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Plant Assets & Intangibles

Plant assets have some special characteristics. For example, you hold them for use in the
business—not to sell as inventory.
& plagiadl Le blamsy cliSey (JUl Jo (e Aolddl jaibazdl (o L auall Jssel
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The full cost invested in plant assets can be a challenge to determine, because of the difficulty of
tracking installation, shipping, and other costs related to the asset.
iy aSA a5 Lgaad Tlai s piall Jyiol § Bpetladl 201 2kl wuss J8a3
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Plant assets usually last several years and, as a result, the recovery of their cost should be
allocated over the years they are expected to be used.
S lsradl lae e LxalSs slajlal jamass coxy I 220085 colgin Bie piall Jowol a9
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Plant assets may be sold or traded in. Accounting for the disposal of a plant asset is important
because the disposal may create a gain or loss that must be reported on the income statement.
S Lo Toal dad piall Jganl oo palsedll e Biwlell e 32 lill o piall Jouol p @iy a3
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The first learning objective is to measure the cost of a plant asset.
E“‘A‘“ Jj.;ai Wl b :J;Y‘ go..l..lﬁ." Sadl
Assets should be recorded at their cost. This is not only the purchase price, but all the necessary
costs to get the asset ready for its intended use.
) aygpall IS pan oSy el oed badd Jodio ¥ 1day LaalSty Jgua¥! Jimad cam
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There are several types of plant assets. Common account groupings include: land, land
improvements, buildings, machinery & equipment, and furniture & fixtures.
(@2l sl (oYl A gl Gllucll Slegazs Jaddy pisall Jssal (10 sl 5ac lia
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The cost of land is not depreciated. It incIudr;;t-Hg %glli;wing costs paid by the purchaser:
Gl LB (e Aegdull AN e IS (rasats (29 LSl @iy ¥ 0] 445
« purchase price ¢|,&J| yas
* brokerage commission dblugll Ugac
* survey and legal fees 4ugilall a9 dly madll
» property taxes in arrears 8,5Ull el Colys
« taxes assessed to transfer the ownership (title) on the land o 4l Jaud 55,8l il il
(@Sl iw)
* cost of clearing the land and removing unwanted buildings x& LAl &3y oo adas 4aks
e sl
The cost of land does not include the following costs:
A K Ledd Y oY 26k
* fencing 7z Lewd!
* paving L ls
» sprinkler systems yaLa 11 dolasi
« lighting 3:LY1
*signs ol LAYl
These separate plant assets—called land improvements—are subject to depreciation.
AW gguiga (29 -2)¥) iliums (£u5 -alarud) Ca IS sla
The cost of a building includes: LAl & IS5 Jodd
« architectural fees &)loas js
* building permits ¢Ldl (a3,
+ contractor charges Jslall g
« payments for material, labor, and overhead 4L aysLall ‘)5.?%’1 gl JsY t_m\
The time to complete a building can be months, even years. If the company constructs its own
assets, the cost of the building may include the cost of interest on borrowed money. If it
purchases an existing building, its cost includes the purchase price, plus the cost to repair and
renovate the building for its intended use.
Ladl psds (o (2 BLAAL col 13) (Slgin Griiug W8y Al OSG uB sl ele¥ AU sl
Sl Ll oS 13) Ll A all Jlsa¥ (e Buslall 2485 eans GLA 245 8 Asldl Llguol
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Machinery and Equipmentoiaal (g XY
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The cost of machinery and equipment inclurdé.s- i.th’.:” -
Slaally Y A8l s
« purchase price (less any discounts)(=laass éi EE LAW) eyl yau
« transportation charges Jal &ildgyao
« insurance while in transit L a5 o2 Loy ol
« sales and other taxes §,51 il ysg Slacd! Aoys
« purchase commission <liddl Ugeae
« installation costs —uS,Ul i
« cost of testing the asset before it is used Lalaseiw! 8 Joua¥l slas | 28
After the asset is up and running, the company no longer debits insurance, taxes, and
maintenance costs to the Equipment account. From that point on, insurance, taxes, repairs, and
maintenance costs are recorded as expenses.
Sl Gl e Dhatls byl cnelal) s Jamd ¥ 35,400 ols dles Jsacdl 15 o)
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Furniture and fixtures include desks, chairs, file cabinets, display racks, shelving, and so forth.
The cost of furniture and fixtures includes the basic cost of each asset (less any discounts), plus all
other costs to ready the asset for its intended use.
ool Bedy clalll elilis «quh,S (sl bily ST agas
G L) Blas (wlawass ¢l L Lagass) doadl sda (o S 235 jaw SUY AKG (asas
SN (oyal Bral> muat G 655
A company may pay a single price for several assets as a group—a “basket purchase.” For
accounting, the company must identify the cost of each asset. The total cost (100%) is divided
among the assets according to their relative sales values. This is called the relative-sales-value
method.
(AegezeS Jgua) (o sue ¢lp2) AegezmeS Jouadl (o uall Tusly Toaw 38,801 a5 43
Las Joua¥l 0y uns (%100) &llany! 2l ool S A3l5 wyins 35,801 (e comy Bpalmall
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Example:
Fair value Percent Multiply  percent by Allocated cost
total cost of $140000
Land $75000 50% $70000
Buﬂding $60000 40% $56000
Equipment $15000 10% $14000
Total $150000 100% $140000

Divide fair value of each asset by

the total fair value of $150000

Zalldly Alslall adll Jleml e
150000

Jleals caddl s o
Glldly  elyadl aals
140000

Accountants divide spending made on plant assets into two categories:

Lea oud I aall Josol e GLaty! Oguslell oundy

» Capital expenditures alowl, cilass

* Expenses «laas

Capital expenditures are debited to an asset account because they:
el i ake Jua¥l /> Jazms Loy o2 2o, cilaasll
* Increase the asset’s capacity or efficiency, or s 45 (aS of Ja¥1 8,08 33
« Extend the asset’s useful life Jso (25! yeall o)

Expenses incurred to maintain the asset in working order, such as repair or maintenance expense,

are not debited to an asset account. Examples include the costs of maintaining equipment, such

as repairing the air conditioner on a truck, changing the oil filter, and replacing its tires. These

ordinary repairs are debited to Repair and maintenance expense.
o ¥ DY o Wluall Canlias Jin doe @l oY) e Blazl Lio @ &l caslall
¥ Gl Lpdlsly 2igaa Llas
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Capitalize or Expense? Impact of Accounting Errors
Al | clas 50 S0l Al ddlewdy isyliae
Treating a capital expenditure as an expense, or vice versa, creates an accounting error. This error:
lasl lia . gulme as glaes  uSally of cln) el e 2ol casyliall dllas
» overstates Repair and maintenance expensescx Los S| ¥y Lluall Slégpimn 8oL
« understates netincome e Las AST (5| Sle pawass JWly
» understates Equity cz Les AST JWI (wly pagasess
+ understates the Equipment account on the balance sheet
JW S Aslay elaall Glus jadss
P ifa capital expenditure is incorrectly recorded as an expense:

