Chapter

9
PLANT AND
INTANGIBLE ASSETS

McGraw-Hillflnwin © T McGraw-Hill Companles, Ine, 2008

[ Plant Assets j
Fong-lived assets acquired for use ﬂ

business operations.

Simiiar to long-term prepaid expenses

) As years pass, and the
services are used, the
cost is transferred to
depreciation expense.

The cost of plant assets
is the advance purchase
of services.
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Major Categories of Plant Assetsj

i Tangible Plant Intangible Natural

i Assets Assets Resources

{_ Long-term I Noncurrent assets Sites acquired for
assets having . with né physical extracting valuable

i physical substarice. substance, " resources.

McGrai-Hillirwin

©The McGraw-Hill Companies, Inc, 2008

1-1



{ Accountable Events J

@ Allocation of the acquisition cost
to expense over the asset’s
useful life (depreciation).

3]
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( Acquisition of Plant Assets J
Asset

price
-
Reasonable and

necessary costs. ..

1__—J'_—1

... for getting ... for getting
the asset to the the asset ready
desired location. for use.

Ex. Sales Tax, Delivery Costs and Installation Costs
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( Determining Cost ]

On May 4, Heat Co., a stove maker, buys a new
machine from Supply Co. The new machine
has a price of $52,000. Sales tax is 8%.
Heat Co. pays $500 shipping cost to get the
machine to its plant. After the machine
arrives, set-up costs of $1,300 are incurred,
along with $4,000 in testing costs.

Compute the cost of Heat Co.'s new machine.
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[ Determining Cost J

List price
Sales tax ($52,000 x 8%)
Transportation cost
Set-up
~Testing
‘Total cost to Heat Co.

May 4 |Machine
Cash
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( Special Considerations ]

Cost includes real estate
commissions, escrow
fees, legal fees, clearing
and grading the property.

Improvements to land
such as driveways,
fences, and landscaping
are recorded separately.

v
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{ Special Considerations J

Repairs made prior to the
building being put in use
are considered part of the

building’s cost.

Related interest,
insurance, and property

I_y taxes are treated as
expenses of the current

period.

McGraw-HillInoin © The McGraw-Hill Compantes, Inc, 2008




[ Special Considerations J

Allocation of a Lump-Sum Purchase

l

The total cost The allocation
must be is based on
allocatedto |__,| the relative
I think P'll buy the separate Fair Market
whole thing; accounts for
building, land, and each asset Value of each
contents, . asset
- purchased.
e
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Capital Expenditures and Revenue
Expenditures
Capital Revenue
Expenditure Expenditure
Any material expenditure Expenditure for
that wilt benefit severai ordinary repairs
accounting periods. and maintenance.
To capitalize an expenditure To expense an expenditure
means to charge it to an means to charge it to an
asset account. expense account.
McGraw-HilYirwin © The McGraw-Hill Companies, hnc, 2003

L Depreciation }

The allocation of the cost of a plant asset to expense in the
periods in which services are received from the asset.

Balance Sheet

Assets:
Plant and
equipment

Cost of
plant
assets

as the services

Income Statement
are received

Revenues:

Expenses:
Depreciation
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L Depreciation J

Book Value
+ Cost — Accumulated Depreciation
Depreciation
+ Contra-asset
* Represents the portion of an asset's
cost that has already
been allocated to expense.
Causes of Depreciation
+ Physical deterioration

« Obsolescence
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[ Straight-Line Depreciation ]

Depreciation _ Cost - Residual Value
Expense per Year Years of Useful Life

McGraw-Hillirwin ©The McGraw-Hill Compantes, Inc,, 2008

Straight-Line Depreciation ]

On January 1, 2007, Bass Co. buys new equipment.
Bass pays a total of $24,000 for the equipment. The
equipment has an estimated residual value of $3,000
and an estimated useful life of 5 years.
Compute depreciation for 2007 using the straight-line
method.

Cost - Residual Value _ -
Years of Useful Life

= per year
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[ Straight-Line Depreciation J

Bass Co. will record $4,200 depreciation each year for five
years. Total depreciation over the estimated useful life of
the equipment is:

Doprociation _ Accumulated Accumulated ~Undopreciated
Cean P . Deprect Depréciati Balance
Year’ {debit) {credit) (book value)
$ 24,000
207 $ 4200 § 4,200 § 4,200 19,800
2008 4,200 4,200 8,400 16,600
2009 4,200 4,200 12,600 11,400
2010 4,200 4,200 16,800 7,200
2011 4,200 4,200 21,000 3,000
I Salvage Value

MecGraw-Hillirwin © The McGraw-Hill Contpanies, Inc, 1008

t Depreciation for Fractional Periodsw

When an asset is acquired during the year, depreciation
in the year of acquisition must be prorated.

Fractional Periods
Depreciation is
rounded to the nearest
month.

McGraw-HitlInwin © The McGrau-Hill Companies, Inc, 2008

[ Depreciation for Fractional Periods W

Example: Assume the truck in our first example had
been acquired on October1. The truck would have been
used for only 3 months. To determine depreciation
expense for the truck, you would multiply the yearly
depreciation by 3/12.

Depreciation expense in the first year:

Monthly depreciation:

McGratw-Hill/inwin ©The McGraw-Hill Compantes, Inc, 2008




1-7

Half-Year Convention ]

Half-Year Convention

In the year of 1
acquisition, record six 2
months of depreciation.

© The McGraw~ Il Companies, Inc, 2008
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( Half-Year Convention ]

Using the half-year convention, calculate the
straight-line depreciation on December 31, 2007,
for equipment purchased in 2007. The
equipment cost $75,000, has a useful life of 10
years and an estimated residual value of $5,000.

Depreciation
= $ for a full year

x1/2 =$

Depreciation

© The McGraw- il Companies, Inc, 2003
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L Declining-Balance Method j

Depreciation in the early years of an asset’s estimated
useful life is higher than in later years.

