
NAME:OGUNDIJOLYDIADOLAPO

MATRICNUMBER:18/SMS01/025

DEPARTMENT:ECONOMICS

QUESTION1:AkeredoluPlcobtainsaleasefrom thelandlordYerimatoworkonamine.Terms

areforaroyaltyof₦2pertonwithaminimum outputof1000tonsayear.AkeredoluPlcsublets

parttoChinweta,termsbeingaroyaltyof₦2pertonwithaminimum outputof300tons.

Shortworkingsofanyyearintheheadleasecouldberecoveredfrom theroyaltiesofthe

followingoneyear,whileinthesub-lease;shortworkingscouldberecoveredthroughoutthe

periodofsublease.Thetonsofoutputareasfollows;

Year. Akeredolu Chinweta. TotalProduction

2001 720. 100 820

2002 800 140 940

2003 1,200 300 1,500

2004 600 320 920

2005 900 400 1,300

Required:makenecessaryentriesinthebooksofthelessee

Inthebooksofthelessee(Akeredoluplc)

Year Lessee

output

Sub-

lessee

output

Combined

output

Actual

royalty

Minimum

royalty

Shortworking Shortworkin

grecouped

Shortwo

rking

lapsed

Amou

nt

paid

2001 720 100 820 1640 2000 360 - - 2000

2002 800 140 940 1880 2000 120 - 360 2000

2003 1200 300 1500 3000 2000 - 120 - 2880

2004 600 320 920 1840 2000 160 - - 2000

2005 900 400 1300 2600 2000 - 160 - 2440



SublesseeAgreement

Year Output Actual

royalty

Minimum

royalty

Shortworking Shortworking

recouped

Shortworking

lapsed

Amount

paid

2001 100 200 600 400 - - 600

2002 140 280 600 320 - - 600

2003 300 600 600 - - - 600

2004 320 640 600 - 40 - 600

2005 400 800 600 - 200 480 600

Royaltypayable

# #

31/12/01 lessor 1440 31/12/01Statementofprofitorloss. 1440

31/12/02. lessor 1600 31/12/02Statementofprofitorloss. 1600

31/13/03 Lessor 2400 31/12/03Statementofprofitorloss. 2400

31/12/04. Lessor 1200 31/12/04Statementofprofitorloss. 1200

31/12/05. Lessor 1800 31/12/05Statementofprofitorloss. 1800

LessorAccount

# #

31/12/01 Bank 2000

2000

31/12/01Royaltypayable 1440

31/12/01Royaltyreceivable 200

31/12/01Shortworkingrecoverable 360

2000



31/12/02 Bank 2000

2000

31/12/02Royaltypayable. 1600

31/12/02Royaltyreceivable 280

31/12/02Shortworkingrecoverable. 120

2000

31/12/03 Shortworkingrecoverable 120

31/12/03 Bank 2880

3000

31/12/03Royaltypayable 2400

31/12/03Royaltyreceivable 600

3000

31/12/04 Bank 2400

2000

31/12/04Royaltypayable. 1200

31/12/04Royaltyreceivable 640

31/12/04Shortworkingrecoverable 160

2000

31/12/05 Shortworkingrecoverable.160

31/12/05. Bank 2440

2600

31/12/05Royaltypayable 1800

31/12/05Royaltyreceivable 800

2600

ShortworkingrecoverableAccount

#

31/12/01 Lessor 360

#

31/12/01 Balancec/d 360

01/01/02. Balanceb/d 360

31/12/02 Lessor 120

480

31/12/02StatementofPorL 360

31/12/02 Balancec/d 120

480

01/01/03 Balanceb/d 120 31/12/03 Lessor. 120

31/12/04 Lessor 160 31/12/04. Balancec/d 160

01/01/05 Balanceb/d 160 31/12/05 Lessor 160



ShortworkingAllowableAccount

# #

31/12/01 Balancec/d. 400 31/12/01 Sublessee 400

31/12/02. Balancec/d 720

720

01/01/02. Balanceb/d. 400

31/12/02 Sublessee 320

720

31/12/03 Balancec/d 720 01/01/03 Balanceb/d 720

31/12/04 Sublessee. 40

31/12/04 Balancec/d 680

720

01/01/04 Balanceb/d 720

720

31/12/05 Sublessee 200

31/12/05.StatementofPorL 480

680

01/01/05 Balanceb/d 680

680

SublesseeAccount

# #

31/12/01 Royaltyreceivable 200

31/12/01 Royaltyallowable 400

600

31/12/01 Bank 600

600

31/12/02Royaltyreceivable. 280

31/12/02Royaltyallowable 320

600

31/12/02 Bank 600

600

31/12/03.Royaltyreceivable 600 31/12/03 Bank 600

31/12/04Royaltyreceivable 640 31/12/04. Shortworkingallowable 40

31/12/04 Bank 600



640 640

31/12/05Royaltyreceivable 800

800

31/12/05 Shortworkingallowable 200

31/12/05 Bank. 600

800

RoyaltyreceivableAccount

# #

31/12/01 Lessor. 200 31/12/01 Sublessee 200

31/12/02 Lessor 280 31/12/02 Sublessee 280

31/12/03 Lessor 600 31/12/03 Sublessee 600

31/12/04 Lessor 640 31/12/04 Sublessee 640

31/12/05 Lessor 800 31/12/05 Sublessee 800

Question2:Relatingyourdiscussionwithrelevantaccountingconcepts,whyareshortworkings

recoverableshownasanassetandshortworkingsallowableasaliabilityinthestatementof

financialposition?

Shortworkingallowableandshortworkingrecoupableareshownasliabilityandassets

respectivelyinthestatementoffinancialpositionthis,followstheprudenceconceptwhich

statesthatprovisionsshouldbemadeforalllossesandduecaseshouldbeexercisedin

recognizingprofit.Inthiscase,thelandlordexercisesduecasenottorecognizethe

shortworkingsyetnotuntiltheyarelapsedandthetenantonhispartdoesnotrecordtheloss

upuntilheisunabletorecoverit.

Italsofollowstherealizationconceptinthatthelandlorddoesnotrecordtheshortworking

asprofituntilitislapsedandthetenantdoesnotrealisehislossuntilheisunabletorecoverit.