G5l B Lt e ol ISt Al Ciylall Jymad 3 131 P

Overstates expenses ui.pl.;al\ (i Bal.i}

Understates netincome (5. @LA iy (yads

Understates EquityaSILl Bgd> @bty (ads

Understates assets (equipment) Jg.¥1 iy (ads
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The second learning objective is to account for depreciation.
LISEaY! e Aol S orlazll Bl
Depreciation is the allocation of a plant asset’s cost to expense over its useful life. Depreciation
matches the expense against the revenue generated from using the asset to measure net income.
2o Gopall Y Llad 2l Lyee I Bgpas (| aiall Jool 225 2iss g lxaYl
doall Gl (elid Ul (e Jua¥! plaseial o gzl a1,
All assets except land wear out as they are used. A delivery truck can only go so many miles
before itis worn out. As the truck is driven, this use is part of what causes depreciation.
oo dde pd o bl el Lslis Lalazial @iy boaie cllgud (o lue b Jowa¥l (S
i Las 552 58 aluziaY) lia ol (Ausladl 3oLd @y LS 2 li)) lajes gl of Jud Jl!
Jgua! EIlzal
Additionally, physical factors, like age and weather, can cause depreciation of assets. Some assets,
such as computers and software, may become obsolete before they wear out. An asset is obsolete
when a newer asset can perform the job more efficiently. As a result, an asset’s useful life may be
shorter than its physical life.
Joa¥! any Jea¥ IMal cunny o Sy udlally peall Jio cAsbipall Jolgadl celld 1) 28Ls)
Lol e moay oYl el of U aadll muae ey o (S colizmaydly SlyisnaSOl Jie
seall n aml G5Ss 45 Y1 yardl ol S ST 5Ly Jeall Sl St ol g Louic
Slpall gsWl
In all cases, the asset’s cost is depreciated over its useful life.
Yl Layee P LSDal @iy ¥ 285 (8 (el S 3
Depreciation is not a process of valuation. Businesses do not record depreciation based on
changes in the asset’s market (sales) value. Depreciation is recapturing the cost invested in the
asset. Depreciation does not mean that the business sets aside cash to replace an asset when it is
used up. Depreciation has nothing to do with cash.
Ldgudl ¥l daud JaS e sl cDia¥ Jxwd ¥ JleY clide omds dleoe el EDlzaY]
Jle slada of G ¥ Dlay) PAY Q Brediudl I slaslul ga IMa¥) (Auardl 2oyall)
il 38Me 4 Gud ePlia¥ Lolas i lasie ha¥! Jlouiad 2ua) any Lil> et
Depreciation of a plant asset is based on three factors:
1.Cost
2. Estimated useful life

3. Estimated residual value
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Cost is known and, as mentioned earlier in this chapter, includes all items spent for the asset to
perform its intended function. The other two factors are estimates.
oY oY) e cidps &1 seidl pesats (Juaddl I il by § 5)S3 @iy elad LS 24Kl
it Lea 00,3 caleladl Baasll Lraglsg
Estimated useful life is the length of the service period expected from the asset. Useful life may be
expressed in years, output, miles, or some other unit.
o Ol Sy Bugall 4 loYl sldl  Jua¥! (o Aadaill dausdl 8518 Job ga gpaanll mLuYl el
&3 lamg ol Jladlly cnleyzelly conlgindly Lie ]
For each asset, the goal is to define the estimated useful life with the measure (years, units, and so
forth) that best mimics the asset’s decline or use. For example, a building’s life is stated in years, a
truck’s in the number of miles it can drive, and a Xerox copier’s in the number of copies it can
make.
(&) colasg clgi) wlidy Gpaddl agall @Y seadl Caspad @iy o Bl obd (ol D
Lozt @iy L) Bl (JUieS plusra] Amds Jua¥! Aasd (adliad dee Jiek 0sSs gl
Acgdall auddl suay Zeldadl AT Aeghaall JLw¥l soay Lo Ladl colgiadly
Estimated residual value—also called salvage value—is the asset’s expected cash value at the
end of its useful life. A delivery truck’s useful life may be 100,000 miles. When the truck has
driven that distance, the company is done depreciating the truck. The expected cash receipt at the
end of the truck’s life is the truck’s estimated residual value. Estimated residual value is not
depreciated because you expect to receive this amount at the end. Cost minus residual value is
called depreciable cost.
Y el Ale & Andorll aaill ded (p (Rladdl Aesd oud @l -Lewos o3 & Al Aol
cslial w8 osSS sLadll ol (AsLudl el pud disLad) Leais Jue 100000 diLild (oYl waadl
A Lad!
There are many depreciation methods, but three are used most commonly. They are:
(2 pila Uy Lpe 0 alusial o oSy «Iea¥l Gyl (o dupaall Cllia
+ Straight-line coll auall 45,0
* Units-of-productionz Lyl &lass
* Declining-balance a8liall (o]

These methods work differently in how they derive the yearly depreciation amount, but they all
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resultin the same total depreciation over thpe.;'ota:i Iifeﬂci‘:f the asset.
s Lser 635 Ly wgaiad] DY) loe Blara) 2uasSy Caline (S Jead bk sia
diM 2y peadl sl e Y ez
The straight-line (SL) method allocates an equal amount of depreciation to each year. The

formula to compute straight-line depreciation is as follows: (Cost minus residual value) x one

over the life x no of months/12= depreciation.

Losal) daslay AV Cluced Baall A JSI MM golda jlia colddl Jawall das\l atass

ok LS (2 ol
il sae e Aewide 18 saay Lgyae 2Y eadl Ble Laall 2edll Lee > g)lae 2Kl
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An asset’s book value equals its cost less accumulated depreciation. As an asset is used,
accumulated depreciation increases and book value decreases.
Ol Yl slasinl wie W SHL ! Lpe booplae 2Kl olud Lo 2ol dagall
A Ayl (aasiy cyliy @STALN MW
The units-of-production (UOP) method allocates a fixed amount of depreciation to each unit of
output. A unit of output can be miles, units, or output, depending on which unit type best defines
the asset’s use.
Bu>g ailoysll lusg o Busy IS Yl (e dnlidl 4l z Y clusy 4ab s
plasial oo Jeadl (Sl @) sumgll g53 s clayie ol clamy (Jlual 0555 a3 byl
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Depreciation per unit is computed by multiplying the cost minus the residual value by one over
the life expressed in units. To determine the depreciation for the period, multiply the
depreciation per unit by the activity during the period — for example, the units produced during
the year.
D Slasgll sae e aall 2ol Lae bogyhe 2431 douds iy ST Da¥l ol o2
(JUaS -8l M LLA Silusgy 8uslgdl Busoll cMial s @iy 3Aall S IMiaY! wyus!
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The main accelerated method of depreciation is the double-declining balance (DDB) method. An
accelerated depreciation method writes off more depreciation near the start of an asset’s life than

straight-line does.