Accelerated
x " Depreciation
Rate
7\

Depreciation. _ Rem,éinlng
© . Expense . Book Value

r\
1
The double-declining balance depreciation 2/
rate is 200% of the straight-line
depreciation rate of {(1+Useful Life).

©The McGraw-Hill Companles, Ine, 2008
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[ Declining-Balance Method j

On January 1, 2007, Bass Co. buys a new delivery truck.
Bass Co. pays $24,000 for the truck. The truck has an
estimated residual value of $3,000 and an estimated usefui
life of 5 years.

Compute depreciation for 2007 using the double-
declining balance method.

2007 Depr.  _  Remaining " Accelerated
Expense Book Value Depreciation Rate
= § 24000 x 2 x Y
=8 24,000 x 40%
= $ 9,600
McGraw-Hill/irwin © The McGraw-Hill Companies, Inc., 2008

[ Declining-Balance Method ]

Total depreciation over the estimated useful life of an
asset is the same using either the straight-line method or
the declining-balance method.

\
X

Depr. - \ Accumulated Book
Year Computation Expense preciation Value
2007 $ 24,000 x 40% $ 9,600 9,600 $ 14,400

2008 $ 14,400 x 40% $ 5760 $ 15,360 $ 8,640
2009 $ 8640 x 40% $ 3,456 $ 18,816 $ 5,184
2010 $ 5184 x 40% $ 2074 $ 20,890 $ 3,110
2011 Plug year#5 $ 110 $ 21,000 $ 3,000
Total Depreciation $ 21,000

McGraw-Hil{fInwin © The McGratw-Hill Companies, inc., 2008

{ Other Depreciation Methods J

MACRS

Modified Accelerated Cost Recovery System

The depreciation system used on federal
income tax returns. It is an accelerated
method.

(See the chart at the end of the notes)

McGraw-HitlIrwin © The McGraw-Hill Compandes, Inc, 2008
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L Other Depreciation Methods ]
Units-of-Output Method

Under this method, depreciation is based on some
measure of output other than time.

Cost — Residual Value _  Depreciation cost
Estimated Units of Output ~ per unit of output

McGraw-Hill/invin © The McGraw-Hill Compantes, tnc, 2008

[ Other Depreciation Methods T

Units-of-Output Method
Ex. Consider the delivery tuck, which cost $17,000 and
has an estimated salvage value of $2,000. Assume the
truck will be sold or traded in after 100,000 miles. To
depreciate this asset, you would determine the
depreciation rate per mile and then calculate based
upon mileage.

Cost - Residual Value _ Depreciation cost
Estimated Units of Output™ per unit of output

per mile

panies, inc, 2008

’
___ Other Depreciation Methods ]

Sum-of-the-Years' Digits Method

In general, depreciation calculated under this
accelerated method falls between the double-
declining amount and 150-percent-declining
method. It is not used by many companies
because the computations are complex.

©The MeGraw-Hili Companies, Inc, 2008
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Depreciation Methods in Use:
Survey

A survey of 600 Publicly Owned Corporations

Stralght-line

Declining-balance

{not

Units-of-output

Other

McGraw-HitlInvin © The McGraw-Hilf Compantes, ine, 2008

[ Financial Statement Disclosures ]

Estimates of Useful Life and Residual

Value

+ May differ from company to
company.

+ The reasonableness of
management’s estimates is
evaluated by external auditors.

Principle of Consistency
+ Companies should avoid

switching depreciation methods
from period to period.

McGraw-HitlInwhi

\d Tamhpantes, Inc, 2008

( Revising Depreciation Rates }

Predicted
salvage value

Predicted
useful life

So depreciation
is an estimate.

Over the life of an asset, new information
may come to light that indicates the
originai estimates need to be revised.

McGraw-RilYfirwin ©The McGraiw-Hill Compantes, Inc, 2008
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[ Revising Depreciation Rates T

On January 1, 2004, equipment was
purchased that cost $30,000, has a useful
life of 10 years and no salvage value.
During 2007, the useful life was revised to
8 years total (5 years remaining).

Calculate depreciation expense for the year
ended December 31, 2007, using the
straight-line method.

McGrato-Hilrwin ©The McGraw-Hill Companies, Inc, 2008

[ Revising Depreciation Rates j

When our estimates change,
depreciation is:

Book value at Salvage value at
date of change date of change

Remaining useful life at date of change

Asset cost 8

Accumulated depreciation, 12/31/2006
($3,000 peryear x 3 years)

Remaining book value $

Divide by remaining life

Revised annual depreciation - $

McG) L0r21a0 300 ”

E Impairment of Plant Assets J

If the cost of an asset
cannot be recovered
through future use or
sale, the asset should
be written down to its
net realizable value.

MeGraw-HitlInwin © The McGrawnHtll Companies, Inc, 2003




[ Disposal of Plant and Equipment ]

Update depreciation
to the date of disposal.

!

| Journalize disposal by: |

!

Recording cash
received (debit).

l

Recording a
gain (credit)
or loss (debit).

Removing accumulated
depreciation (debit).

Removing the
asset cost (credit).

McGraw-HillIrwin
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u)isposal of Plant and Equipment ]

If Cash > BV, record a gain (credit).
If Cash < BV, record a loss (debit).
If Cash = BV, no gain or loss.

Recording cash
received (debit).

Recording a
gain (credit)

or [oss (debit).

Removing accumulated
depreciation (debit).

Removing the
asset cost (credit).

McGraw-Hill/invin
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[ Disposal of Plant and Equipment J

On September 30, 2007, Evans Company sells a
machine that originally cost $100,000 for
$60,000 cash. The machine was placed in
service on January 1, 2002. It has been
depreciated using the straight-line method with
an estimated salvage value of $20,000 and an
estimated useful life of 10 years.

Let’s answer the following questions.

