receivable 

Balance  20 000  Cash  393 000 

Sales  406 000  Balance  33 000 

$426 000  $426 000 

Inventory 

Balance b/d  21 000  Cost of goods sold  194 000 

Accounts payable  
(Purchases)  200 000  Balance c/d  27 000 

$221 000  $221 000 

Accounts Payable 

Cash  187 000  Balance  14 000 

Balance  27 000  Inventories (Purchases)  200 000 

$214 000  $214 000 

Wages 

Cash  101 000  Accrued wages  1 000 

Profit and loss  100 000 

$101 000  101 000 

Accrued wages  

Wages  1 000  Balance b/d  1 000 
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13.9  
 
 
Grocery Industries  

Cash Flow Statement for the year ended 30 June 2008 
 
Cash flows from operating activities  

Receipts from customers  342 000 

Outflows 
Payments to suppliers for purchases  220 000 

Interest paid  19 000 

Payments for other operating expenses  85 000  324 000 

Net cash provided by operating activities  18 000 

Cash flows from investing activities 

Outflows 
Payment for non-current assets and other investments 

Land  40 000 

Net cash used in investing activities  (40 000) 

Cash flows from financing activities 

Inflows 
Proceeds from borrowings 

Mortgage  40 000 

Net cash provided by financing activities  40 000 

Net increase (decrease) in cash held  18 000 

Cash at beginning of reporting period  (20 000) 
Cash at end of reporting period  ($2 000) 
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Workings  

Accounts Receivable  

Balance b/d  55 000  Bad debts  8 000 

Sales  360 000  Cash  342 000 

Balance c/d  65 000 

$415 000  $415 000 

Expenses 

Prepaid expenses  5 000  Accrued expenses  15 000 

Cash  85 000  Profit and loss  70 000 * 

Accrued expenses  5 000  Prepaid expenses  10 000 

$95 000  $95 000 

Accounts Payable 

Cash  220 000  Balance b/d  85 000 

Balance c/d  100 000  Inventories (Purchases)  235 000 

$320 000  $320 000 

Inventories 

Balance b/d  80 000  Cost of goods sold  215 000 

Accounts payable  
(Purchases)  235 000  Balance c/d  100 000 

$315 000  $315 000 

Accrued Expenses 

Expenses  15 000  Balance b/d  15 000 

Balance c/d  5 000  Expenses  5 000 

$20 000  $20 000 

Prepaid Expenses 

Balance b/d  5 000  Expenses  5 000 

Expenses  10 000  Balance c/d  10 000 

$15 000  $15 000 
 
*  Expenses  include advertising, delivery expenses, insurance, office expenses. 
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13.10  
 
 
E Friar  

Cash Flow Statement for the year ended 30 June 2008 
 
Cash flows from operating activities  

Inflows  
Receipts from customers  313 300 

Outflows 
Payments to suppliers for purchases  308 000 

Interest paid  3 000 

Payments for other operating expenses  21 300  332 300 

Net cash used in operating activities  (19 000) 

Cash flows from investing activities 

Inflows 
Proceeds from sale of non-current assets and other investments 

Government bonds  1 000 

Outflows 
Plant and machinery  10 000 

Net cash used in investing activities  (9 000) 

Cash flows from financing activities 

Inflows 
Proceeds from borrowings 

Mortgage  5 000 

Outflows 
Payments of drawings  (12 000 ) 

Net cash used in financing activities  (7 000) 

Net increase (decrease) in cash held  (35 000) 

Cash at beginning of reporting period  (28 000) 
Cash at end of reporting period  ($63 000) 
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[Error in text—Goodwill should be Patent. Also on p. 505, Goodwill should be Patent and on p. 506, 
Amortisation of Patent] Amortisation of Goodwill should be 



 
 