) Wik 6555 3] zenpll adlall weo)l dauk 2 I e)Ludll A, ALl
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Note that residual value is not included in the formula. Residual value is ignored until the last
year. Final-year depreciation is calculated as the amount needed to bring the asset to its residual
value.
Ll elzal Al 13Y Llalas @y il el Bauall § Leate a8 Laall dedll of Loy
Auaal) diegd ) Jiodly Jgaosld csllall sl 4T (de s @iy 3330
The formula to compute double-declining-balance is as follows: The cost minus accumulated
depreciation (book value) is multiplied by 2 divided by the life of the asset multiplied by the
number of months/12. Hence, the name “double”. Since book value decreases each year, the
amount of depreciation expense will decrease over the asset’s life.
Logdll) ST e Lo Togplae 2l s LS (2 zoosll adliall ol Glusd Ligall
el ela L gag 12 (e i saay Lgyuany Lol sl> e Tawwding 2 o Lopne (201
53"
¥ Bl s jadlitie MaY Chgyuns S ol cale JS (adlils il daall of U
Which method is best?
st p dapb gl
That depends on the asset. A business should match an asset’s expense against the revenue that
the asset produces. Following are some guidelines:
Ly &1 Slal¥) bilie Joua¥! claai ae leall Lladll Gillazy oF camy . o) (e cainy lia
sl pan 2 Y. LY
« Straight-Line : For an asset that generates revenue evenly over time, the straight-line method
follows the matching principle. Each period shows an equal amount of depreciation. For
example, the straight-line method would be good for depreciating a building.
colth) lawall dab Al ccdall Hapa Goludlly clsly) wlss il JeoM dddly o)l lasall
Ll danb 0985 a8 (JUL Jae e DY e Loluds Tlude 548 JS yolas Aailall T
Sb! Mzal Oludsy sugas ol
* Units-of-Production: The UOP method works best for an asset that depreciates due to wear and
tear, rather than obsolescence. More use causes greater depreciation. For example, UOP would
be good for depleting natural resources, like oil or coal. UOP is also good for vehicles (miles) and
machinery (machine hours).
ey i (adss U JeYl ae Jiadl ISy oY) Slasg dab Jead iz Y Slasg
Slasy Ak 08w (JUL Ju e ST Bl ilud plasia! e il asladl o Yo
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* Double-Declining-Balance: The accelerated method (DDB) works best for assets that produce
more revenue in their early years. Higher depreciation in the early years is matched against the

greater revenue. For example, DDB would be good for depreciating computers.
Sl e skl 2105 G Jouad pe Juadl (S o &)Ll 2aslall 79050 (adlall el
OG5S JUL Jae e 8 clalysY do¥! Slgiadl § AW e kel do¥! Lelsie 3
gaSTl Byl Iy Bugie zoaill (adliall sl d4asbks

Straight- Line Units of production Double declining balance

For assets that generate revenue over | For assets that depreciate due to | For assets that produce more revenue in

time wear and tear their early years

Wear and tear: the damage to objects, furniture, property, etc. that is the result of normal use

The insurance policy does not cover damage caused by normal wear and tear.

(bl plazid) Amds cld J) Loy iSlially by oLty By il 5yuall il AaYl
@3ladl Al e B Ll 1Y cnaldl Buadyy Jaii Y
Question 1: Hastings Company has purchased a group of assets for $350,000. The assets and

their market values are listed as follows:

:JWS L Al Hlasdl il U139 $350000 s Jgua¥l (10 degazme 45,401 ol

o2l Land $125,000
Sldas Equipment 75,000
Sl Building 200,000

Calculate the actual price for each of the purchased assets

elaall o), 201 Aesd gl dagsll
109375=400000 +350000 x125000 125000 u'ajb/‘
65625=400000 +350000 x75000 75000 Slaall
175000=400000 +350000 x 200000 200000 L_;Léll
350000 400000

10
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Question 2: Toys Ltd. bought the followingr |n a I;’ask(;£ purchase for $750,000.
BuildingFMV of $375,000
Land FMV of $250,000
Equipment FMV of $300,000
Compute the price allocated to each for this purchase.
Sbydd! sda (e S pasesll yaudl Cws
Answer: Building (375,000/925,000) x 750,000 = 304,054
Land (250,000/925,000) x 750,000 = 202,703
Equipment (300,000/925,000) x 750,000 = 243,243

Question 3: Jones Construction purchased a group of assets for $740,000. The individual assets

and their market values are listed as follows. Prepare the journal entry to record the transaction.

AUl Apgll 0 Ll 08 b LoS AuBgadl Laylaal e 81,LaLI Jgus¥l 7400005 Jgunl degozme 4S54 ol

Aolall Y
Land $450,000
Building 400,000
Equipment 150,000
$450,000 + 400,000 + 150,000 = 1,000,000
Land (450,000/1,000,000) x $740,000 = 333,000
Building (400,000/1,000,000) x $740,000 = 296,000
Equipment (150,000/1,000,000) x $740,000 = 111,000
Land $333,000
Building 296,000
Equipment 111,000
Cash $740,000

11
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Question 4: Taylor Computer Services pur(r:H-alseJc’i a tﬁéct of land and contracted with a builder to
build an office building, a parking lot, and landscaping. The following transactions resulted from
the contractor's activities. Determine the total costs allocated to the land, building, and land
improvements accounts.

cHMalall adgag cdsdy oIS Sl il sl by po cabladg (o)1 dakaie Taylor 48,4 oAl
(@2 Sliguzaly < Glall (oM aiasl) LI A IS i Jglall clolid (e e 20
Purchased land for $135,000. _s,i ¢!,
Paid a demolition company $40,000 to remove an old structure on the property.

ASUL oud (e Y aua 35,40 ado

Paid $14,000 in delinquent taxes on the property. Lass 5l 84Sk dlps add
Paid the contractor $333,000 to design and build the office building. k_,:Lm ;Lz.}g M $333000 Jslal! 29
ey
Paid $34,700 for fencing. ,ss-wdl $34000 2
Paid $39,500 for paving. Lo, sll $39500 ads
Paid an electrical contractor $14,900 for outdoor lighting. 3,L) $14900 ;LQ_QSJ\ Jslal 29

Azl

a. Cost of land

b. Cost of building

c. Cost of land improvements

Answer:

a. Land =135,000 + 40,000 + 14,000 = 189,000

b. Building = $333,000

¢. Land improvements = 34,700 + 39,500 + 14,900 = 89,100

Question 5: Record journal entries for the following transactions involving plant assets.

a. Paid $105,000 for equipment.

b. Paid $500 freight to have equipment delivered. claall @ulud le ilégyns

c. Paid $2,700 to have equipment installed. &laall oS3

d. Paid $55,000 to have a similar piece of equipment overhauled LMo N Slaall oo Wiles dalad ¢l b
e. Paid $1,200 for periodic maintenance to the new equipment 8uyuztl olaaed) 4 yeudl Lkl

12
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Date Accounts T Debit Credit

Equipment 105,000

N Cash 105,000
Equipment 500

% Cash 500
Equipment 2,700

- Cash 2,700
Equipment 55,000

¢ Cash 55,000
Repairs expense 1,200

© Cash 1,200

Question 6: A large truck was purchased on January 1 at a cost of $60,000 and has a salvage

value of $5,000 after its life of 120,000 miles (5 years). The truck was driven 23,000 miles in year

1 and 25,000 in year 2. Calculate the depreciation expense for years 1 and 2 under straight-line,

double-declining-balance and units-of-production depreciation.