McGraw-Hillinvin
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Disposal of Plant and Equipmentj

The amount of depreciation
recorded on September 30, 2007,
to bring depreciation up to date is:

. $8,000.
. $6,000.
. $4,000.
. $2,000.

o 0 U e

McGraw-Hityirwin © The McGrato-HNl Compantes, Inc, 2008

Disposal of Plant and Equipment ]

After updating the depreciation, the
machine’s book value on
September 30, 2007, is:

. $54,000.
. $46,000.
. $40,000.
. $60,000.

T o

o 0

McGraw-HitlIrwin © The McGraw-Hill Companies, ine, 2008

-~

Disposal of Plant and Equipment J

The machine’s sale resulted in:

a. again of $6,000.
b. again of $4,000.
—¢. aloss of $6,000.
d. aloss of $4,000.

McGraw-Hillinvin © The McGraw-Hill Compantes, Inc, 2003




[ Disposal of Plant and Equipment ]

Prepare the journal entry to record
the sale.

[ Da
Sept. 30

McGraw-Hillinwin ©The McGraw-Hill Companies, Ine, 2008

Trading in Used Assets for New
Ones

On May 30, 2007, Essex Company
exchanges a used airplane and $35,000
cash for a new airplane. The old airplane

originally cost $40,000, had up-to-date
accumulated depreciation of $30,000, and
a fair value of $4,000.

McGrato-HilYirwin - © Tne McGraw-Hill Compantes, Inc, 2608

Trading in Used Assets for New
Ones

The exchange resulted in a:

a. gain of $6,000.
b. loss of $6,000.
c. loss of $4,000.
. gain of $4,000.

Prepare a journal entry —
to record the exchange. XN

o

1-14
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Trading in Used Assets for New
Ones

Prepare the journal entry to record

the trade.
May 30 |Airpiane (new) 39,000
Accumulated Depreciation 30,000
Loss on Exchange 6,000
Airplane (oid) 40,000
Cash 35,000

©The McGrato-Hill Companies, Inc, 2008
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[ Scrapping an Asset ]

(a) Gomez Company retires its delivery
equipment, which cost $41,000.
Accumulated depreciation is $39,000 on this
delivery equipment. No salvage value is
received.

McGraw-Hill/Inwin © The McGraw-HH Companies, Inc, 2008

Trading in Used Assets for New
Ones

Prepare the journal entry to record
the scrapping.

© The McGraw-HHT Compantes, Tnc, 2008
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520 - accounming FOR ASSETS AND LIABILITIES PART 3

bl iy :Nu-"(j{..u—".‘é..a PR :

MACRS Depreciation Rates’
) Recovery Periods ,
These tables simplify the Year 3 Years SYears 7 VYears 10Years 15 Years 20 Years }'
computation of 1 33.33% 20.00% 14.29% 10.00% = 5.00% %3 750%" {
depreciation for income 2 44.45 32.00 24.49 18.00 9.50 2.219
tax purposes 3 14.81 19.20 17.49 14.40 8.55 © 6.677
o 4 7.41 11.52 1249 . 11582 7.70 6.177 '
5 11.52 8.93 9.22 6.93 5,713
é 5.76 8.92 7.37 6.23 - 5.285
7 8.93 8.55 5.90 4.888
- 8 4.46 6.55. 5.90 4.522
9 _ 6.56 591 4462
10 _ 6.55 - 5,90 " 4.46)
1 . . . 3.28 5.9] 4.462
T 12 : ‘ 5.90 4.48)
13 ’ 5.91 4,462
14 5.90 4.46)
15 ’ 4 591 4.462
16 ‘ 2.95 4.46)
17 . 4.462
18 . ' 4.461
19 : 4,462
20 , : 4.451
21 ) 2.7 7
b : : . Total  100.00% 100.00%  100.00%  100.00% 100.00% 100. 4.
*Caution: This table is infended for demonstration purposes only. Congress
may change the depreciation rates permitied for income tax purposes af any
time. Therefore, ihis table should not be used in the preparation of actual in-
come lax returns. Complete and up-fo-dafe depreciation tables are available
without charge from the Internal Revenue Service.

ERIRS <

“5-year property.”® The depreciation expense that may be deducted in t
federal income tax return each year is determined as follows:
Depreciation Schedule: MACRS income Tax Method
Computation

(Cost x Rate Depreciation Accumulated Basis
Year from IRS Table) Expense Depreciation (Book Vah
Depreciation (or cost ! $17,000 x 20% $ 3,400 $ 3,400 $13,600
recovery) using the 2 $17,000 x 32% 5,440 8,840 T 8,160
MACRS table 3 $17,000 x 19.20% 3,264 12,104 4,896
4 . $17,000 x 11.52% . 1,958 14,062 2,938
5 $17,000 x 11.52% 1,958 16,020 _ 98‘0
é $17,000 x 5.76% 980 . 17,000 - © 0=
Total $17,000 |
. Notice 'that “5-year property” actually is depreciated over 6 years. T

extra year results from application of the half-year convention. Also, not:
that in tax schedules the term basis replaces book value. The cop~~ots
D . basis and book value are quite similar. Both terms represent theun. e
ated cost of the asset; that is, cost less accumulated depreciation. Bo
value represents the cost of the asset less the accumulated depreciation r¢
ognized in financial statements. Basis, in contrast, represents the cost
the asset less the accumulated depreciation claimed in income tax i
turns. Stated another way. basis means “book value for tax puronses.”
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DISPOSAL _OF PLANT ASSETS

Remember, there are 3 accountable events in the life of an asset—you learned 2 of them
sofar;. .-

« acquisition of plant asset (purchase)
" allocation of the acquisition cost to expense over the asset’s useful life ( deprecraty “))

The third accountable event is:

= sale or disposal of plant asset

- As plant assets wear out or'become obsolete, they must be scrapped, sold, or iraded
ir on new equipment.

