Answers
Depreciation:

(a)
Depreciation
= (16000 – 6400)/4




= 9600/4




= $2400

(b)
Depreciation
= 16000 x 20.47%




= 16000 x 0.2047




= 3275.2




= $3275 (rounded to the nearest dollar)

1. Depreciation calculation can not be very reliable because the accountant makes a judgement (estimation) on the scrap value and the useful life of the asset being depreciated. He can be wrong in his judgement. No one can be absolutely sure of the scrap value and the useful life of an asset.
2. $3275 - $2400 = $875. 

a. NP overstated by $875. (the expenses would be lower, hence profit would be higher)

b. NP understated. The operating expenses would be higher and hence the profit would lower.

c. Matching Principle. The expenses and revenue must be matched. If the asset generates more revenue in initial years but less in later years, Reducing Balance Method must be used. If the revenue generated by the asset is same every year than Straight Line method should be used.
3. Comparability. Comparison will not be possible because you can not compare SLM with RBM. The accounting principle that is contravened is the Principle of consistency. An accountant must be consistent in the use of methods.
4. You would not be able to compare the accounts of the two companies.  Qualitative Characteristic of Comparability is contravened.

5. Make an accurate estimation of scrap value, useful life or the depreciation rate. Use any standards that may be used by all accountants.
	Depreciation: Straight Line Method
	
	Depreciation: Reducing Balance Method

	Year
	Dep
	Acc Dep
	Carrying Value
	
	Year
	Dep
	Acc Dep
	Carrying Value

	1
	2400
	2400
	13600
	
	1
	3275
	3275
	12725

	2
	2400
	4800
	11200
	
	2
	2605
	5880
	10120

	3
	2400
	7200
	8800
	
	3
	2072
	7952
	8048

	4
	2400
	9600
	6400
	
	4
	1648
	9600
	6400


a. Depreciation for SLM is the same for every year while for RBM it reduces every year.
b. The accumulated depreciation is the same for both in the final year.

c. It is same for both.

6. The net profit in the statement of Financial Performance would initially be lower.

a. The carrying cost of the assets in the Statement of Financial position would be lower. Capital at end would be lower. (But by the end of the forth year both methods would have brought the same result)
b. Statement of Cash Flow is not affected. Depreciation is not Cash item.

Asset Revaluation

3. Relevance: Historical cost may not be relevant in terms of using it and making a decision.
4. Because the revaluation is an estimation and is based on someone’s judgement. It can be biased and hence not an accurate value.

5. Experts who are registered to revalue the asset. Use any given standards on revaluation.
6. The fair value once the asset is revalued.

7. If the asset is revalued upward, the depreciation expense is likely to rise because depreciation has to be calculated on the revalued amount. This extra expense would reduce the Net Profit.

8. The lowest one. Principle of conservatism would apply.

Revenue Recognition

1. 10/3/02 using the POS method. This is the day when sale is completed. That is, a sale is only done when both the seller and the buyer’s obligations are complete. The buyer has agreed to buy and the seller has given the goods to the buyer.
a. On 1/1/02 only an order is given. It does not mean the seller has yet agreed to supply the goods.
b. On 3/2/02 though the cash has been received, their seller has not given the goods yet. It is possible that the buyer can always ask the money back before the goods are delivered.

2. answer

a. Sale was completed on 24/4/02.

b. 24/2/02

c. 15/6/02

3. Answer
a. $13000 (The revenue of $5000 is recognised on 20/5/02)

b. $8000 ($5000 sales is not recognised as revenue until 15/6/02)

c. Comparability: comparison will not inaccurate.

d. Revenue would be understated and hence lower Net Profit for that period. In the Statement of Financial Position Asset (debtors) would be missing. The asset is understated. The capital would also be understated due to Lower net profit calculated using the POC transfer method.
