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This tutorial sheet deals with: 
 

1) Accounting for spare parts (not for resale) 

 

2) Accounting for tax payments/accruals 

 

 

Theory Refresher: 
 

Remember the DEAR CLID approach to Double Entry Book-keeping: 

D ebit C redit 

E xpenses (decreases in capital) L iabilities 

A ssets I ncome (increases in capital) 

R eductions in Liabilities D eductions from Assets 

  
 

Questions 
 

Question 1: Spare Parts 
 

On 1 Jan 20X1, I purchase a new air conditioning system for cash $10,000, estimated useful life of 5 

years. At the time I also purchase a major spare part for the system, just in case of emergencies. The 

spare part cost $1,000 cash.  

Required:  

How do I account for the above transactions at 31 December 20X1? 

 

Solution to Question 1:  
 

Initial Recognition:  

 Air conditioning system:  

  Dr Increase Property, Plant, Equipment (PPE) 10,000 

  Cr Reduce Cash     10,000 

 Spare part:  

  Dr Increase Property, Plant, Equipment (PPE) 1,000 

  Cr Reduce Cash     1,000 
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Subsequent Measurement (at year end):  

 Air conditioning system:  

  Dr Depreciation Expense – P/(L)   2,000 ($10,000/5 years) 

  Cr Increase Accumulated Depreciation  2,000 

 

Note: The spare part is not depreciated. Depreciation is expensing an asset over its useful life to the 

company. In this case the spare part is not being used by the company (it’s only sitting in storage) so it 

is not depreciated. However, the spare part would have to be checked for impairment e.g. if it got 

damaged while in storage.  

 

Question 2: Tax Payments/Accruals 
 

My accounting year runs from January to December. Each year I must pay preliminary tax in 

September which should cover at least 90% of what I think my final estimated tax expense will be for 

that year. The balancing payment of tax is then due in March of the next year.  

I pay corporation tax at a rate of 20% on profits.  

In September 20X1, I estimate that my profits for the year will be $500,000 so I pay $90,000 in 

corporation tax ($500,000 x 20% x 90%).  

My profits for the year actually turn out to be $100,000 and in March 20X2 I settle with remainder of 

my tax bill for 20X1.  

Required:  

Show the appropriate bookkeeping journals for all of the above transactions? 

 

Solution to Question 2:  
 

Note:  Tax can either be an asset (tax refund owing) or a liability (additional amount to pay) on your 

balance sheet. The best way to lay out your calculations is as follows: 

 

For a full year: $  

Opening 
Prepayment/(Liability) 

x/(x) Normally given this 

Tax Expense (x) 
Will decrease existing asset (could also make it a liability) or 
increase  existing liability 

Cash Paid x 
Will increase existing asset or decrease existing liability (could 
also make it an asset) 

Closing 
Prepayment/(Liability) 

x/(x) Balancing figure of the above 
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Applying this to the question (obviously this is a dragged out approach just for illustration purposes): 

Preliminary Tax:   

 $ 

Opening Balance 0 

Tax Expense 0 

Cash Paid 90,000 

Closing Prepayment 90,000 

 

  Dr Tax Prepaid Asset    90,000 

  Cr Reduce Cash     90,000 

At year end: 

   

 $ 

Opening Prepayment 90,000 

Tax Expense (100,000) 

Cash Paid 0 

Closing Liability (10,000) 

 

Dr Tax Expense – P/(L)    100,000  

  Cr Derecognise Tax Prepaid   90,000  

  Cr Recognise Tax Payable Liability  10,000  
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So the total journals for 20X1 are: 

 $ 

Opening Balance 0 

Tax Expense (100,000) 

Cash Paid 90,000 

Closing Liability (10,000) 

 

In March 20X2:  

 

 $ 

Opening Liability (10,000) 

Tax Expense 0 

Cash Paid 10,000 

Closing Liability 0 

 

  Dr Derecognise Tax Payable   10,000 

  Cr Reduce Cash     10,000  

 