When depreclable-assets are dzsposed of at any date other than the end of the year, an. L '

~ entry should first be made to record depreciation for the fraction of the year
ending with the date of disposal.. (If half-year convention is in use, six months” .. _

~ depreciation should-be recorded.) Then, upon the disposal of a depreciable asset, the
cost of the property is removed from the asset account, and the accumulated..
depreclatlon is. removed from the related contra-asset account. . e vse e e s e o

Ex: Assume_ _that ofﬁce_eqmpment puxchased» 10 years_ago atwa cost_v_.ofiSZ0,0roa has T
been fully depreciated and is no longer useful. The entry to record the scrapping of
the worthfess equipment is:

Accumulated Depreciation: Uffice Equipment 20,000
Office Equipment 26,000

Gains And Losses On Disposals Of Plant Assets

Since the residual values and useful lives of plant assets are only estimates, it is not
uncommon for plant assets to be sold at prices which djffer from their book value at
the date of disposal.

A sale price in excess of the boek value produces a .
A sales price below the book value produces a

Disposal at a Price above Book Value:

Assuine that a machine costing $10,000 has a book value of $2,000 at the time it is
sold for $3,000 cash. The journal entry to récord this disposal is:
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Disposql at a Price below Book Value:

Assume instead that the same machine is sold for $500. "Lhe journal entry in this case
would be: -

Trading in Used Assets for New Ones

Certain types of depreciable assets, such as automobiles and trucks, sometimes are .
traded in for new assets of the same kind. In most instances, a ttade~m is vxewed asa
sale of the old asset and purchase of a newone. -~ - - -er —n

Ex: Assume that Rdnuxo Landsape has an old pickup Lruok that originally cost
$10,000 but now has a book value of $2,000. Rancho trades in this old truck for a
new one with a fair market value of $15,000. The truck dealership grants Rancho a
small trade-in allowance of $3,500 for the old truck, and Rancho pays the remalmng
$11,500 cost of the new truck in cash. The transaction would be recorded as

Page 7 l ?/
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) ~ “PLANT ASSETS, NATURAL RESOURCES,

e ~ AND INTANGIBLE ASSETS
‘Chap'ter 10

10-1  Classifying plant asset transactions and identifying capital and revenue
expenditures,

For each of the transactions below a) identify the accouht(s) to be debited from
the list below and b) determine if the expenditure is a capital or revenue
expenditure.

Land (L) Land Improvements (L) Buildings (B) Equipimeht (E) Expense Accounts X)

(a) (b) Capital/
Account(s) Revenue
Debited -~ Expenditure

~ 1. Purchased land and building,

A Remodeled building in No. 1 to prepare for use.
Pald clir_rent property taxes on building in No. 1.
Purchased building and land, Building to be demolished,
Paid accrued property taxes on No. 4.
Demolished building in No, 4.

Cleared and graded land in No. 4.

' 651struct.ed new building on property in No. 4.

© 29, - Paved parking lot,

1 10" Purchased equipment for use in the business,

11. Paid freight on equipment in No. 10,

¥ 12. Paid installation of equipment in No., 10.

13.  Paid sales tax on equipment in No, 10,

14. Purchased a delivery truck.

15. Paid insurance and registration fees for the truck in No.
14,

16. Paid to have company name and phone number painted
on truck in No, 14.

Chapter 10 = Plant Assets, Natural Resources, and Intangible Assets - Pagel19 Z C{




8 ACCOUNTING Name

Depreciation WS
Straight Line:

Daniels Doughnuts bought a deep fryer for $24,000. It has a useful life of 4
years and a residual value of $2,000. What is each year’s amount of
deprematlon using the Straight Line Method?

Year: 2010
2011
2012
2013

‘Peck’s Pizza Parlor bought an oven for $10,000. It has a useful life of 3
years and a residual value of $1,000. What is each year’s amount of
depreciation using the Straight Line Method?

Year: 2010
2011
. 2012

.0



ACCOUNTING Name
Depreciation WS 3
Straight line: fractional periods & half-year convention

On May 1, 2012 Hershey Corporation acquired a new machine with an
estimated life of 5 years. The cost of the equipment was $225,000 with
residual value of 25,000.

a) Determine the amounts of depreciation recognized in each year of the
asset’s life using the straight line method with fractional periods.

Year 2012:
2013:
2014.
2015:
2016:
2017:

b) Determine the amounts of depreciation recognized in each year of the
asset’s life using the straight line method with half-year convention.

Year 2012:
2013:
2014:
2015:
2016:
2017:



ACCOUNTING Name
Depreciation WS 4
Straight line: fractional periods & half-year convention

On October 1, 2010 Cody’s Candy’s Corporation acquired a new machine
with an estimated life of 5 years. The cost of the equipment was $55,000
with residual value of 3,000.

* a) Determine the amounts of depreciation recognized in each year of the
asset’s life using the straight line method with fractional periods.

Year 2010:
2011:
2012:
2013:
2014:
2015:

b) Determine the amounts of depreciation recognized in each year of the
asset’s life using the straight line method with half year Convention.

Year 2010:
2011:
2012:
2013:
2014:
2015:



ACCOUNTING ’ Name
Depreciation W/S 5
Straight line: fractional periods & half-year convention

On September 1, 2010 Orange Corporation acquited a new machine with an
estimated life of 5 years. The cost of the equipment was $65,000 w1th
residual value of 3,000.

a) Determine the amounts of depreciation recognized in each year of the
asset’s life using the straight line method with fractional periods.

Year 2010:
2011:
2012:
2013:
2014:
2015:

b) Determine the amounts of depreciation recognized in each year of the
asset’s life using the 200% Declining Balance Method with half-

year convention.

Year 2010:
2011:
2012:
2013:
2014:
2015:



ACCOUNTING Name
Depreciation WS 6
Straight line: fractional periods & half-year convention

On November 1, 2010 Hefner Corporation acquired a new machine with an
estimated life of 5 years. The cost of the equipment was $85,000 with
residual value of 10,000.

a) Determine the amounts of depreciation recognized in each year of the
asset’s life using the straight line method with half year periods.

