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Long-lived Assets
Concept Self-check
1. To capitalize a cost means to record an expenditure as a long-lived asset. 
2. [bookmark: _GoBack]An expenditure is a cash disbursement. A capital expenditure is one that
a. benefits more than the current accounting period, and these benefits are reasonably assured;
b. enhances service potential or makes an asset more valuable, and
c. 	is significant in amount.
A revenue expenditure does not have these characteristics.
3. The purchase of a computer for business use qualifies as a capital expenditure when it benefits more than one accounting period. However, its purchase price may be immaterial, depending on the company’s capitalization policy. The annual maintenance or repairs made to the computer to keep it running are revenue expenditures if the cash disbursements are frequent, small, and do not extend the life of the computer. Purchase of a part that significantly enhances performance or extends the useful life of the computer might be capitalized, again depending on materiality.
4. Purchasing land and buildings for a lump sum means that no distinction is made between the two items at the time the purchase price is negotiated. The purchase price must be apportioned between the Land and Building accounts because buildings are subject to depreciation. The purchase price, therefore, is allocated on the basis of relative fair values of the land and the buildings.
5. As a matter of expediency, companies usually set a dollar limit to help determine whether a disbursement is to be treated as a revenue or a capital expenditure because efforts required to capitalize and amortize an inexpensive item are so much greater than the benefits to be derived. The concept of materiality is used to determine the amount at which an expenditure is considered capital in nature.
6. The three criteria to capitalize a replacement part are: 
a. whether it is a material amount;
b. whether the cost can be reliably measured; and
c. whether it will enhance the future economic benefit of the asset.
	

Concept Self-check continued
7. When one asset is exchanged for another, the cost of the asset acquired is determined by the fair value of the asset given up. 
8. Depreciation is the process of allocating the cost of a tangible, long-lived asset to each accounting period that will benefit from its use. The amount to be allocated depends on the estimate of the asset’s useful life and residual value, and method of depreciation to be used.
9. As time elapses, the economic benefits provided by an asset may decrease, so that the efficiency of the asset is greater during its initial years and less later on. If a car is free from initial defect, it should not require any repairs in its first year of use, but it will need regular maintenance (e.g., oil changes). Eventually, it will likely require repairs, such as a replacement battery or new valves. The annual maintenance costs will increase, costing the user more to use the car. Therefore, the value of the car or the value of its services each year will decrease, so depreciation should likely be lower in subsequent years.
10. A usage method of depreciation is useful when the use of an asset varies from period to period and when wear and tear is the major cause of depreciation. A time–based method, such as straight–line depreciation, assumes that each period receives services of equal value from the use of the asset; time–based methods ignore asset usage. The preferable method is a matter of judgement.
The sports car may wear out in two ways. The distance travelled has a large bearing on the value of the car; however, the passage of time also does, as an older model generally sells for less than its original cost. In terms of the useful life of the car, it will only last for a certain number of kilometres and it only renders services if it is driven. A usage method is likely best to measure depreciation, since the car is not necessarily driven for equal times during each period; the less it is driven, the more periods it will last.
11. Under the declining balance method, a constant depreciation rate is applied in each accounting period to the remaining carrying amount (cost less accumulated depreciation). Carrying amount declines more quickly in earlier years. Under the straight–line method, the carrying amount declines by the same amount over the useful life of the asset. 
12. If an asset is expected to have a 10-year life, then, each year 10 per cent of its life is over (100%/10 years = 10%). The double-declining balance is double this rate or 20% per year applied to the carrying amount of the asset at the end of the previous year.
13. Partial year depreciation is calculated in the year in which a long-lived asset is purchased or disposed. It can be calculated by several means – for example, using the half-year rule or by pro-rating depreciation expense over the number of months that the asset was in use.