2l $5000 udite Aagd LJ (60000 pheos (Al g1 yadl) SN 055 Jols il o1y o3
s Bl Jas 23000 i Ladl 358 s (lgias 5) Jus 120000 4 5oty gl sl ol
2ol 2l Jee 250005
Lowsll Cans ccoltll Lol :ellaY) @b 339 26ty Lo 2wl MY 2adi v

Year 1 Year
Straight-line A B
Double-declining balance C D
Units-of-production E F

A: (60000 — 5000)/5 =11000 for year 1

B: (60000 — 5000)/5 =11000 for year 2

C: 60000 x 2/5 =24000 foryear 1

D: (60000 — 24000) x 2/5 = 14400 for year 2

E: (60000 — 5000)/120000 = 0.458; 0.458 x 23000 = 10,534
F: 0.458x 25000= 11450

13
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Question 7: McAfee Construction acquired the following plant assets on January 1,2009. The delivery equipment

was driven for 12,000 miles of its useful estimated life of 100,000 miles. Compute depreciation for each of the assets.
oo e 12000 Juso gl clune 3L s (Jo¥1 yddl) G 093 § AL Jgua¥l B3limy 4S50 il
A Jgua¥ ope JSI M) s | . Jis 100000 5 yusll Layee (ol

Assets Cost Residual Value | Useful Life Depreciation Method
Office Equipment $150,000 $ 5,000 5 years Straight-line

Building $240,000 $20,000 20 years Double-declining balance
Delivery equipment $125,000 $25,000 10 years Units-of-production

a. Office equipment

b. Building

C. Delivery equipment

Answer:

a. Office equipment - (150,000 - 5,000) x 1/5 x 12/12 = $29,000
b. Building - 240,000 x 2/20x 12/12 =$24,000

c. Delivery equipment - (125,000 - 25,000) x 1/100,000 = 1 x 12,000 = $12,000

Question 8: Porter Business Products acquired equipment on January 1, 2008 for $470,000.

The equipment has an estimated useful life of 5 years and an estimated residual value of

$30,000. The equipment is expected to produce 150,000 units. During 2008, the equipment

produced 24,000 units and during 2009, the equipment produced 60,000 units. Calculate

depreciation expense for 2008 and 2009 under each of the following methods.

Logdy Slgiw 5 (2lu] jee @laadd] 470000 ples 2008 Sl 093y I Slaas 4S04 ol
coxtil 2008 ale JM5 Bumy 150000 &luall s of adsill ¢y .$30000 HLY peadl Al &yuds
2008 ole IO IDa¥) 2545 cows! Bumg 60000 cxnil 2009 ale Mg Bamg 24000 &luall
AW Y g1k 339 2009,

Iliay 4y b

Depreciation Method

2008

2009

Straight-line

oadlal) o Il Caas

Double-declining balance

CUA}/\ ;J.J.:-j

Units-of-production

14
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Depreciation Method T 2008 2009
Straight-line $88,000 $88,000
Double-declining balance $188,000 $112,800
Units-of-production $70,320 $175,800

Straight-line -($470,000 - 30,000) x 1/ 5 x 12/12 = $88,000 per year
Double-declining balance
2008 - $470,000 x 2/5 x 12/12 = $188,000,
2009 - ($470,000 - 188,000) x 2/5x12/12=112,800
Units-of-production - ($470,000 - 30,000) x 1/150,000 units = $2.93 per unit
2008 - $2.93 x 24,000 units = $70,320,
2009 - $2.93 x 60,000 units = $175,800
Question 9: Blake Roofing Company purchased equipment on October 1, 2008 for $106,000.
The equipment has an estimated useful life of 8 years and an estimated residual value of
$10,000. The equipment is expected to be used for 60,000 hours. During 2008, the equipment
was used for 5,000 hours and during 2009, the equipment was used for 15,000 hours. Calculate
depreciation expense for 2008 and 2009 under each of the following methods.
8 4 ¥l saall 508 106000 aleay (aladl 1 idl) Jo¥ iy IS iliina L AS, 4 i)
2L 60000 ltall Jaad ¢l sy .$10000 (3 LoY) yeadl Al Hladl Zerdy oy
el 15000 Lolusmiw! @3 2009 f:L; IMs9 cdele 5000 cslaall ﬁ‘..\.'z.bu‘ 5 2008 ‘aL:. )IES
LW @5l 389 20095 2008 ele JMs 1A (39 yumn o

IlaY! aa,b Depreciation Method 2008 2009

cold! st Straight-line

oadlall upe Il Can s Double-declining balance

Y wlass Units-of-production
Depreciation Method 2008 2009
Straight-line $3,000 $12,000
Double-declining balance $6,625 $24,844
Units-of-production $8,000 $24,000

Straight-line —

2008 ($106,000 - 10,000) x 1/ 8 x 3/12 =$3,000
2009 - ($106,000 - 10,000) x 1/ 8 x 3/12=$12,000

15




ojlioJl
Double-declining balance .
2008 - ($106,000 x 2/8 x 3/12 = $6,625,
2009 - ($106,000 - 6,625) x 2/8 x 12/12 = 24,844
Units-of-production - ($106,000 - 10,000) x 1/ 60,000 hours = $1.60 per hour
2008 - $1.60 x 5,000 hours = $8,000,