Year 2010:
2011:
2012:
2013:
2014:
2015:

~ b) Determine the amounts of depreciation recognized in each year of the
asset’s life using the 200% Declining Balance Method with alf-
year convention. '

Year 2010:
2011:
2012:
2013:
2014:
2015:



ACCOUNTING Name
Depreciation Practice WS 7

On April §,2010, Delta Company acquired a new machine with an estimated useful

~ life of § years. Cost of the equipment was $55,000, with a residual value of $5,000.

(Round to the nearest dollar)

a) Determine the amounts of depreciation recognized in each year of the
asset’s life using the straight line method with fractional periods.

Year

Depreciation / Accumulated A/D Balance Book Value
Expense Depreciation

2010

2011

2012

2013

2014

2015

b) Determine the amounts of depreciation recognized in each year of the
asset’s life using the straight line method with half year convention.

Year

Depreciation / Accumulated A/D Balance Book Value
Expense Depreciation

2010

2011

2012

2013

2014

2015




)

On April 5,2010, Delta Company acquired a new machine with an estimated useful
life of 5 years. Cost of the equipment was $55,000, with a residual value of $5,000.

" ¢) Determine the amounts of depreciation recognized in each year of the

asset’s life using the 200% Declining Balance Method.

Year

Depreciation / Accumulated
Expense Depreciation

A/D Balance

Book Value

2010

2011

2012

2013

2014

2015

d) Determine the amounts of depreciation recognized in each year of the
asset’s life using the 200% Declining Balance Method with half-

year convention.

Year

Depreciation / Accumulated
Expense Depreciation

A/D Balance

Book Value

2010

2011

2012

2013

2014

2015




/) ACCOUNTING Name
Depreciation Practice WS 8

On May 1, 2010 Connolly Corporation acquired a new machine with an
estimated life of 4 years. The cost of the equipment was $70,000 with
residual value of 10,000. (round to the nearest dollar)

a) Determine the amounts of depreciation recognized in each year of the
asset’s life using the straight line method with fractional periods.

Year V Depreciation / Accumulated A/D Balance Book Value
Expense Depreciation

2010
2011
2012
2013
2014

7)|2015

b) Determine the amounts of depreciation recognized in each year of the
asset’s life using the straight line method with half year convention.

Year Depreciation / Accumulated A/D Balance Book Value
Expense Depreciation

2010
2011
2012
2013
2014
2015

Ll
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On May 1, 2010 Connolly Corporatioh acquired a new machine with an
estimated life of 4 years. The cost of the equipment was $70,000 with
residual value of 10,000. (round to the nearest dollar)

¢) Determine the amounts of depreciation recognized in each year of the
asset’s life using the 200% Declining Balance Method.

Year

Depreciation / Accumulated A/D Balance | Book Value
Expense Depreciation ,

2010

2011

2012

2013

2014

2015

d) Determine the amounts of depreciation recognized in each year of the
asset’s life using the 200% Declining Balance Method with half-

year convention.

Year

Depreciation / Accumulated A/D Balance Book Value
Expense Depreciation

2010

2011

2012

2013

2014

2015

1y



ACCOUNTING Name

Depreciation WS 9

Straight line: fractional periods & half-year convention

On April 1, 2010 Kelly Corporation acquired a new machine with an
estimated life of 5 years. The cost of the equipment was $90,000 with

residual value of 10,000,

a) Determine the amounts of depreciation recognized in each year of the
asset’s life using the straight line method with fractional periods.

Year Depreciation / Accumulated A/D Balance | Book Value
Expense Depreciation
2010
2011
2012
2013
2014
2015
b) Determine the amounts of depreciation recognized in each year of the
asset’s life using the 200% Declining Balance Method with half-
year convention.
Year Depreciation / Accumulated A/D Balance Book Value
Expense Depreciation
2010
2011
2012
2013
2014
2015

19



AccountingI - Name
(h .4 —Depreciation Methods

w10
Global Manufacturing purchased a new delivery truck. The truck, with an estimated life . -

of 5 years, was acquired on March 31 for $22, 000 The estimated residual value of the
truck is $4,000.

Usmg the following metkods, compute the depreciation expense for 1997-2002:
a) straight line, half-year convention + LogeNons\ Pestods
b) 200% declining balance, half-year convention /di

¢) MACRS — "3 yr» property"

Method of Depreciation
(«) i (8 . {2) : (3}
~ SitptahY We | Straight- _ 200%-Declining-
Yeoar ﬂrm;* v Terdeds ) | Lme (hoem) _Balance MACRS
R :
1997 § P $
1998 ’ R ' [
1999 MR . ' .
2000 Eoji ihE e o ' |
2001 _ L ' :
2002 gl bii, L L t"
Totals - N L 4 it

Supporting Computations:

A
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Accounting | - ‘ Wi
Ch. 9—Depreciation Methods Quiz AR

3 ‘%‘

oo

Micro Circuit Co. purchased new equipment. The equipment, with an estimated
" life of 5 years, was acquired on May 4 for $64,000. The estimated residual value
of the equipment is $9,000. ‘

Using the following methods, compute the depreciation expense for 2601-2005:
a) straight line, half-year convention' + fractisnal periods

b) 260% declining balance, half-ysar convention
c) MACRS—accelerated rates for 5-year property

4 Method of Depreciation
(1) &. i he (2) (3)

_ \§+rgg,]9h+- 1 Straight- 200%-Declining-

Year Liﬁ‘g,_(ir%%f : :l:.l::w;'.{'fa@ﬁ> _ Balance MACRS
2061 $ L 8 3 : §
&2 00 : s -
A043 ' Lot

2004

2005
R0l
Totals

i

Supporting Computations:




ACCOUNTING Name
Depreciation wS12
Straight line: fractional periods & half-year convention

" On September 1, 2012 Walker Corporation acquired a new machine with an
estimated life of § years. The cost of the equipment was $90,000 with
residual value of 10,000.

a) Determine the amounts of depreciation recognized in each year of the
asset’s life using the straight line method with fractional periods.