Concept Self-check continued
14. Either changes in estimated residual value or useful life may affect the calculation of depreciation expense. In both cases, no change is made to depreciation expense already recorded. The effects of the changes are spread over the remaining future periods.
15. Subsequent capital expenditures affect depreciation calculations in the same manner as changes in accounting estimates. The effects are accounted for prospectively (over the remaining future periods).
16. At the end of each reporting period, the recoverable amount (fair value less estimated costs of disposal) of an asset must be compared to its carrying value. If the recoverable amount is lower, the carrying value must be adjusted downward (a credit to the asset account) and an impairment loss must be recorded (a debit to an expense account). Subsequent years’ depreciation expense calculations must also be adjusted.
17. Estimates of future events are commonplace in accounting, and is deemed necessary to provide more meaningful information to financial statement users, within reason. Depreciation is one example. The benefits of matching the use of a capital asset to the revenue of future periods that it helps to produce is considered useful information under GAEB. To facilitate this, depreciation methods rely on estimates of future events, and these are subject to error. Accounting is intended to produce financial information that is not precise but rather a fair representation of the activities of the entity. If the estimates used subsequently prove to be incorrect, they are adjusted.
18. Significant parts may have different estimated usage patterns, useful lives, and residual values. They may be replaced at different points in the useful life of the long-lived asset. Separate accounting for significant parts allows for these differences to be reflected in the financial statements.
19. A gain or loss on disposal does not occur if the carrying amount of an asset is the same as the proceeds of disposition. This rarely occurs.
20. A trade-in involves acquiring a long-lived asset by giving up a similar asset to the one being acquired (i.e., exchanging it) as part of the purchase price. It is not quite the same as an outright sale, which involves giving up a long-lived asset and receiving another type of asset like cash for it. 
21. The trade-in allowance may be higher or lower than the fair value of the used asset on the open market. Dealers often give more trade-in allowance on a used car than it is actually worth to make purchasers think that they are getting a better deal on the new car.
22. The cost of the new asset is calculated as the sum of cash paid plus the fair value of the trade-in.


Concept Self-check continued
23. Intangible assets, unlike property, plant, and equipment, cannot be touched or otherwise sensed. They are the same as PPE in that they represent future economic benefits to an entity over more than one accounting period, and so are similarly capitalized.
24. A patent is an exclusive right granted by the state to an inventor to produce and sell an invention for a specified period of time. A patent’s useful life may be affected by economic factors based on demand and competition. The 20–year life may be excessive; a shorter life may be more realistic. For example, if a company develops a unique computer and patents it, even though it cannot be reproduced by other firms for 20 years, nothing stops a competitor from studying it, improving it, and patenting this improved computer. Although the “unique” computer may be useful for many years, it may be technologically obsolete before the patent expires.
25. A copyright is the exclusive right granted by the state to publish a literary or artistic work. It exists for the lifetime of the author and for a specific period of time after death. Similarly, a trademark is a legal right granted by the state, in this case for an entity to use a symbol or a word as a trademark to identify one of its products or services. A copyright would be granted for a piece of music or a novel. Examples of trademarks are the word “Coke”® on soft drink bottles and the stylized ‘M’® of the McDonald’s® logo.
26. Intangible assets are generally measured and recorded at cost. The measurement basis should be disclosed, along with 
a. the type of amortization method for each class of intangible asset;
b. opening and ending balances for cost, accumulated amortization, and carrying value, and disclosure of any changes;
c. whether they are internally generated; and 
d. whether they have finite or indefinite lives.
27. Goodwill is a long-lived asset that represents the capitalized value of superior earnings obtained by purchasing the net assets of another company. Such factors as favourable customer relations, loyal and competent employees, possession of valuable patents or copyrights, high-quality products, or effective management help create goodwill. Goodwill differs from an intangible asset. It cannot be separately identified. It relates to the totality of the future benefits acquired. The useful life of goodwill is considered indefinite. Goodwill can only be purchased in an arms-length transaction because it is otherwise difficult to attach a value to it. 
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CP 8–1
	h	Battery purchased for truck1
	c	Cash discount received on payment for equipment
	a	Commission paid to real estate agent to purchase land
	c	Cost of equipment test runs
	b	Cost to remodel building
	b	Cost to replace manual elevator with automatic elevator
	a	Cost of sewage system
	c	Equipment assembly expenditure
	c	Expenditures for debugging equipment
	e	Installation of air–conditioner in automobile
	b	Insurance paid during construction of building
	a	Legal fees associated with court case to defend title to land purchased
	h	Oil change for truck1
	a	Payment for landscaping
	a	Payment to demolish a derelict building on land purchased
	a	Expenditures for removal of derelict structures
	h	Repair made to building after moving in1
	h	Repair of collision damage to truck1
	h	Repair of torn seats in automobile1
	h	Replacement of rusted fender on automobile1
	e	Replacement of transmission on automobile
	c	Special floor foundations for installation of equipment
	h	Tires purchased for truck1
	c	Transportation expenditures to bring equipment to plant.
1Assumed to be immaterial in amount. All others assumed to be material, estimable, and to benefit future periods, and therefore capitalized.
Alternate answers are acceptable if plausible.