2009 - $1.60 x 15,000 hours = $24,000

Changes in Useful Life or Residual Value
LY randl Al Akl Aasdlly o 2Ls¥1 yoall il
Estimating the useful life of a plant asset poses a challenge. As the asset is used, the business may change its
estimated useful life.
DAL LY aadl a3 1B S, A0 ol «Jua pdieiig W 3] it JSCE pinall Jpued (o lo¥l el puss
Accounting changes like this are common because they are estimates and, as a result, are not
based on perfect foresight.
Adlie 8y e wilud ¥ (el Al 9 ol paas LY Aails sda Jie A=l ol sl
When a company makes an accounting change, generally accepted accounting principles require
the business to report the nature, reason, and effect of the accounting change.
Jlest slade p3a5 o loges Wgrall Luwlmll toold) cllats (guolma idny 3S,801 p3a5 Lodic
omelall sl 1a iy et <Aasi e syl
For a change in either estimated asset life or residual value, the asset’s remaining depreciable
book value is spread over the asset’s remaining life.
ALty aall bl Resdll puips s 6l Aaall Zelly s AU S aally Lol il
e Gl 2oy el e cIad
Exercise 1: Thrasher Towing Company owns a fleet of tow-trucks purchased several years ago at a cost of $600,000.
$600000 Layud 45l cilgivw b die 85,4 0 coew Slold Jebwl el 2854
At the beginning of the current year, all of the engines in the tow-trucks were overhauled. The overhauls cost a total
of $160,000 and are expected to extend the life of the fleet 8 years beyond the original estimated life.
el adgnig «$160000 degozs b Aalddl wleiadll calS 18y . lolidl Bpme pamd @ Al Badl Bl 3
Al Dzl slad) way Silgiw 8 Jslaudl L
The company has depreciated the fleet using the straight-line method for five years. The balance in accumulated
depreciation at the end of the preceding year was $300,000.
$300000 pley dasladl dad) 2oLy pazall IDliaYly lgins uasd ol lawal) 25,k alusiwl Jolaut! 38,800 cllas

No residual value has ever been assigned to the trucks.
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ub‘—wﬁ Y peadl Ll Ldie dad 1 pamaxs oy o
A. What has been the annual depreciation recorded for the fleet?
Sl Lad! Jolasd dmadd) ggiadl IMaY! by oS
B.What was the original life of the fleet?
SolimLadl Johaud! LYl panll il oS
C. What s the remaining life of the fleet after the overhaul?
S doladl Aoyl any bisbadl Jolaad il yendl 5o L
D. What s the revised amount of annual depreciation for the current year and future years?
S latudl lgiudly Al Loudd ggiudl I Jaall Al 9 L
Solution
A. Depreciation= 300000 + 5= 60000
B. Original life of the fleet= 600000 + 60000= 10 years
C. Remaining life of the fleet after the overhaul= 10 years - 5 years + 8 years = 13 years

D. the revised amount of annual depreciation for the current year and future years =
The asset’s remaining depreciable book value =($600,000 - $300,000) + $160,000= 460000
Remaining life of the fleet after the overhaul=13 years
Annual depreciation= 460000+ 13= $35,385
Exercise 2: Humphries Greenhouse purchased a greenhouse for $180,000. The greenhouse had an estimated useful
life of 20 years and an estimated residual value of $20,000.
$20000 4 2L yeall Ale Laall 2asdlly ale 205 oSl 2L5¥1 poall a5 o35 180000 4 sl s 45,4 =il
The greenhouse has been depreciated for five years using the straight-line method. At the beginning of the sixth year,
management revises the total useful life of the greenhouse to 12 years.
dlead! #luY) seadl 8yl0Y) caanly cdwsladl el Glay Gy ol Lwall dasb alusiwl algis 53 LX) lial @3
ple 12, 45,089
A. What has been the annual depreciation recorded for the greenhouse?
Sdzmadl Goiud! MY bawd aly oS
B. What is the book value for the greenhouse?
Saiull deuall 3l oS
C. What is the remaining life of the greenhouse?
§ Al yoall 52 Lo

D. What is the revised amount of annual depreciation for the current year and future years?
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FLarall Slgially Al Zal] gyl ISiaVl LS a Jiall ALl 52 L
Answer:
a. Annual Depreciation=($180,000 - $20,000) + 20=$8,000
b. The book value= Cost — Accumulated depreciation
Accumulated depreciation=8000 x 5 years= 40000
Book value= 180000- 40000= 140000
C. The remaining life of the greenhouse= 12 years - 5 years = 7 years
D. The revised amount of annual depreciation for the current year and future years =($140,000 - $20,000) +
7 years=$17,143

A fully depreciated asset is one that has reached the end of its estimated useful life. No more depreciation
is recorded for the asset.
¥ e Dl T demad @iy ¥ Jdlg Huall 2l oyee Lle J) dioy @il o) 215 s LalSIL cllz ) Jua
If the asset is no longer useful, it is disposed of. If the asset is still useful, the company may continue using it.
Al il patud 38,401 L6 Tagde Jl ¥ ¥ o 13) oSy die palseill q Jogde day o ¥ oS 13]
The asset account and its accumulated depreciation remain on the books, but no additional depreciation is
recorded. Inshort, the asset never goes below residual value.
Lo 1 s ¥ i B8 el 3] 98l 6 e iy ¥ (S0 3ol (s IS pamay il Sl
(Y el Gl diesd aa
The third learning objective is to record the disposal of an asset by sale or trade.
Eventually, an asset wears out or becomes obsolete.
(asall Lyl zmas) Aile maad ol Joua¥! daud Jas 2Ll @
The owner then has different choices. The owner can sell or scrap the asset, or trade itin for an asset that is

not similar in functionality.
Bilas e Jioly il of La¥) o o Jia¥! auny o0f Sy S Aalizes lilis 80e laaie U alel 058G
aadssll
Examples include selling a Ford truck for cash, scrapping a Toyota truck for no cash, or trading a truck for a copier
machine. All are non-like property exchanges and a gain or loss on the transaction must be recognized by the company.
@ ol sda S gad AL Ll Jloial of (guis Jilie Gga Ligsss dim i s Juds 3598 Aimli o 2 (asass
ASyadl Jud e Bylusedl o ol BIASY @y o0f oy Jidlsg Wilas p
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Another scenario involves trading the asset for anotherr;;;e.ttl;gtﬂl"las similar functionality. This is called a like-kind
exchange. No gain or loss is recognized on like-kind exchanges. An example of a like-kind asset exchange would be
trading a Ford truck for a Chevy truck.
s 058 of Lesms dads goill o ol (o 1y Jiles Aaidsy 4 3T Lol ha¥! Jlodal 3% gulinadl eunty
(A £33 6y AimLia 5558 65 AL Walis duas g9l e Jobal e Jlie Byl 51 S
Regardless of the type of exchange (like or non-like kind property), the four steps for journalizing disposals or trades are
similar and are as follows:
b LS (29 Aelide Jlas¥ ol sl LY aos¥ lshasell 0l (4l a2 Jus¥ Jols ol Jiles) Joliall g6 ope pladl iy
1. Bring the depreciation up to date.
SESERHEI QUL TN (P IWRLINES
2. Remove the old, disposed-of asset from the books.
S e die seally @uaall Lol Al
a. Make the Asset account equal zero by crediting the asset for its original cost.
2l ks, (s Lol Gl Jazmy ydiall Dolua Jua¥l /> Jax
b. Make the Accumulated depreciation account for the asset equal zero by debiting it for all the
depreciation taken to date on the asset.
dmyls L0 MY Sl Tyte pezel) Gl Jazey yiiall Doluce oD cIMia¥) pazms /> Jax
3. Record the value of any cash (or other accounts) paid (or received) for the asset. For example, if cash is
given, credit Cash. If cash is received, debit Cash. If a notes payable was signed, credit Notes payable.
oYl (e Ladliwel @3 ol caads (4531 bl (61 o) 2puds daud T Juzmad
Ll Jazey Luadl Glus olb 2045 285 @3 13) Sl
late Jazm Luadl Glus ol 2puas liwl 7313
Lals bl 3ol Sl Jam qiiw ads §logl audss @3 13
4. Finally, determine the difference between the total debits and total credits made in the journal entry.
Apagall A8y 2l AL Jlezls Anall Ll Jlez] o Gyall dpams (Jas
If the asset was traded for a like-kind asset, the net difference in debits and credits will be recorded as a debit
to the new asset account.
b s 21lly Zoalll ALl (o B3yl Bl 8 cdtsliin ol sl ol o dass (5 45 Ll o 13)
NERES | [ S M DFES- TN
If the asset was traded in a non-like-kind manner, then the net difference will represent gain or loss on the disposal (or