Year 2012:
2013:
2014:
2015:
2016:
2017:

b) Determine the amounts of depreciation reco gnized in each year of the
asset’s life using the 200% Declining Balance Method with half-

year convention.

Year 2012:
2013:
2014:
2015:
2016:
2017:

S5



Accounting
Units of Output Activity

Teren Trucking purchased a new truck for their business.

Cost: ~ $24,000
Est. Salvage Value: 3,000

The equipment is estimated to be used for 35,000 hours, How much will the equipment
depreciate per hour of use?

During the month of January the equipment was used 145 hours. What amount of
depreciate should be recorded for the month?

What account should be debited?

Credited?

35



Accounting Graded Problem
Units of Output Activity

‘Mario Mover’s purchased a new truck for their business.

Cost: $29,000
Est. Salvage Value: 3,000

The equipment is estimated to be used for 25,000 hours. How much will the equipment
depreciate per hour of use?

During the month of January the equipment was used 120 hours. What amount of
depreciate should be recorded for the month? '

What account should be debited?

Credited?




Accounting
Units of Output Activity

Justin Jungle Gym’s purchased a new truck for their business.

Cost; $28,000
Est. Salvage Value: 3,000

The equipment is estimated to be used for 40,000 hours. How much will the equipment
depreciate per hour of use?

During the month of January the equipment was used 125 hours. What amount of
depreciate should be recorded for the month?

What account should be debited?

Credited?

by



Accounting
Units of Output Activity

Busch’s Balloon’s purchased a new truck for their business.

Cost: $24,000
Est. Salvage Value: 3,000

The equipment is estimated to be used for 30,000 hours. How much will the equipment
depreciate per hour of use?

During the month of January the equipment was used 120 hours. What amount of
depreciate should be recorded for the month?

What account should be debited?

Credited?

AL
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10-3  Computing depreciation using various methods.

The following information relates to a machine purchasgd by Yamaguchi Co.

Determine the depreciation expense, accumulated depreciation and book value for

Cost : $1400
Transportation charges paid 100
Salestax - : 112
Installation of machine 188
Machine cost $

Estimated salvage value _ $100
Depreciable cost

Useful life 5 years
Useful operating hours 10,000

. The machine was placed in service on

January 1, 2011,

2011 and 2012 using the following methods:

a) Straight-Line

Compute annual depreciation expense:

YEAR
2011
2012
2013
2014

2015

ANNUAL END OF YEAR END OF YEAR
DEPRECIATION ACCUMULATED BOOK
EXPENSE DEPRECIATION VALUE

Chapter 10 — Plant Assets, Natural Resources, and. Intangible Assets

Page 121

5



b) Units-of-Activity

=

) Compute the depreciation cost per unit , .wj .
r (operating hours): ' ’ :
_ COST ‘ANNUAL END OF YEAR END OF YEAR

HOURS OF PER . DEPR, ACCUM. ' BOOK
YEAR  OPERATION  UNIT EXPENSE DEPRECIATION VALUE
2011 3,000
2012 2,000

¢) Declining-Balance ' .

The rate used is twice the straight-line rate.
-Compute the declining-balance rate:

ANNUAL END OF YEAR END OF YEAR

DEPRECIATION ACCUMULATED BOOK
; YEAR COMPUTATIONS _ EXPENSE - DEPRECIATION VALUE
) 2 | | (R
2012
2013

AREUURMRMNMRMMMMRN

i
i
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) ACCOUNTING Name
' Depreciation Quiz
All Methods

On November 1, 2010 Crosby Crutches Corporation acquired a new machine with
an estimated life of 5 years. The cost of the equipment was $55,000 with residual
value of 10,000.

a) Determine the amounts of depreciation recognized in each year of the |
asset’s life using the straight line method with fractional periods.

Year Depreciation / Accumulated A/D Balance Book Value
Expense Depreciation

2010

2011

2012

2013

P

‘|‘2'0'1 5

b) Determine the amounts of depreciation recognized in each year of the
asset’s life using the 200% Declining Balance Method with half-year
convention.

- Year Depreciation / Accumulated A/D Balance Book Value
Expense Depreciation

2010

2011

2012

2013

2014

2015




On November 1, 2010 Crosby Crutches Corporation acquired a new machine with
an estimated life of 5 years. The cost of the equipment was $55,000 with residual
value of 10,000. :

¢) Determine the amounts of depreciation recognized in each year of the
asset’s life using the following MACRS Rates (half year convention)

Year 1 Year 2 Year 3 Year 4 Year 5 Year 6

20% . 132% 19.20 11.52 11.52 5.76

Year

Depreciation / Accumulated | A/D Balance Bdok Value
Expense Depreciation

2010

2011

2012

2013

2014

2015

Crosby Crutches purchased a new piece of equipment for their business.

Cost: $28,000
Est. Salvage Value: 3,000

The equipment is estimated to be used for 40,000 hours. How much will the
equipment depreciate per hour of use?

During the month of January the equipment was used 120 hours. What amount of
depreciation should be recorded for the month?




ACCOUNTING Name

Depreciation Quiz
All Methods

On September 1, 2010 Naoum Corporation acquired a new machine with an

estimated life of 5 years. The cost of the equipment was $35,000 with residual

value of 5,000,

a) Determine the amounts of depreciation recognized in each year of the
asset’s life using the straight line method with fractional periods.