CP 8–2
1. 	Cost = $3,250 + $100 +$300 + $50 + (10% x $3,250) = $4,025. Answers may vary. The table may be recorded as a separate asset. Also, all or some of the expenditures may be considered immaterial.
2. 	Straight–Line Method:
		Straight–line	Double–declining balance
Year	1	 $378*	$4,025 x 40%** =	 $1,610
	2	$755	2,415 x 40% =	966
	3	$755	1,449 x 40% =	580
	4	$755	869 x 40% =	348
	5	$755	521 x 40% =	208
	*($4,025 – 250) x ½ = $378 (rounded)
	      5 years
		**(100%/5yrs. = 20% x 2 = 40%)
Under the straight-line method, each period is assumed to receive equal benefits from the use of the asset. Under the double-declining balance method, each period is charged a diminishing amount. The straight-line method would be more appropriate if the economic benefits would be used about equally over the years. The double-declining balance method would be better to use if the economic benefits were used up more in the first few years. The DDB method Is likely the better choice, given the probability of technological obsolescence of this type of asset.
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1. 	Journal entries to record the sale on the books of:
a. 	Freeman:
April 30, 2018	
Equipment	200,000
	Land		125,000
	Gain on Disposal		75,000
The equipment is valued at the fair value of the asset given up.
 b. 	The developer:
April 30, 2018	
Land		240,000
	Equipment		325,000
Accumulated Depreciation – Equipment	80,000
Loss on Disposal	5,000
	Calculated as:
	Cost	$325,000
	Accumulated depreciation	 (80,000)
	Carrying amount	245,000
	Proceeds (fair value of equipment)	240,000
	Loss on disposal	$   5,000
CP 8–3 continued
2. 	The land may have been zoned as agricultural land. The appraiser may have valued the land assuming no change in use would occur. The developer may anticipate that the land could be rezoned to commercial land, which should increase its value.
[bookmark: _Toc350163744][bookmark: _Toc350166493][bookmark: _Toc350169612]CP 8–4
1. 	Straight–line method:
($110,000 – 10,000) = $10,000 per year
       10 years
2018 depreciation = $10,000 x ½ = $5,000
2019 depreciation = $10,000
2. 	Double–declining balance method:
   100%   x 2= 20%
10 years
2018 depreciation = $110,000 x 20% x ½ = $11,000
2019 depreciation = ($110,000 – 11,000) x 20% = $19,800
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1. 	Straight–line method:
($25,000 – 5,000) = $4,000 per year
       5 years
2018 depreciation = $4,000 x ½ = $2,000
2019 depreciation = $4,000
2. 	Usage method:
($25,000 – 5,000) = $.04/km.
   500,000 km.
2018 depreciation = 120,000 km. x $.04 = $4,800 
2019 depreciation = 150,000 km. x $.04 = $6,000
The ½ year rule does not apply under usage methods of calculating depreciation.
3. 	Double–declining balance method:
  100%  = 20% x 2 = 40% per year
5 years
2018 depreciation = $25,000 x 40% = $10,000 x ½ yr. = $5,000
2019 depreciation = ($25,000 – 5,000) x 40% = $8,000


CP 8–6
1. 	Jan. 31, 2018
Computer	3,000
	Cash		3,000
	March 1, 2018
Computer	1,000
	Cash		1,000
	Apr. 1, 2019
Computer	2,000
	Cash		2,000
Alternate interpretations are acceptable, with adequate explanation.