Workings  

Accounts Receivable  

Balance  41 000  Bad debts  6 000 

Sales  316 300  Cash  313 300 

Balance  38 000 

$357 300  $357 300 

Accounts Payable 

Cash  308 000  Balance  25 000 

Balance  22 000  Inventories (Purchases)  305 000 

$330 000  $330 000 

Inventories 

Balance  20 000  Cost of goods sold  308 000 

Accounts payable  
(Purchases)  305 000  Balance c/d  17 000 

$325 000  $325 000 

Expenses 

Prepaid expenses  5 000  Accrued expenses  2 000 

Cash  21 300  Profit and loss  22 300 * 

Accrued expenses  4 000  Prepaid expenses  6 000 

$30 300  $30 300 

Bad Debts 

Accounts receivable  6 000  Provision  6 000 

Provision  5 500  Profit and loss  5 500 

$11 500  $11 500 

Provision for Doubtful Debts 

Bad debts (transfer)  6 000  Balance  2 000 

Balance  1 500  Bad debts  5 500 

$7 500  $7 500 

Prepaid Expenses 

Balance  5 000  Expenses  5 000 

Expenses  6 000  Balance c/d  6 000 

$11 000  $11 000 

Accrued Expenses 

Expenses  2 000  Balance b/d  2 000 

Balance c/d  4 000  Expenses  4 000 

$6 000  $6 000 

Capital 

Profit and loss (net loss)  41 500  Balance b/d  97 000 

Drawings (cash)  12 000 

Balance c/d  43 500 

$97 000  $97 000 
 
*  Expenses include customs duty and other operating expenses.  401 
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Annistane Wholesalers  

Cash Flow Statement for year ended 30 June 2008  
 
Cash flows from operating activities  

Inflows  
Receipts from customers  567 960 

Interest received    1 810  569 770 

Outflows 
Payments to suppliers and employees  512 960 

Payments for interest  1 830  514 790 

Net cash provided by operating activities  54 980 

Cash flows from investing activities 

Outflows 
Payments for non-current assets and other investments  66 000 

Net cash used in investing activities  (66 000) 

Cash flows from financing activities 

Inflows 
Capital contributions  4 000 

Proceeds from borrowings  9 000  13 000 

Outflows 
Repayment of borrowings  3 000 

Payment of drawings  6 000  9 000 

Net cash provided by financing activities  4 000 

Net increase (decrease) in cash held  (7 020) 

Cash at the beginning of the reporting period  9 200 
Cash at end of the reporting period  $2 180 
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Receipts from Customers Working  
 (Accounts Receivable)  

July  1 Balance  18 000  During  Sales returns  35 000 
year  

During Sales  560 000   
year  GST applicable to customers  47 900  Bad debts  940 

Cash  567 960 

June 30 Balance  22 000 

$625 900  $625 900 

Bad and Doubtful Debts  

During  Accounts receivable  940  June 30 Provision for doubtful debts  940 
year  

June 30 Provision for doubtful debts  1 400  Profit and loss  1 400 

$2 340  $2 340 

Provision for Doubtful Debts 

June 30  Bad debts  940  July  1 Balance (opening)  240 

Balance (closing)  700  June 30 Bad debts  1 400 

$1 640  $1 640 

Interest Revenue 

July  1 Accrued (opening)  130  During  Cash   1 810 
year 

June 30 Profit and Loss   1 900  June 30  Accrued (closing)  220 

  $2 030    $2 030 
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Payments to Suppliers and Employees Working  
 (Accounts Payable)  

During  July  1  Balance (opening)  6 400 
year 

During  Inventories (Purchases)  295 000 
year 

Other expenses  
(excluding depreciation,  
bad debts and interest)  173 500 * 

Prepaid expenses (opening)  200  Prepaid expenses (closing)  160 

Accrued expenses (closing)  2 100  Accrued expenses (open)  1 400 

Cash  512 960  GST applicable to suppliers  36 900 

June 30  Balance  8 000  GST debt to ATO (GST clearing)9 900 

$523 260  $523 260 

Inventories 

July  1  Balance  75 000  June 30  Cost of goods sold  278 000 

During  Accounts payable  
year  (Purchases)  295 000  Balance  92 000 

$370 000  $370 000 

Interest Expense 

During  Cash  1 830  July  1  Accrued (opening)  0 
year 

June 30  Accrued (closing)  0  June 30  Profit and loss  1 830 

$1 830  $1 830 

Property, Plant and Equipment** 

Balance (opening)  66 000  

Cash  66 000  Balance (closing)  132 000 

$132 000  $132 000 

Borrowings  

During  Cash repayments  3 000  July  1  Balance (opening)  14 000 
year  

June 30  Balance (closing)  20 000  During  Cash borrowings  9 000 
year  

$23 000  $23 000 

Capital  

During  Drawings  6 000  July  1  Balance (opening)  122 590 
year 

During  Profit  53 370 
year 

June 30   Balance (closing)  173 960  Cash  4 000 

$179 960  $179 960 

* $11 100 + $1400 + $16 000 + $145 000 = $173 500.  