Year Depreciation / Accumulated A/D Balance Book Value
Expense Depreciation
2010
2011
2012
2013
’ "Y) 14
12015
b) Determine the amounts of depreciation recognized in each year of the
asset’s life using the 200% Declining Balance Method with half-year
convention.
Year Depreciation / Accumulated A/D Balance Book Value
Expense ~ Depreciation
2010
2011
2012
2013
2014
2015




e

On September 1, 2010 Naoum Corporation acquired a new machine with an

estimated life of 5 years. The cost of the equipment was $35,000 with residual

value of 5,000,

¢) Determine the amounts of depreciation recognized in each year of the
asset’s life using the following MACRS Rates (half year convention)

Year 1 Year 2 Year 3 Year 4 Year 5 Year 6
20% 32% 19.20 11,52 11.52 3.76
Year Depreciation / Accumulated A/D Balance Book Value
Expense Depreciation
12010
2011
2012
12013
2014
2015

The Naoum Corporation purchased a new truck for their business. -

Cost:

Est. Salvage Value:

$40,000
5,000

The equipment is estimated to be used for 80,000 miles. How much will the

equipment depreciate per hour of use?

During the month of January the equipment was used for 200 miles. What amount

of depreciation should be recorded for the month?

qil



ACCOUNTING Name
Depreciation
All Methods

On April 1, 2010 Behrns Corporation acquired a new machine with an estimated
life of 5 years. The cost of the equipment was $60,000 with residual value of
2,000.

a) Determine the amounts of depreciation recognized in each year of the
 asset’s life using the straight line method with fractional periods.

Year Depreciation / Accumulated A/D Balance Book Value
Expense Depreciation
2010
2011
2012
2013
1) 14
2015
b) Determine the amounts of depreciation recognized in each year of the
asset’s life using the 200% Declining Balance Method with half-year
convention,
Year Depreciation / Accumulated A/D Balance Book Value
Expense Depreciation
2010
2011
2012
2013
2014
2015

13



On April 1, 2010 Behrns Corporation acquired a new machine with an estimated
life of 5 years. The cost of the equipment was $60,000 with residual value of
2,000.

¢) Determine the amounts of depreciation recognized in each year of the
asset’s life using the following MACRS Rates (half year convention)

Year | Year 2 Year3 | Year 4 Year 5 Year 6
20% 32% 19.20 11,52 11.52 5.76
Year Depreciation / Accumulated A/D Balance Book Value
Expense Depreciation
2010
2011
2012
2013
2014
2015

Behrns Corporation purchased a new piece of equipment for their business.

Cost: $63,000
Est. Salvage Value: 3,000

The equipment is estimated to be used for 30,000 hours. How much will the
equipment depreciate per hour of use?

During the month of January the equipment was used 40 hours. What amount of
depreciation should be recorded for the month?




10-4 Computing revised annual depreciation.

Refer to problem 10-3. Assume the Yamaguchi Co. used straight-line ,
depreciation for 2011 and 2012. In 2013, Yamaguchi decided to increase the total
useful life to 7 years and revised the estimated salvage value to zero. Compute
the revised annual depreciation. ;

|
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Accounting
Practice Problem—
Disposal of Equipment by Sale, Trade-in, or as Scrap

A delivery truck that cost $28,000 had an estimated useful life of 5 years and an
estimated salvage value of $3,000. Straight-line depreciation with half-year convention
was used. - Give the entry (in general journal form) requlred by each of the following
alternative assumptions:

a. The'truck was sold for $10,000 cash after 2 years’ use -

b. The truck was traded in after 4 years on another truck with a fair market value of
$22,000. Trade-in allowance was $8,500. (Record any implied gain or loss)

c. The truck was scrapped after 7 year’s use. Since scrap dealers were unwilling to
pay anything for the truck, it was given to a scrap dealer for his services.



Accounting
Practice Problem—
Disposal of Equipment by Sale, Trade-in, or as Scrap

A delivery truck that cost $19,000 had an estimated useful life of 5 years and an
estimated salvage value of $1,000. Straight-line depreciation with half-year convention
was used, Give the entry (in general journal form) required by each of the following
alternative assumptions:

a. The truck was sold for $11,000 cash after 2 years’ use

b. The truck was traded in after 4 years on another truck with a fair market value of
$14,000. Trade-in allowance was $6,500. (Record any implied gain or loss)

c. The truck was scrapped after 7 year’s use. Since scrap dealers were unwilling to
pay anything for the truck, it was given to a scrap dealer for his services.

{7/
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Accounting
Practice Problem— |
Disposal of Equipment by Sale, Trade-in, or as Scrap

A delivery truck that cost $18,000 had an estimated useful life of 5 years and an

estimated salvage value of $3,000. Straight-line depreciation with half-year convention

was used. Give the entry (in general journal form) required by each of the following
alternative assumptions:

a. The truck was sold for $13,000 cash after 2 years’ use -

b. The truck was traded in after 4 years on another truck with a fair market value of
$24,000. Trade-in allowance was $8,500. (Record any implied gain or loss)

c. The truck was scrapped after 7 year’suse. Since scrap dealers were unwilling to
pay anything for the truck, it was given to a scrap dealer for his services.

(e



~ Accounting
Practice Problem
Disposal of Equipment by Sale, Trade-in, or as Scrap

A bulldozer which cost $48,000 had an estimated useful life of 5 years and an estimated
salvage value of $8,000. Straight-line depreciation with half year convention was used.
Give the entry (in general journal form) required by each of the following alternative
assumptions:

a. The bulldozer was sold for cash of $35,000 after 2 years’ use

b. The bulldozer was traded in after 4 years on another truck with a fair market value
of $54,000. Trade-in allowance was 22,000. (Record any implied gain or loss)

c. The bulldozer was scrapped after 8 year’s use. Since scrap dealers were unwilling
to pay anything for the truck, it was given to a scrap dealer for his services.

"t
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- Accounting
) Practice Problem
Disposal of Equipment by Sale, Trade-in, or as Scrap

A delivery truck that cost $38,000 had an estimated useful life of 5 years and an
estimated salvage value of $4,000. Straight-line depreciation with half-year convention
was used. Give the entry (in general journal form) required by each of the following
alternative assumptions:

a. The truck was sold for $31,000 cash after 2 years’ use

b, The truck was traded in after 4 years on another truck with a fair market value of
$44,000. Trade-in allowance was $18,500. (Record any implied gain or loss)

¢. The truck was scrapped after 7 year’s use. Since scrap dealers were unwilling to
pay anything for the truck, it was given to a scrap dealer for his services.