2. 	Dec. 31, 2018
Depreciation Expense	667
	Accumulated Depreciation – Equipment		667
To record 2018 depreciation: ($3,000 + 1,000) x 1/3 yrs. X 1/2 yr.).
	Dec. 31, 2019
Depreciation Expense	2,667
	Accumulated Depreciation – Equipment		2,667
To record 2019 depreciation: 
	($3,000 + 1,000 + 2,000 - 667) x 1/2 yrs.	$2,667
CP 8–7
1. 	Straight–line method:
Balance at end of 2019 = $110,000 – 5,000 – 10,000 = $95,000
$95,000 = $23,750 per year
4 years
2020 depreciation = $23,750
2. 	Double–declining balance method:
Balance at end of 2019 = $110,000 – 11,000 – 19,800 = $79,200
  100%  x 2 = 50% per year
4 years
2020 depreciation = $79,200 x 50% = $39,600
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CP 8–8
1. Equipment sold for $50,000:
Cash		50,000
Accumulated Depreciation	50,625
Loss on Disposal	9,375
	Equipment		110,000
To record loss on disposal
	Cost	$110,000
	Acc. dep’n. 
	($5,000 + 10,000 + 23,750 +11,875*)	(50,625)
	Carrying amount	59,375
	Proceeds of disposal	(50,000)
	Loss on disposal	$ 9,375
*2021 depreciation expense = $23,750 x 1/2 = $11,875.
2. Equipment sold for $85,000:
Cash		85,000
Accumulated Depreciation	50,625
	Equipment		110,000
	Gain on Disposal		25,625
To record gain on disposal
	Cost of old asset	$110,000
	Acc. dep’n. 
	($5,000 + 10,000 + 23,750 + 11,875)	(50,625)
	Carrying amount	59,375
	Proceeds of disposal (fair value)	(85,000)
	Gain on disposal	$(25,625)
3. Equipment sold for $59,375:
Cash		59,375
Accumulated Depreciation	50,625
	Equipment		110,000
To record disposal. No gain or loss resulted.
	Cost of old asset	$110,000
	Acc. dep’n. 
	($5,000 + 10,000 + 23,750 + 11,875)	(50,625)
	Carrying amount	59,375
	Proceeds of disposal (fair value)	(59,375)
	Gain on disposal	$         -0-
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CP 8–9
Equipment*	145,0003
Accumulated Depreciation	50,625
		Equipment		110,000
		Cash		50,0002
		Gain on Disposal		35,625
To record gain on disposal
	Cost of old asset	$110,000
	Acc. dep’n. 
	($5,000 + 10,000 + 23,750 + 11,8751)	(50,625)
	Carrying amount	59,375
	Proceeds of disposal (fair value)	(95,000)
	Gain on disposal	$(35,625)
1 2021 depreciation expense = $23,750 x 1/2 = $11,875

List price		150,000
Trade-in allowance	(100,000)
Cash paid		$50,0002
Cost of new asset = Cash paid2+ fair value of asset traded in
		= $50,000 + 95,000
		= $145,0003
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1. 	Depreciation Method	Calculation	Year 1	Year 2	Year 3
	A: Straight–Line	$30,000/5 = $6,000	$3,0001	$6,000	$6,000
	B: Declining Balance	40%2 x $30,000	$6,0003
	40% x $24,000		$9,600
	40% x $14,400			$5,760
1$6,000 x ½ year rule
2(100%/5 yrs.) = 20% x 2 = 40%
312,000 x ½ year rule
2. 	The chief financial officer may be correct in asserting that depreciation is an arbitrary allocation method based on unreliable estimates. On the other hand, some general methods of a) recognising future benefits, and b) allocating these benefits over future periods in which they are used to earn revenue seems necessary to present the financial position and results of operations of an entity. Capitalizing certain non-current assets and deprecating them over their estimated useful lives is likely the best option. Although there are many specific techniques for calculating and allocating depreciation over future periods, the need for consistency and reliability within financial statements under GAEB requires that the technique, once chosen, should be applied in a similar manner from year to year unless circumstances change, and disclosed in the notes.
3. 	The method of depreciation chosen should be the one that best allocates the cost of the asset over its estimated useful life and over the accounting periods expected to receive benefits from its use (to best match costs with revenues earned).
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CP 8–11
1. 2020
Jan. 1	Accumulated Depreciation — Machine 1	7,500
	Cash		500
		Gain on Disposal		500
		Machine 1		7,500
To record gain on disposal
	Cost — machine 1	$7,500
	Acc. dep’n. 
	($750* + 1,500 + 1,500 + 1,500 + 1,500 + 750*)	(7,500)
	Carrying amount	-0-
	Proceeds of disposal	   (500)
	Gain on disposal	$ (500)
	* ½ year rules applies
2. 	2020
Dec. 31	Depreciation Expense — Machine 2	788
		Accumulated Depreciation — Machine 2		788
		Revised depreciation = (Remaining carrying amount – residual value)
				Revised remaining useful life
			= ($2,7751 – 1,200)
				2 years
			= $788 (rounded)

		Cost machine 2			$7,500
		Acc. dep’n. 
		2015: [($7,500 – 1,200) x 1/6 yrs. = 1,050 x 1/2 yr.]	$  525
		2016 through 2019: ($1,050/yr. x 4 yrs.)	 4,200	  (4,725)
		Carrying amount at December 31, 2019		$2,7751
3. 	2020
Dec. 31	Depreciation Expense — Machine 3	690
		Accumulated Depreciation — Machine 3		690
		Revised depreciation = (Remaining carrying amount – residual value)
				Revised remaining useful life
			= ($3,450* – 0)
				5 years
			= $690