** This is the total furniture, motor vehicles and equipment.  
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13.12  
 
 
Zanders Hardware  

Cash Flow Statement for year ended 30 June 2008  
 
Cash flows from operating activities  

Inflows  
Receipts from customers  505 700  

Interest received    1 300  507 000 

Outflows 
Payments to suppliers and employees  480 800 

Payments for interest  4 920  485 720 

Net cash provided by operating activities  21 280 

Cash flows from investing activities 

Outflows 
Payments for non-current assets and other investments  9 500 

Net cash used in investing activities  (9 500) 

Cash flows from financing activities 

Inflows 
Capital contributions  12 000 

Proceeds from borrowings  27 000  39 000 

Outflows 
Repayment of borrowings  7 000 

Payment of drawings  34 000  41 000 

Net cash provided by financing activities  (2 000) 

Net increase (decrease) in cash held  9 780 

Cash at the beginning of the reporting period  (9 590) 
Cash at end of the reporting period  $190 
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Receipts from Customers Working  

 (Accounts Receivable)  

July  1 Balance  6 300  During  Sales returns  26 000 
year 

During Sales  486 000    
year  

Rent revenue  7 100  Bad debts  200 

GST applicable to customers  43 400  Cash  505 700 

June 30  Balance  10 900 

$542 800  $542 800 

Bad and Doubtful Debts  

During Accounts receivable  200  June 30 Provision for doubtful debts  200 
year 

June 30 Provision for doubtful debts  400  Profit and loss  400 

$600  $600 

Provision for Doubtful Debts 

June 30 Bad debts  200  July  1 Balance (opening)  100 

Balance (closing)  300  June 30  Bad debts  400 

$500  $500 

Interest Revenue 

July  1 Accrued (opening)  600  During  Cash   1 300 
year 

June 30 Profit and loss  1 900  June 30  Accrued (closing)  1 200 

$2 500  $2 500  
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Payments to Suppliers and Employees Working  
 (Accounts Payable)  

During  July  1  Balance (opening)  5 800 
year 

Prepaid expenses (opening)  400  During  Inventories (Purchases)  385 000 

Accrued expenses (closing)  320  year  Other expenses 
(excluding depreciation  
and interest)  67 500 * 

Cash  480 800  Prepaid expenses (closing)  170 

Accrued expenses (opening)  250 

GST applicable to suppliers  33 550 

June 30  Balance  20 000  GST debt to ATO (GST clearing)9 250 

$501 520  $501 520 

Inventories 

July  1  Balance  105 000  June 30  Cost of goods sold  380 000 

During  Accounts payable  
year  (Purchases)  385 000  Balance  110 000 

$490 000  $490 000 

Interest Expense 

During  Cash  4 920  July  1  Accrued (opening)  0 
year 

June 30  Accrued (closing)  0  June 30  Profit and loss  4 920 

$4 920  $4 920 

Property Plant and Equipment 

Balance (opening)  184 000  Balance (closing)  193 500 

Cash  9 500 

$193 500  $193 500 

Borrowings  

During  Cash repayments  7 000  July  1  Balance (opening)  35 000 
year  

June 30  Balance (closing)  55 000  During  Cash borrowings  27 000 
year  

$62 000  $62 000 

Capital  

During  Drawings  34 000  July  1  Balance (opening)  238 360 
year 

During  Profit  11 780 
year 

June 30  Balance (closing)  228 140  Cash  12 000 

$262 140  $262 140 
 
* $1 400 + $2 100 + $64 000 = $67 500.  
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13.13  
Chapter summary.  