50



Accounting
Practice Problem—
Disposal of Equipment by Sale, Trade-in, or as Scrap

A delivery truck that cost $27,000 had an estimated useful life of 5'years and an
estimated salvage value of $1,000. Straight-line depreciation with half-year convention
was used. Give the entry (in general journal form) required by each of the following
alternative assumptions:

a. The truck was sold for $17,000 cash after 2 years’ use

b. The truck was traded in after 4 years on another truck with a fair market value of
$24,000. Trade-in allowance was $5,500. (Record any implied gain or loss)

c. The truck was scrapped after 7 year’s use. Since scrap dealers were unwilling to
pay anything for the truck, it was given to a scrap dealer for his services.

g



Accounting

Quiz: Disposal of Plant Asset by Sale, Trade

-in, or as Scrap

A bobcat that cost $42,000 had an estimated useful life of 5 years and an estimated
salvage value of $7000, Straight-line depreciation with

Give the entry (in general jou
assumptions:

rnal form) required by eac

a. The bobcat was sold for cash of $30,000 after 2

b. The bobeat was traded i

c. The bobcat was scrapped after 8 year’s use. Sin

half-year convention was used.
h of the following alternative

51



ACCOUNTING Name
Depreciation Quiz
Straight line: fractional periods & half-year convention

On November 1, 2005 Johnson Corporation acquired a new machine with an

estimated life of 5 years. The cost of the equipment was $55,000 with residual
value of 10,000.

a) Determine the amounts of depreciation recognized in each year of the
asset’s life using the straight line method with fractional periods.

Year 2005:
2006:
2007:
2008:
2009:
2010:

b) Determine the amounts of depreciation recognized in each year of the
asset’s life using the 200% Declining Balance Method with zalf-year
convention.

Year 2005:
2006:
2007:
2008:
2009:
2010:

¢) Determine the amounts of depreciation recognized in each year of the
asset’s life using the following MACRS Rates (half year convention)

Year 1 Year 2 Year 3 Year 4 Year 5 Year 6
20% 32% 19.20 11.52 11,52 5.76

Year 2005:
2006:
2007:
2008:
2009:
2010:

55



") ACCOUNTING Name
Depreciation Quiz
Straight line: fractional periods & half-year convention ‘

On September 1, 2005 Johnson Corporation acquired a new machine with an

estimated life of 5 years. The cost of the equipment was $35,000 with residual
value of 5,000.

a) Determine the amounts of depreciation recognized in each year of the
asset’s life using the straight line method with fractional periods.

Year 2005:
2006:
2007:
2008:
2009:
2010:

) b) Determine the amounts of depreciation recognized in each year of the
) asset’s life using the 200% Declining Balance Method with half-year
" convention.

Year 2005:
2006:
2007:
2008:
2009:
2010:

¢) Determine the amounts of depreciation recognized in each year of the
asset’s life using the following MACRS Rates (half year convention)
Year 1 Year 2 Year 3 Year 4 Year 5 Year 6
20% 32% 19.20 11.52 11.52 5.76

Year 2005:

2006:

2007:

2008:

) 2009:
2010:



ACCOUNTING Name
Depreciation Quiz
Straight line: fractional periods & half-year convention

On April 1, 2005 Johnson Corporation acquired a new machine with an estimated

life of 5 years. The cost of the equipment was $60,000 with residual value of
2,000.

a) Determine the amounts of depreciation recognized in each year of the
asset’s life using the straight line method with fractional periods.

Year 2005:
2006:
2007:
2008:
20009:
2010:

b) Determine the amounts of depreciation recognized in each year of the
asset’s life using the 200% Declining Balance Method with Aalf-year
convention.

Year 2005:
2006:
2007:
2008:
2009:
2010:

c) Determine the amounts of depreciation recognized in each year of the
asset’s life using the following MACRS Rates (half year convention)

Year 1 Year 2 Year 3 Year 4 Year 5 Year 6

20% 32% 19.20 11.52 11.52 3.76

Year 2005:
2006:
2007:
2008:
2009:
2010:

N



")  Accounting Name
Depreciation Quiz | :
Straight line: fractional periods & half-year convention

On August 1, 2005 Johnson Corporation acquired a new machine with an

estimated life of 5 years, The cost of the equipment was $40,000 with residual
value of 5,000.

a) Determitie the amounts of depreciation recognized in each year of the
asset’s life using the straight line method with Jractional periods.

Year 2005:
2006:
2007;
2008:
2009:
2010:;

- b) Determine the amounts of depreciation recognized in each year of the
. ) asset’s life using the 200% Declining Balance Method with half-year
convention,

Year 2005:
2006;
2007;
2008:
2009:
2010:;

c) Determine the amounts of depreciation recognized in each year of the
asset’s life using the following MACRS Rates (half year convention
Fﬂ 1 Year 2 Year 3 | Year 4 Year 5 Year 6
20% 32% 1920 1152 [71s2 5.76

Year 2005:

2006:

2007;

2008:

) 2009;
2010;

5L



Accounting
Quiz: Disposal of Plant Asset by Sale, Trade-in, or as Scrap

A tractor that cost $24,000 had an estimated useful life of 5 years and an estimated
salvage value of $4,000, Straight-line depreciation with half-year convention was used.
Give the entry (in general Journal form) required by each of the following alternative
assumptions:

a. The tractor was sold for $17,000 cash after 2 years’ use

b. The tractor was traded in after 4 years on another tractor with a fair market value
of $28,000. Trade-in allowance was 9,000. (Record any implied gain or loss)

C. The tractor was scrapped after 7 year’s use. Since scrap dealers were unwilling to
pay anything for the tractor, it was given to a scrap dealer for his services.

R