		Cost machine 3			$7,500
		Acc. dep’n. 
		2015: [($7,500 – 300) x 1/8 yrs. = 900 x 1/2 yrs.]	$  450
		2016 through 2019: ($900/yr. x 4 yrs.)	 3,600	  (4,050)
		Carrying amount at December 31, 2019		$3,450*
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CP 8–12
1. 	Equipment cost	 $15,000
Less: Acc. depreciation to Dec. 31, 2018	   3,750
Carrying amount (Jan. 1, 2019)	$11,250
($11,250 – 0)/4 yrs. = $2,813 (rounded) depreciation expense each year of remaining useful life
2. 	2019
Dec. 31	Depreciation Expense—Equipment	2,813
		Accumulated Depreciation—Equipment	2,813
3. 			Accumulated Depreciation—Equipment	No. 193
	
Date
2018
	
Description
	
F
	
Debit
	
Credit
	DR or CR
	
Balance

	
	Bal. Fwd.
	
	
	
	Cr
	2,250

	Dec. 31
	Depreciation for 2018
	
	
	1,500
	Cr
	3,750

	
	
	
	
	
	
	

	2019
	
	
	
	
	
	

	Dec. 31
	Depreciation for 2019
	
	
	2,813
	Cr
	6,563


4. If the estimated useful life of five years was known at the time of purchase, depreciation expense would have been $1,500 in 2016 ($15,000/5 yrs. X ½ yr.) and $3,000 each subsequent year until the equipment was fully depreciated or disposed.
5. Depreciation was calculated correctly in all years based on reasonable information available at the time. The estimates were updated when more accurate information was available. As such, the financial statement information would be deemed to be reasonable even though the depreciation expense varies between 2018 and subsequent years. The amounts also may be immaterial, so differences would not affect the usefulness of the financial statements.
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CP 8–13
1. a.	Jan. 1, 2018
	Truck		10,500
		Cash		10,500
	To record the purchase of the truck.
	b.	Dec. 31, 2018
		Depreciation Expense	2,100
			Accumulated Depreciation—Truck		2,100
		To record 2018 depreciation expense as follows:
		(100%/5yrs. = 20% x 2 = 40% DDB; $10,500 x 40% x 1/2 = $2,100
	c.	March 1, 2019
		Truck		4,000
 		Truck Operating Expense	3,500
			Cash		7,500
		To record truck expenditures.	
	d.	Dec. 31, 2019
		Depreciation Expense	4,160
			Accumulated Depreciation—Truck		4,160
		To record 2019 depreciation expense
2019 depreciation expense is calculated as:
	Carrying	DDB	Depreciation
Year	amount	rate	expense
2018	$10,500	40% x ½ yr.	$2,100
2019	$12,400*	40%	4,960
*($10,500 + 4,000 – 2,100) = $12,400
2.a. 	March 3, 2020
		Depreciation Expense — Truck	1,488
			Accumulated Depreciation — Truck		1,488
	To record depreciation to date of disposal [($12,400 – 4,960) x 40% x ½ yr)] = $1,488.
  b.		March 3, 2020
		Accumulated Depreciation — Truck	8,548
		Cash		8,000
			Gain on Disposal		2,048
			Truck		14,500
To record gain on disposal, as follows:
	Cost — truck (10,500 + 4,000)	$14,500
	Acc. dep’n. ($2,100 + 4,960 + 1,488)	(8,548)
	Carrying amount	5,952
	Proceeds of disposal	(8,000)
	Gain on disposal	$ 2,048
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CP 8–14
1. Jan. 1, 2018
		Land		300,000
		Buildings	200,000
		Patents	100,000
		Machinery	250,000
		Goodwill	50,000
			Cash		900,000
		To record purchase of Coffee Company assets.
2. Dec. 31, 2018
	Depreciation Expense – Building	20,0001
	Depreciation Expense – Machinery	37,5002
	Amortization Expense – Patents	2,5003
		Accumulated Depreciation – Building		20,000
		Accumulated Depreciation – Machinery		37,500
		Patents				2,500
	To record 2018 depreciation and amortization expense on assets acquired from Coffee Company as follows:
1. DDB rate: 100% x 2 = 20%
		10 yrs.
	2018 building depreciation = $200,000 x 20% x ½ yr. = $20,000
2. 2018 machinery depreciation 
	= ($250,000 – 25,000) x 10,000 
		60,000
= $37,500
3. 2018 patent amortization = $100,000 x ½ yr. = $2,500
			20 yrs.
3. Dec. 31, 2019
	Impairment Loss			12,500
		Patents				12,500
	To write-down patents to estimated value at December 31, 2019 as follows:
		Cost		100,000
		Accumulated amortization	   (7,500)*
		Carrying amount	92,500
		Fair value		  (80,000)
		Impairment loss	$12,500
*2018: ($100,000/20 yrs. x ½ yr) = 	$2,500
  2019: ($100,000/20 yrs.)	 = 	  5,000
     Total			$7,500