13.14  
 
 
Allan’s Trading Co  

Cash Flow Statement for the year ended 31 December 2008  
 
Cash flows from operating activities  

Inflows  
Receipts from customers  149 700 

Outflows 
Payments to suppliers for purchases  80 000 

Payments to employees  22 300 

Interest paid  21 900 

Payments for other operating expenses  9 000 *  133 200 

Net cash provided by operating activities  16 500 

Cash flows from investing activities 

Outflows 
Payments for non-current assets and other investments 

Furniture and fittings  10 000 

Net cash used in investing activities  (10 000) 

Cash flows from financing activities 

Inflows 
Proceeds from borrowings 

Mortgage  44 000 

Outflows 
Repayment of borrowings 

Mortgage  24 000 

Payment of drawings  47 300  71 300 

Net cash used in financing activities  (27 300) 

Net increase (decrease) in reporting period  (20 800) 

Cash at beginning of reporting period  10 000 
Cash at end of reporting period  ($10 800) 

 
 
* $2000 (office supplies) + $2000 (rates) + $3000 (advertising) + $2000 (insurance).  
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[Error in text—In the Income Statement, Amortisation of Goodwill should be Amortisation of 
Trademark; in the Balance Sheet, Goodwill should be Trademark] 



 
 
Workings  

Mortgage 

 

During  Cash 
year  (12 x 2000) 
 
 
 
Dec 31  Balance c/d 
 
 
 

During  Drawings (cash) 
year 

Dec 31  Balance c/d 
 
 
 

Jan 1  Balance c/d 

During  Sales 
year 
 
 
 
 
 
 

Dec 31  Bad debts 

Balance c/d 
 
 
 

During  Accounts receivable 
year 

Dec 31  Provision for 
doubtful debts 

 
 
 

During  Cash 
year 

Dec 31  Balance c/d 
 
 
 
 
 
Jan 1  Balance 

During  Accounts payable 
year  (Purchases) 

 

Jan 1 
24 000 

During 
year 

220 000 

$244 000 

Capital 

47 300  Jan 1 
 

223 700  Dec 31 

$271 000 

Accounts Receivable 

90 000  During 
year 

182 000 
 
 

Dec 31 

$272 000 

Provision for Doubtful Debts 

12 300  Jan 1 

1 500  Dec 31 

$13 800 

Bad Debts 

12 300  Dec 31 
 
 

12 800 

$25 100 

Accounts Payable 

80 000  Jan 1 
 

70 000  During 
year 

$150 000 

Inventories 

105 000 
 

90 000  Dec 1 

$195 000 

Balance b/d  200 000 

Cash (borrowings)  44 000 

$244 000 

Balance  237 300 

(Net profit) Profit and loss  33 700 

$271 000 

Cash  149 700 

  

Bad debts  12 300 

Balance c/d  110 000 

$272 000 

Balance  1 000 

Bad debts  12 800 

$13 800 

Provision for doubtful debts  12 300 

Profit and loss  12 800 

$25 100 

Balance b/d  60 000 

Inventories (Purchases)  90 000 

$150 000 

Cost of goods sold  73 000 

Balance  122 000 

$195 000  
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Interest Expense 

Dec 31  Interest accrued 

During  Cash 
year 
 
 
 

Interest expense 

Balance c/d 
 
 
 

Jan  1  Insurance prepaid 

During  Cash 
year 

 
 
 

Balance 

Insurance 
 
 
 
 
 
 
 
Advertising 
Insurance 
Office expenses 
Wages 
Rates 

800  Jan 31 Interest accrued  200 

21 900  Dec 31 Profit and loss  22 500 

$22 700  $22 700 

Interest Accrued 

200  Balance b/d  200 

800  Interest expense  800 

$1 000  $1 000 

Insurance 

300  Dec 31  Insurance prepaid  500 

2 000  Profit and loss  1 800 
 

$2 300  $2 300 

Insurance Paid In Advance 

300  Insurance  300 

500  Balance c/d  500 

$800  $800 
 
 
 

Payment of operating expenses 
 

3 000 
2 000 
2 000 

22 300 
2 000 

$31 300  
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13.15  
 
 
Roger’s Trading  

Cash Flow Statement for the year ended 30 June 2008 
 
Cash flows from operating activities  
 

  Inflows  
Receipts from customers  488 000 

Outflows 
Payments to suppliers for purchases  327 500 

Payments to employees  22 200 

Interest paid  23 600 

Payments for other operating expenses  64 700 *  438 000 

Net cash provided by operating activities  50 000 

Cash flows from investing activities 

Outflows 
Payments for non-current assets and other investments 

Furniture and fittings  10 000 

Net cash used in investing activities  (10 000) 

Cash flows from financing activities 

Inflows 
Proceeds from capital contributions  20 000 

Proceeds from borrowings  8 000  28 000 

Outflows 
Repayment of borrowings  18 000 

Payment of drawings  49 000  67 000 

Net cash used in financing activities  (39 000) 