sale) of the disposed asset Record the gain or loss flow to the Income Statement as follows:
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LAl (o Syl 51 el St Gl flao ol Lot filos 28 ol el ¥ daw 5 a5 LT S 1)
b LS ) 2l Byl 5T S s i e (0 ()
« If the total debits > total credits---a credit entry will be made to make the journal entry balance. The credit represents
a Gain on sale (or disposal) of an asset.
oSy ol oyl ey Jorn o0 qumy (810 sn o Bk L8 <mAslAll ML paazme < Anpall ALA poaze oE 13
ia¥l e paltll o Jua¥ a0 ceuSa
« If the total debits < total credits---a debit entry will be made to make the journal entry balance. The debit represents
a Loss on sale (or disposal) of an asset.
oSy el Ll lag o OF ey (e ose ud Byb old <=l ML gama > Agall AL gaexe oS 13)
LX) o palzdl of oYl aus (ve Byl
« If total debits = total credits, there is no Gain or Loss on sale (or disposal) of the asset.
i aliill ol LYl au oo Bylaus Vg o ¥ iy ¥ e <= A1) DL gaazme = Aipall AL saazms o 13)
The fourth learning objective is to describe ethical issues related to plant assets.
pall Jguols dalant! a8sY Lladll sy ailpll eclatdl Cu !
The main ethical issue in accounting for plant assets is whether to capitalize or expense a cost. In this area, company
opinions vary greatly. On the one hand, companies want to save on taxes. This motivates them to expense all costs and
decrease taxable income. On the other hand, they want to look as good as possible to investors, with high net income
and assets.
& Saoll canlias LS, ol canlall Aoy podiw 13] Legd (2 Al Joua! e dunlmll (3 Aol 480500 2inall
Calall S s oy 10as ol bty S All ity Al (ad € Sy ulels 35,01 ¢l 0l poumsll a
oo el Sl oSel b cnder 9o OF Ogaen o (53T Lol eg iapall asladl Joull agasiy 2sly
e Aaid &3 Jguals Jle Jbo
In most cases, a cost that is capitalized or expensed for tax purposes must be treated the same way in the financial
statements. What, then, is the ethical path? Accountants should follow the general guidelines for capitalizing a cost:
Capitalize all costs that provide a future benefit. Expense all other costs.
Lo AW lgall 8 Losis Aanylally Jalad o cam By (a1peY 2al) A3 (A5 of Sy (&1 22l ¥ lnd) olana
?é%&b’\ ol 03] s
>3 e S g Aulidiie dndie puds G eSS Ales, 2 Aoy aladl sLasY! loaddy oof opeal=ll Ao

Zyalys) Sl yema
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Capitalize or Expense?

Capitalize 4o, Expense 8 gan
Results in higher asset value and larger netincome Results in lower netincome
AT dile 55 Glos ST IS0 osas ol Les gty Ja1 5o Gle 3 (e iy
® Looks better to investors ® |esstaxes
Ooeiluall Jiadl 1da gu J8T il 3 e iy
If cost provides a future benefit, then capitalize If cost does not provide a future benefit, then
oseyll @8 Laie Addtue adlia puas LaIKGN calS 13 | expense
(ol o 52 gl suel) | el laie Addtue dadie puds ¥ Al <ol 13
B9pan aldl

Exercise 3: An asset was purchased for $12,000. The asset's estimated useful life was 3 years and its residual
value was $2,000.
$2000 (ol yendl &l il dagally cilgine 35 #luY jeall 55ua5 @3 .$12000 5 Jeol ¢lpds @3
1. How much depreciation is deducted in the fourth year of use if the straight line method of depreciation was
used?
Coltd] Lasall 2ak o Zall CIbaY! Hasl S 13 alacradl Zal )l &l e alasall DYl laws ily oS
2. How much gain or loss is reported if the asset is sold for $3,000 at the beginning of the  fourth year?
Al 1 Al &yl $3000; dags @3 a3 o) OIS 13] 8yluacsedl ol ausSl) by oS
3. How much gain or loss is reported if the asset is sold for $3,000 at the end of the fourth year?
Al Al 2l $3000; dags 03 03 Jua¥l OIS 13 8yluaiell ol cawsSll by oS
4. How much gain or loss is reported if the asset is sold for $1,000 at the beginning for the fourth year?
Al 1 A &yl $1000; dags @3 a3 o) OIS 13] 8yluasedl ol ausl) by oS
5. How much gain or loss is reported if the asset is sold for $5,334 at the beginning for the third year if the straight
line method of depreciation was used?
@ Ll eDliaY! day b colS 13) A L) Ll $5334 5 4w @3 18 LYl O 13) B)lusel ol nsll gl oS
Sl bhuall 4a,b
Answer:

1. Depreciation is not deducted in the fourth year of use because the useful life is 3 years.

Slsin 3 ga Y yenll 0¥ 2ayl, 8 2l § Ilial gl alaiay ¥
2.3,000 received - Book value 2,000 =1,000 Gain
3. 3,000 received - Book value 2,000 =1,000 Gain
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4.1,000 received - Book value 2,000 = (1,000) Lossr S
5. Annual depreciation= (12000-2000) + 3= 3333
Accumulated depreciation at the beginning of the third year= 3333 x 2 years= 6666
Book value at the beginning of the third year = $12,000 — 6666= $5,334
Book value = sales price=> No Gain or loss
Exercise 4: Kelly Petroleum Products owns furniture that was purchased for $19,600. Accumulated depreciation
is $17,300.
The furniture was sold for $3,800. Record the proper entry for this transaction?
173008 IMiaY! peze .$19600 2alsy 454! ST ... 4854 cllas
Aolall sda b Jozmady @3 .3800 ileay SUY auy @3

Accumulated depreciation 17300

Cash 3800
Furniture 19500
Gain on sale furniture 1500

A company owns furniture which original cost is 50000 . Accumulated depreciation till 31\12\2019
20000. At 31\3\2020 the company sold the asset for 40000 cash. Record the proper entry if you
know that the company use the straight line method (life=5 years) and no residual value.