CP 8–14 continued
4. 
a. Dec. 2, 2020
Depreciation Expense – Machinery	75,000
	Accumulated Dep’n. – Machinery		75,000
To record depreciation in year of disposal as:
(250,000 – 25,000) x 20,000/60,000 units = $75,000

b. Dec. 2, 2020
	Cash				100,000
	Accumulated Depreciation – Machinery	168,750
		Gain on Disposal			18,750
		Machinery				250,000
	To record sale of machinery as follows:
		Cost		$250,000
		Accumulated depreciation
			2018	37,5001
			2019	56,2502
			2020	75,000	(168,750)
		Carrying amount		81,250
		Proceeds of disposal		(100,000)
		Loss on disposal		$ 18,750
1 ($250,000 – 25,000) x 20,000 x ½ yr. = $37,500
		60,000
2 ($250,000 – 25,000) x 15,000 = $56,250
		60,000
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P 8–1
Cost of lots:
	Cheque to Jones		$140,000
	Bank loan assumed by Arrow		100,000
	Razing of barns		6,000
	Legal, accounting, and brokerage fees		20,000
	Clearing and levelling costs		    10,000
		Total outlays		$276,000
	Less: Contra items:
		Proceeds from crops	$6,000
		Proceeds from house	1,600
		Proceeds from lumber	   4,400	    12,000
	Net cost of 500 lots		$264,000
	Net cost per lot ($264,000/500)		$528
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	1
	Invoice price of new machine, net of cash discount offered