Net increase (decrease) in cash held  1 000 

Cash at beginning of reporting period  7 000 
Cash at end of reporting period  $8 000 

 
 
* $2700 (advertising) + $62 000 (others).  
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Workings  

Accounts Receivable  

2007 

July  1 

During 
year 
 
 
 
 
 
 
 
2008 

June 30 
 
 
 
 
 
 
 
 

During 
year 

2008 

June 30 
 
 
 
 
 

During 
year 
 
2008 

June 30 
 
 
 

2007 

July  1 
 
 
 
During 
year 
 
 
 

2008 

June 30 
 
 
During 
year 

Balance b/d  50 000  During 
year 

Sales  500 000 
Rent received 5 000 

2008 

June 30 

$555 000 

Provision for Doubtful Debts 

2007 

Bad and doubtful debts  7 000  July  1 

Balance  600  2008 

June 30 

$7 600 

Bad and Doubtful Debts 

2008 

Accounts receivable  7 000  June 30 
 
 
 

Provision for doubtful debts  7 100 

$14 100 

Accounts Payable 

2007 

Cash  327 500  July  1 

  

During 
year 

Balance c/d  65 000 
$392 500 

Inventories 
 
 

Balance  40 000  During 
year 

2008 

Accounts payable  June 30 
(Purchases)  332 500 

$372 500 

Interest Expense 

2007 

Interest accrued  400  July  1 

2008 

Cash  23 600  June 30 

$24 000 

Cash  488 000 

 

Bad and doubtful debts    7 000 

Balance c/d  60 000 

$555 000 

Provision for doubtful debts  500 

Bad and doubtful debts  7 100 

$7 600 

Provision for doubtful debts  7 000 

Profit and loss  7 100 

$14 100 

Balance b/d  60 000 

Inventories (Purchases)  332 500 

$392 500 

Cost of goods sold  334 500 

Balance c/d  38 000 

$372 000 

Interest accrued  700 

Profit and loss  23 300 

$24 000  
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Advertising 

2007 

July  1  Advertising paid in advance 

During  Cash 
year 
 
 
 
2007 

July  1  Balance 

2008 

June 30  Expenses 
 
 
 

2008 

June 30  Wages accrued 

During  Cash 
year 

2008 

500  June 30 

2 700 

$3 200 

Advertising Paid In Advance 

2007 

500  July  1 

2008 

600  June 30 
$1 100 

Wages 

2007 

100  July  1 

22 200  2008 

June 30 

 
 

Advertising paid in advance  600 

Profit and loss  2 600 

$3 200 
 
 
 

Expenses  500 
 
 

Balance c/d  600 

$1 100 
 
 
 

Wages accrued  300 
 
 

Profit and loss  22 000 
$22 300 

 
 

2007 

July  1  Wages  300 

2008 

June 30  Balance c/d  100 

$400 
 
 

During  Cash (12 x 1500)  18 000 
year 
 
2008 

June 30  Balance c/d  90 000 

$108 000 

 
 
 

Wages Accrued 

2007 

July  1 

2008 

June 30 
 
 

Mortgage 

2007 

July  1 
 
 

During 
year 

$22 300 

Balance b/d  300 

Expenses  100 

$400 

Balance b/d  100 000 

Cash (borrowings)  8 000 

$108 000  

Capital—A Rogers  

2007  

During  Drawings (cash)  49 000  July  1  Balance b/d  187 000 
year  

During  Cash (contribution)  20 000 
year  

2008  2008 

June 30  Balance c/d  204 500  June 30  Net profit  46 500 

$253 500  $253 500 
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13.16  
 
 
R Roulston  

Cash Flow Statement for year ended 30 June 2008 
 
Cash flows from operating activities  

Inflows  
Receipts from customers  298 000 

Outflows 
Payments to suppliers for purchases  144 000 

Payments to employees  71 000 

Interest paid  15 000 

Other expenses  45 000  275 000 

Net cash provided by operating activities  23 000 

Cash flows from investing activities 

Outflows 
Payments for non-current assets—furniture  6 000 

Net cash used in investing activities  (6 000) 

Cash flows from financing activities 

Inflows 
Proceeds from borrowings—mortgage  40 000 

Outflows 
Payments of drawings  60 000 

Net cash used in financing activities  (20 000) 

Net increase (decrease) in cash held  (3 000) 