On 31\3\2020 we need to calculate the depreciation expense

Depreciation expense (50000+5)x3\12 2500

Accumulated depreciation 2500

Then the accumulated depreciation= (20000+ 2500=22500)

Accumulated depreciation 22500

Cash 40000
Furniture 50000
Gain on sale furniture 12500

Exercise 5: Kelly Petroleum Products owns furniture that was purchased for $25,000. Accumulated depreciation
is $22,000. The furniture was sold for $3,900. Record the proper entry for this transaction?
22000$ IMia¥! peze .$25000 2alay 45,41 ST ... 4S54 cllas
Aolall sin w8 Jozmads 08 .3900 gleay SUY a3
Accumulated depreciation 22000

Cash 3900
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Equipment 25000
Gain on sale furniture 900

Exercise 6: Kelly Petroleum Products owns fully depreciated equipment that was purchased for $26,500. The
equipment had an estimated useful life of 8 years and an estimated residual value of $2,500. The equipment was sold
for $2,700. Record the proper entry for this transaction?
Loydlly Slgiw 8 5 ldasll 2l jeall juads @3 .$26500 2ol laelyd o JolSIL a8xe lian 88,4 s
Aalall ) csolill al) Jumanly 63 .2700 aleas luall o @3 52500 ¥l poall Bl Aysaaal

Accumulated depreciation 24000

Cash 2700
Equipment 26500
Gain on sale furniture 200

If the asset was traded for a like-kind asset, the net difference in debits and credits will be recorded as a debit to the
new asset account.
Lgae Llemad @iy @slly 2pall AL o Goyall o b cilin ol el dal (e dag @3 a8 Jua¥ o8 13)
NUNES| YR R DPE
If the asset was traded in a non-like-kind manner, then the net difference will represent gain or loss on the disposal
(or sale) of the disposed asset Record the gain or loss flow to the Income Statement as follows:
ol e Bylucell of CadlSll uSiaiw 39,8l lo o ladie (Bles a2 ol el J2¥ dag @3 08 LX) oS 13)
Ha¥l (s ()
Exercise 7: Lowery Food Market owns refrigeration equipment that cost $10,000 and has accumulated
depreciation of $8,500. The company exchanges the equipment for new equipment (like-kind asset) worth
$12,000.
B Slasey Slaall &sley 35,401 cwls $8500 clial paze Leady $10000 2alay wy Syl ..aS55a cllas
$12000 Liosd 2slie
In addition to the old equipment, the company pays $10,000 for the new equipment. Record the proper entry for
this transaction?

Salolall o) cowlio B Juzmady @3 Bpazll Slaall Jo¥ $10000 48,401 cuads uad dayuall oluaed) 28LYL

Refrigeration Equipment 11500

Accumulated depreciation 8500
Old Equipment 10000
Cash 10000
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Exercise 8: Lowery Food Market owns refrigeration equipment that cost $10,000 and has accumulated depreciation

of $7,400. The company exchanges the equipment for new non-like kind asset worth $12,000.

Glin e ol laall Wsliey 35,401 culs $7400 IMial paze Ledy $10000 22y wyps Bl ..3S54 cllas
$12000 dieud

In addition to the old equipment, the company pays $10,000 for the new equipment. Record the proper entry for this

transaction?

Salolall sy cowlio B Jumeady @8 3upasdl ciluall Jo¥ $10000 4S, a1 cads wad dauall olaael) 28LaYL

New asset 12000
Accumulated depreciation 7400
Loss on exchange of equipment 600
Old Equipment 10000
10000

Cash

Exercise 9: Journalize the following:

March 23 Avan that cost $23,700 and had accumulated depreciation of $21,000 was sold for $1,250.
$1250 5545 plis; $21000 LSMlaal aazmes $23700 Laalss dmLi a3 5131 23

Cash 1,250
Accumulated depreciation-Van 21,000
Loss on sale 1,450
Van 23,700

November 1 A truck that originally cost $44,000 and had accumulated depreciation of $38,000 was traded for a
new machine with a fair market of $58,000. The company traded the old truck and $5,000 in cash.

39 .$58000 Wolall Adgull Laasd s> AL Lalslee o3 $38000 LSral pazmay $44000 LixalSs 2l Ll (il
atall oSl 23LaYL Tuas $5000 ads

New machine 58,000

Accumulated depreciation-old truck 38,000
Cash 5,000
Old Truck 44,000
Gain on sale 47,000

24




oyl_aJl
November 1 A truck that originally cost $44,000 and had accumulated depreciation of $38,000 was traded for a new

Truck with a fair market of $58,000. The company traded the old truck and $5,000 in cash.

New machine 11,000

Accumulated depreciation-old truck 38,000
Cash 5,000
Old Truck 44,000

A machine had a cost of $210,000 and accumulated depreciation of $47,000 was traded for a new machine with a fair
market value of $235,000. Cash of $80,000 and the old machine were given in trade. Journalize the exchange of these

similar assets.

New machine 243,000

Accumulated depreciation-old machine 47,000
Old machine 210,000
Cash 80,000

Exercise 10: Prepare journal entries for the following transactions.

2008

Jan. 1 Purchased equipment for $40,000 cash, $4,000 residual value, 10-year estimated life, straight-line depreciation.
May 1 Purchased a building for $90,000, $4,000 residual value, 20-year estimated life, double-declining balance
depreciation.

Dec. 31 Recorded depreciation for the equipment.

Dec. 31 Recorded depreciation for the building.

2009

June 30 Sold the equipment for $25,000 cash. (Record depreciation to date for 2009 before selling equipment.)
Dec. 31 Recorded depreciation for the building.