	1
	Cash discount on the above, which has not yet been taken (assumes the company follows this treatment)

	51
	Anticipated first year’s savings in operating costs from use of new machine

	32
	Two–year service contract on operations of new machine paid in full

	1
	Cost of materials used while testing new machine

	1
	Cost of installing sound insulation in wall near machine so that nearby office employees will not be disturbed by it

	1
	Cost of removing machine that new machine replaces.


1 No need to record; will be reflected as less operating costs in the first year
2 Will be recorded as prepaid expense and written off over the two years in question
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P 8–3
1.	Jul. 1	Amusement Ride	20,000
			Accounts Payable		20,000
		To record acquisition of new amusement ride.
		4	Amusement Ride	4,000
			Cash		4,000
		To record cost of base for new ride.
		5	Amusement Ride	520
			Cash		520
		To record cost of transporting ride to park.
		5	Prepaid Insurance	90
			Cash		90
		To record three years prepayment of insurance.
		5	Amusement Ride	675				Accounts Receivable	225
			Cash		900
To record payment for ride alterations and set up receivable from vendor.
		6	Amusement Ride	188
			Cash		188
		To record cost of installation.
		15	Accounts Payable	20,000
			Amusement Ride		200
			Cash		19,575
			Accounts Receivable		225
	To record payment of ride invoice less 1% discount and less account receivable re. alterations.
2.	The carrying value of the asset is $25,183 ($20,000 + 4,000 + 520 + 675 + 188 – 200)
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P 8–4
1. 	Depreciation per unit =	              Cost		=      $90,000 	= $10 per unit
			Expected production	9,000 units
	       Depreciation Based on Usage	
	Year	Units	Depreciation
		2017	2,000	$20,000
		2018	3,000	$30,000
2. 	Accumulated depreciation at the end of 2019 is $50,000.
3. 	Carrying amount of the machine at the end of 2019 is $40,000 ($90,000 – 50,000).
4. 		Janz Corporation
	Partial Statement of Financial Position
	At December 31
					2019	2018
					Assets
	Machinery		$90,000	$90,000
Less: Accumulated depreciation	50,000	20,000
	Carrying amount		$40,000	$70,000
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P 8–5
1. 	Depreciation Expense:
			Double–declining	
	Year	Straight–line1	balance2	Usage3
	2018	$   500		$1,250	$    800
	2019	1,000		1,875	1,200
	2020	1,000		8752	1,600
	2021	   1,500		      -0- 	     4003
	Totals	$4,000	$4,000	$4,000
1 		2018: ($5,000 – 1,000) x ¼ yrs. x ½ yr. = $500
	2019: ($5,000 – 1,000) x ¼ yrs. = $1,000
	2020: ($5,000 – 1,000) x ¼ yrs. = $1,000
	2021: $1,500*
*Since the printer has reached the end of its estimated useful life, the carrying amount should be reduced to the estimated residual value of $1,000.
2 	DDB rate: 100% x 2 = 50%
	4 yrs.
	Carrying	DDB	Depreciation
Year	Amount	Rate	Expense
2018	$5,000	50% x ½ yr.	$1,250
2019	3,750	50%.	$1,875
2020	1,875	50%	875*
*Limited to the amount that reduces carrying amount to estimated residual value. 
3 	2018: [($5,000 – 1,000) x 10,000/50,000 units] = $800
	2019: [($5,000 – 1,000) x 15,000/50,000 units] = $1,200
	2020: [($5,000 – 1,000) x 20,000/50,000 units] = $1,600
	2021: $400*
*Limited to the amount that reduces carrying amount to estimated residual value. 
2. 	Technological obsolescence is the most likely factor affecting estimated residual value and useful life of the printer. Deprecation rates and residual value estimates need to be reviewed annually. Any effects on depreciation expense that result from these changes are accounted for prospectively. Prior fiscal years’ amounts are not changed.
3. 	When choosing between alternatives, management must take several factors into account. In this case, since significant changes are likely in printer technology, the double–declining balance method may be more suitable since it produces greater depreciation expense in the first few years. On the other hand, depreciation based on usage may more accurately represent the decline in value of the machine.
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P 8–6
1. 	a. 	Usage			($11,000 – 2,000) x 20,000 units	= $2,400
		75,000 units
The ½ year rule does not apply to usage-based depreciation methods.
	b. 	Straight–line		($11,000 – 2,000) x ½ yr.	= $1,125
		4 yrs.
c. 	Double–declining balance	50%* x $11,000 x ½ yr		= $2,750
*100%/4 yrs. X 2 = 50% DDB rate
	2.
	
	
	