Cash at beginning of reporting period  35 000 
Cash at end of reporting period  $32 000 
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Workings  

Accounts Receivable 

July  1  Balance 

During  Sales 
year 
 
 
 
 
 

June 30  Bad and doubtful debts 

Balance c/d 
 
 
 

During  Accounts receivable 
year 
 
June 30 Provision for doubtful 
debts 
 
 

During  Cash 
year 

June 30  Balance 
 
 
 
 
 
During  Cash 
year 
 
 
June 30  Accrued expenses 
 
 
 

During  Drawings 
year 

Balance c/d 

57 000  During 
year 

310 000 
 

June 30 

$367 000 

Provision for Doubtful Debts 

1 000 

3 000 

$4 000 

Bad and Doubtful Debts 

1 000  June 30 
 
 

2 000 

$3 000 

Accounts Payable 

144 000  July  1 
 

53 000  During 
year 

$197 000 

Wages 

71 000  July  1 
 

June 30 

2 000 

$73 000 

Capital 

60 000  July  1 

107 000  June 30 

$167 000 

Bad and doubtful debts  1 000 

Cash  298 000 

Balance  68 000 

$367 000 

Balance b/d  2 000 

Bad and doubtful debts  2 000 

$4 000 

Provision for doubtful debts  1 000  

Profit and loss  2 000 

$3 000 

Balance  35 000 

Purchases  162 000 

$197 000 

Accrued expenses  1 000 

Profit and loss  72 000 

$73 000 

Balance b/d  127 000 

Profit and loss (Net profit)  40 000 

$167 000  
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13.17  
 
 
P Proctor  

Cash Flow Statement for the year ended 30 June 2008  
 
Cash flows from operating activities  

  Inflows  

Receipts from customers  215 200 

Outflows 
Payments to suppliers for purchases  84 900 

Payments to employees  31 700 

Interest paid  35 400 

Other expenses  46 000 *  198 000 

Net cash provided by operating activities  17 200 

Cash flows from investing activities 

Outflows 
Payments for non-current assets and other investments 

Plant and machinery  50 000 

Net cash used in investing activities  (50 000) 

Cash flows from financing activities 

Inflows 
Proceeds from capital contributions  10 000 

Proceeds from borrowings  14 000  24 000 

Outflows 
Repayment of borrowings  24 000 

Payments of drawings  15 000  39 000 

Net cash used in financing activities  (15 000) 

Net increase (decrease) in cash held  (47 800) 

Cash at beginning of reporting period  79 000 
Cash at end of reporting period  $31 200 

 
 
* $4600 (insurance) + $41 400 (others).  
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[Error in text—In the Income Statement, Amortisation of Goodwill should be Amortisation of 
Franchise; in the Balance Sheet, Goodwill should be Franchise] 



 
 

Workings  
Accounts Receivable 

July  1 

During 
year 
 
 
 
 
 
 
June 30 
 
 
 
 
 

During 
year 

June 30 
 
 
 
 
 
During 
year 
 
June 30 
 
 
 

July  1 
 
 
 
 
 
 
 
July  1 

During 
year 
 
 
 

July  1 

June 30 

Balance b/d 

Sales (net) 
Rent revenue 

 
 
 
 
 
 

Bad debts 

Balance c/d 
 
 
 

Accounts receivable 
 

Provision for doubtful  
debts 

 
 
 

Cash 

 

Balance c/d 
 
 
 

Balance b/d 

Accounts payable 
 
 
 
 
 

Interest prepaid 

Cash 
 
 
 
 
 

Balance b/d 

Insurance 

150 000  During 

210 000 year 
 4 500 June 30 

 
 

 
$364 500 

Provision for Doubtful Debts 

19 300  July  1 

5 200  June 30 

$24 000 

Bad and Doubtful Debts 

19 300  June 30 
 
 

18 500 

$37 800 

Accounts Payable 

84 900  July  1 

 During 
year 

73 900 
$158 800 

Inventories 

160 000  During 
year 

90 000 
 
 

$250 000 

Insurance 

1 000  June 30 

4 600 
 

$5 600 

Insurance Paid in Advance 

1 000  July  1 

600  June 30 

$1 600 

Cash  215 200 
Bad and doubtful debts     19 300  

Balance c/d   130 000 

 