Date Accounts Debit Credit
2008
Jan.1 Equipment 40,000

Cash 40,000
May 1 Building 90,000

Cash 90,000
Dec. 31 Depreciation expense — equipment 3,600

Accumulated depreciation — equipment 3,600
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Dec. 31 Depreciation expense — building 6,000
Accumulated depreciation - building 6,000
Date Accounts Debit Credit
2009
June 30 Depreciation expense — equipment 1,800
Accumulated depreciation - equipment 1,800
June 30 Cash 25,000
Accumulated depreciation — equipment 5,400
Loss on sale of equipment 9,600
Equipment 40,000
Dec 31 Depreciation expense — building 8,400
Accumulated depreciation — building 8,400
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NANAZA UNNERZITY

Account for natural resources

Natural Resources

®* Plant assets extracted from the natural environment

®* Iron ore, oil, coal

* Expensed through depletion using the units-of-production method

Accumulated depletion is a contra-asset account to the natural resource

Depletion

Depletion per unit Cost- residual value

Estimated total units of natural resources

Depletion expense= Depletion per unit x number of units removed
Account for intangible assets
Intangible Assets

* Non-current assets with no physical form

* Provide exclusive rights or privileges
* Expensed through amortization using the straight-line method

* Creditto the asset directly

* Ifintangible has indefinite life, it is not amortized

Types of Intangible

Patent Copyright Trademarks and
brand names

Exclusive  20-year Exclusive right to sell a Represent

right to produce & book, musical work, distinctive

sell an invention film, art, software, or products or
intellectual property services

Issued by the federal government

Franchises & Licenses Goodwill

Allows purchaser to sell| |Excess of the cost to

goods or services under| |purchase another

specific conditions company over the market
value of its net assets
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NANAZA UNNERZITY
Goodwill
*  Only recorded when a company purchases another business
®* Notamortized
* Current value measured each year
* Ifvalue increases, no entry

* [fvalue decreases, a loss is recorded

Research and Development (R&D) Costs

* Important to several industries, such as pharmaceutical companies

* Notanintangible
* Expensed asincurred
Describe ethical issues related to plant assets

Capitalize or Expense

Capitalize Expense
* Results in higher asset value * Resultsin lower net
and larger net income income (Less taxes)
(Looks better to investors) * |f costdoesnot providea
* If cost provides a future future benefit, then
benefit, then capitalize expense

Exercises

BE10-6 Mohave Inc. purchased land, building, and equipment from Laguna Corporation for a cash

payment

of $315,000. The estimated fair values of the assets are land $60,000, building $220,000, and

equipment

$80,000. At what amounts should each of the three assets be recorded?

Recorded

Fair Value % of Total Cost Amount

Land $ 60,000 60/360 X $315,000 $ 52,500
Building 220,000 220/360 X $315,000 192,500
Equipment 80,000 80/360 X $315,000 70,000
$360,000 $315,000

BE10-8 Navajo Corporation traded a used truck (cost $20,000, accumulated depreciation

$18,000) for a
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NANAZA UNNERZITY

small computer worth $3,300. Navajo also paid $500 in the transaction. Prepare the journal entry
to record

the exchange.

Equipment ... 3,300

Accumulated Depreciation—Trucks .........ccccc.cooeeevvecoeeccveoserrviieennnnns 18,000
Trucks oo, 20,000
CASH e 500
Gain on Disposal of Trucks ..., 800

BE10-9 Use the information for Navajo Corporation from BE10-8. Prepare the journal entry to

record the exchange, assuming the company traded a used truck for an another truck

New truck($3,300 — $800) 2,500
Accumulated Depreciation—Trucks ..........c.ccccooeevvecocerereeveecrveiee. 18,000
TruckS oo, 20,000
A O eeeereersersmsssssssssrsssssssssasassrsasss 500

BE10-13 Indicate which of the following costs should be expensed when incurred.

(a) $13,000 paid to rearrange and reinstall machinery.

(b) $200,000 paid for addition to building.

(c) $200 paid for tune-up and oil change on delivery truck.

(d) $7,000 paid to replace awooden floor with a concrete floor.

(e) $2,000 paid for a major overhaul on a truck, which extends the useful life.

Answer: Only cost (c) is expensed when incurred

BE10-14 Ottawa Corporation owns machinery that cost $20,000 when purchased on July 1, 2011.
Depreciation has been recorded at a rate of $2,400 per year, resulting in a balance in accumulated
depreciation of $8,400 at December 31, 2014. The machinery is sold on September 1, 2015, for $10,500.

Prepare journal entries to (a) update depreciation for 2015 and (b) record the sale.

(a) | Depreciation Expense ($2,400 X 8/12).........cccoouueuuvvveuurrennecrrvvuiurrannen 1,600
Accumulated Depreciation—Machinery...............ccccecc....| 1,600
(D) | CASH cotiee e 10,500
Accumulated Depreciation—Machinery (8,400 + $1,600) ........ 10,000
MaChinery ... 20,000
Gain on Disposal of Machinery ... 500
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BE10-15 Use the information presented for Ottawa Corporation in BE10-14, but assume the machinery is
sold for $5,200 instead of $10,500. Prepare journal entries to (a) update depreciation for 2015

and (b) record the sale.

(@) | Depreciation Expense ($2,400 X 8/12) .....ccoceuuccevvrvrvvevvmvomasasssncecen 1,600
Accumulated Depreciation—Machinery............... 1,600

(b) | Cash 5,200

Loss on Disposal of Machinery ..., 4,800

Accumulated Depreciation—Machinery ($8,400 + $1,600)....... 10,000
MaChINErY ... 20,000

Navajo Mining Company purchased a mine in 2011 for $3,400,000. It was estimated that the
mine contained 200,000 tons of ore and that the mine would be worthless after all of the ore was
extracted. The company extracted 25,000 tons of are in 2011 and 30,000 tons of ore in 2012.
What is depletion expense for 2011?

Calculation: (3,400,000 x 1/ 200,000)* 25000

What is depletion expense for 2012?

Calculation: (3,400,000 x 1/200,000) * 30,000

What is the book value of the mine at the end of 2012?

Calculation: 3,400,000 — 425,000 — 510,000= 2,465,000

A mine is purchased for $4,000,000. There will be a salvage value of $300,000 when the land is
restored after mining is completed. The mine has an estimated 250,000 tons of coal. What is the
depletable cost per ton of coal?

Calculation: (4,000,000 — 300,000) x 1/250,000 = $14.80/ton

During 2009, there were 35,000 tons of coal removed What is the depletion expense for 2009?
Calculation: (4,000,000 — 300,000) x 1/250,000 = 14.80* 35,000 = 518,000
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Pioneer Mining Company purchased a mineral deposit for $490,000. The residual value of the

deposit will be zero after the ore is removed. A geological report estimated the mineral deposit

contained 140,000 tons of ore. During the current year (2009), 40,000 tons of ore were mined.

Prepare a journal entry to record depletion for the year.

Date Accounts Debit Credit
2009 Depletion expense 140,000
Dec. 31 Accumulated depletion (or Mineral ore A/c) 140,000

Goodwill of $20,000 was recorded upon the purchase of Smith Repair Parts. The company has

been very successful and has increased in value during its first year of operation under its new

management. How

much amortization should be recorded for the first year?

A. $4,000

B.$-0-

C. $1,000

D. $2,000

On July 31, 2008 an existing patent was acquired for $340,000. The remaining legal life of the

patent is 13 years. However, management thinks the patent will provide an economic benefit to

the company for only seven more years. Prepare journal entries for the acquisition of the patent

and for amortization for the year ended December 31, 2008 using the straight line method.

Date Accounts Debit Credit
2008
July 31 Patent 340,000

Cash 340,000
Dec. 31 Amortization expense 20,238

Patent 20,238
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