	Depreciation
expense
	
	
	 Carrying amount

	
	a.
	Usage
	
	$2,400
	
	
	$8,600

	
	b.
	Straight–line
	
	$1,125
	
	
	$9,875

	
	c.
	Double–declining balance
	
	$2,750
	
	
	$8,250


3.	The straight-line method should be adopted, since it produces the least depreciation expense and hence the highest 2018 net income.
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P 8–7
1. a. Straight-line method
Purchase of machinery	$23,000
Transportation charges	600
Installation charge	    1,400
	25,000
Less: Residual value	    1,000
Depreciable cost of machinery	$24,000
b. Double-declining balance method
Purchase of machinery	$23,000
Transportation charges	600
Installation charge	    1,400
	25,000
2. 	a.	Straight-line depreciation  for each year ($24,000 x 1/3 years):
		Depreciation Expense	8,000
		Accumulated Depreciation—Machine		8,000
	b.	Declining balance method:
		2018	 Depreciation Expense	16,7501
			Accumulated Depreciation		16,750
		2019	 Depreciation Expense	5,5282
				Accumulated Depreciation		5,528
		2020	 Depreciation Expense	1,7223
			Accumulated Depreciation		1,722
1 100% = 33 1/3% x 2 = 67% (rounded)
3 yrs.
$25,000 x 67% = $16,750
2 ($25,000 – 16,750) x 67% = $5,528 (rounded)
3 ($25,000 – 16,750 – 5,528) x 67% = $1,824 (rounded), but limited to $1,722 to reduce carrying amount to estimated residual value
3.	Depreciable cost of machine	$24,000
Depreciation recorded in 2018	     (8,000)
	Depreciable amount for remaining four years	$16,000
Annual depreciation for the remaining four years of life: $16,000/4 yrs. = $4,000 per year
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P 8–8
1. Cost (Jan. 1, 2013)	$30,000
Less: Estimated residual value (10%)	     3,000
Depreciable amount	$27,000
Annual depreciation = $27,000/20 yrs. = 	$1,350
2013 depreciation ($1,350 x ½)	$    675
2014 – 2019 deprecation ($1,350 x 6 yrs.)	  8,100
Total depreciation to Dec. 31, 2019	$8,775
Cost	$30,000
Less: Accumulated depreciation	    (8,775)
Carrying amount (Dec. 31, 2019)	$21,225
2. Carrying amount (above)	$21,225
	Less: New estimated residual value	   (6,000)
	Undepreciated cost (Jan. 1, 2020)	$15,225
3. Annual depreciation = $15,225/8 years = $1,903 (rounded) 
Dec. 31, 2020
		Depreciation Expense	1,903
		Accumulated Depreciation		1,903
		To record depreciation for year.
4. March 31, 2021
	Depreciation Expense	952
		Accumulated Depreciation		952
	To record depreciation to date of disposal ($1,903 x ½).
March 31, 2021
		Cash		22,000
		Accumulated Depreciation – Machine	11,630
			Gain on Disposal		3,630
			Machine		30,000
	To record gain on disposal as follows:
		Cost			$30,000
		Accumulated depreciation
			2013	$  675
			2014–2019	8,100
			2020	1,903
			2021	    952	(11,630)
		Carrying amount		18,370
		Proceeds of disposal		(22,000)
		Gain on disposal		$ (3,630)
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P 8–9
Part A
1. 	2018
	May 1	Equipment	130,000
			Cash		130,000
		To record the purchase of equipment.
2. 	2021
	Jan. 1	Equipment—New	200,0002
		Accumulated Depreciation—Old Equipment	74,4001
			Equipment—Old			130,000
			Cash			140,000
			Gain on Disposal			4,400
		To record the trade-in of equipment as follows:
				Cost			$ 130,000
				Accum. dep’n: 	2018-18 			(74,400)1
				Carrying amount			55,600
				Proceeds of disposal			(60,000)
				Gain on disposal			$     (4,400)
				*$300,000/50 yrs. = $6,000 per year
1 Accumulated depreciation = $130,000 – 10,000 x 62,000 units = $74,400
	100,000 units
2 Cost of new asset = $140,000 + 60,000 = $200,000
Part B
1. 2019
	Jan. 1	Land		50,000
		Building	300,000
			Bank Loan		320,000
			Cash		30,000
		To record the purchase of a warehouse.
2. 2023
	Jul. 31	Account Receivable – Insurance Proceeds	270,000
			Accumulated Depreciation—Building	24,0001
			Loss on disposal	6,0002	
			Building			300,000
To record settlement of fire loss by insurance company as follows:
				Cost			$ 300,000
				Accum. dep’n: 	2019 ($6,000* x 1/2 yr.)	$ 3,000
					2020-20 ($6,000* x 3 yrs.)	18,000
					2023 ($6,000* x 1/2 yr.)	  3,000		(24,000)1
				Carrying amount at June 28			276,000
				Proceeds of disposal			(270,000)
				Loss on disposal			$     6,0002
				*$300,000/50 yrs. = $6,000 per year
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P 8–10
1. a.	 2018
Sept. 30	Land		300,000
		Buildings	100,000
		Computer Software	75,000
			Goodwill	25,000
				Cash		500,000
			To record purchase of assets from Marine Company.
b. 2018
Dec. 31	Depreciation Expense – Building	1,1251
		Amortization Expense – Computer Software	25,0002
			Accumulated Depreciation – Building		1,125
			Accumulated Amortization – Computer
				Software		25,000
	To record 2018 depreciation and amortization expense on assets acquired from Marine Company
1 ($100,000 – 10,000)/40 yrs. X ½ = $1,125
2 100% x 2 = 67% x $75,000 x ½ = $25,000 (rounded)
3 yrs.
c. No journal entry is required. Only impairment losses are recorded.
d. 2020
Sept. 15	Amortization Expense – Computer Software	5,5831
			Computer Software		5,583
		To record amortization expense on computer software to date of sale.
1 2019 amortization:
($75,000 – 25,000) x 67% (rounded) = $33,333
2020 amortization to date of disposal:
($75,000 – 25,000 – 33,333) x 67% x ½ yr. = $5,583
Sept. 15	Cash		65,000
			Gain on Disposal		53,916
			Computer Software		11,0841
		To record sale of computer software as follows:
			Cost		$ 75,000
			Accumulated amortization
				2018	$25,000
				2019	33,333
				2020	    5,583	  (63,916)
			Carrying amount		11,0841
			Proceeds of disposal		(65,000)
			Gain on disposal	$(53,916)


P 8–10 continued
2. Land			$300,000
	Building	$100,000
	Accum. dep’n
	($1,125 + 2,250 + 2,250)	    (5,625)	94,375
	Goodwill		    25,000
	Total carrying amount		$419,375
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