$364 500 

Balance b/d  6 000 

Bad and doubtful debts  18 500 

$24 000 

Provision for doubtful debts  19 300 

Profit and loss  18 500 

$37 800 

Balance b/d  68 800 

Inventories (Purchases)  90 000 

$158 800 

Cost of goods sold  85 000 

Balance c/d  165 000 

$250 000 

Interest prepaid  600 

Profit and loss  5 000 

$5 600 

Insurance  1 000 

Balance c/d  600 

$1 600  
 
 
 
 
 
 
 
 
 

417  



 
 
 
Wages  

June 30  Wages accrued  700  July  1  Wages accrued  400 

During  Cash  31 700  June 30  Profit and loss  32 000 
year 

$32 400  $32 400 

Interest 

June 30  Interest accrued  400  July  1  Interest accrued  800 

During  Cash  35 400  June 30  Profit and loss  35 000 
year 

$35 800  $35 800 

Interest Accrued 

July  1  Interest expense  800  July  1  Balance b/d  800 

June 30  Balance c/d  400  June 30  Interest expense  400 

$1 200  $1 200 

Mortgage  

During  Cash (12 x 2000)  24 000  July  1  Balance b/d  280 000 
year  

June 30  Balance c/d  270 000  During  Cash  14 000 
year 

$294 000  $294 000 

Capital 

June 30  Drawings  15 000  July  1  Balance b/d  166 500 

Profit and loss  15 400 

Balance c/d  146 100  During  Cash  10 000 
year  

$176 500  $176 500 
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13.18  
a  i  This would reduce the amount of cash lost by the firm for these items. Any cash saved could be used in other areas 

of the business to increase cash inflows. 
 ii  This would make funds that would otherwise be lost to the business available for use in the business.  
 iii  Slow moving and obsolete stock tie up funds that could be used more profitably. By realising these the cash becomes 

available for use within the business.  
 iv  High-turnover items generate funds quickly that can be used to advantage within the business.  
 v  By deferring payments to creditors the cash can be used within the business to generate more funds. If the funds 

generated are greater than the discount forgone then payment should be withheld until the last possible moment. If 
not, payment should be made to take advantage of the discount offered.  

 vi  If creditworthiness is not checked thoroughly bad debts may result. This is a loss of funds for the business. If 
debtors are slow payers then the funds not received on time cannot be used profitably.  

 vii  Cash-on-delivery (cash sales) result in the immediate receipt of cash that can then be used immediately by the 
business.  

 viii  Slow payment means loss of use of the cash by the business. This may mean that the business has to use borrowing 
to make up the shortfall with resulting costs in interest.  

 ix  Offering discounts for early payment may mean the cash is received quickly for use within the business. The 
discount given should be less than the interest on borrowings, otherwise a loss will result.  

 x  A cash-flow forecast gives a target to be aimed for. Staff can see the areas for which they are responsible and 
endeavor to meet the targets set.  

 xi  A well-documented cash-flow forecast will show any potential lender that the business is serious concerning the 
ability of the business to create a positive cash flow. The lender is better able to access any risk in lending funds to 
the business and this could result in the business being able to borrow at a more favourable rate of interest.  

b  By lifting cash flows the business may become less reliant on borrowed funds, be able to meet its own commitments for 
payment without the need for borrowing, be able to use the funds to purchase more inventories, and thus generate larger 
profits and have funds available for business expansion.  

c Cash budget.  

13.19  
a  Cash and cash equivalents comprise cash balances and call deposits with an original maturity of three months or less. Bank 

overdrafts that are repayable on demand and form an integral part of the consolidated entity’s cash management are included 
as a component of cash and cash equivalents for the purpose of the Cash Flow Statement. 
(Hint: see Note 1 section M)  

b  $1705.1 million; receipts from customers’ receipts from vendors and tenants; payments to suppliers and  
employees;  interest and costs of finance paid; interest received; income tax paid. 

c Outflow of $2725.9  million; proceeds from sale of property; plant and equipment; proceeds from sale of investments; 
payments for property, plant  and equipment; payment for purchase of investments; loans to related entities; dividend received 
from related entity; payment for purchase of business.  

d  Inflow of $1119.6 million; proceeds from issue of equity securities; repayment of short-term deposits; proceeds of external 
borrowing; repayment of external borrowing; dividends paid. 

e Increase $98.8 million; $13.9 million greater.  
f  $525.9 million; $92.1 million greater.  
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