EXERCISES

12–20.
During the construction period, the expenditures will be charged as 
follows:




Land





Land

Improvements

Building


Purchase


$390,000


Land survey


5,200


Fees for search of title for land


600


Building permit







$
3,500


Temporary quarters for construction


crews









10,750


Payment to tenants of old building for


vacating premises


4,600


Razing old building


47,000


Excavating basement









10,000


Special assessment tax for street 


project


2,000


Costs of construction







2,900,000


Cost of paving parking lot adjoining


building




$
40,000


Cost of shrubs, trees, and other


landscaping




33,000



Total

$
449,400

$73,000

$2,924,250


Dividends, $5,000, should be closed to Retained Earnings. Damages awarded for injuries sustained in construction, $8,400, are charged to a loss account.

12–22.




Cost






Cost Allocation
Assigned to





Appraised
According to
Individual



Property



Value


Appraised Values


Assets


Land

$
250,000
(250,000/1,050,000) ( $920,000 =

$ 219,048


Buildings


600,000
(600,000/1,050,000) ( $920,000 =

525,714


Equipment


200,000
(200,000/1,050,000) ( $920,000 =


175,238

Total

$1,050,000







$
920,000
12–23.
Land [($400,000 ÷ 2/3) – $400,000]

200,000


Building

400,000

Patent


250,000

Franchise

300,000*


Cash


1,150,000




To record purchase of assets for $1,150,000, 




allocated on the basis of fair market value 




of individual assets.


*Franchise: $1,150,000 – $850,000 (sum of patent, 

building, and land) = $300,000

12–24.
2005


July
1
Equipment

79,000




Discount on Notes Payable

34,472





Notes Payable


103,472





Cash


10,000


2006


June
30
Notes Payable

12,934





Cash


12,934




Interest Expense

6,900*





Discount on Notes Payable


6,900




*10% ( ($103,472 – $34,472) = $6,900


2007


June
30
Notes Payable

12,934





Cash


12,934




Interest Expense

6,297*





Discount on Notes Payable


6,297




*10% ( ($90,538 – $27,572)(rounded) = $6,297

12–28.
Land


885,000*


Common Stock (50,000 ( $0.50)


25,000


Paid-ln Capital in Excess of Par


725,000


Cash


135,000


*Market value of stock: 50,000 shares ( $15

$750,000

Cash paid:

Purchase price (partial)

$80,000

Legal cost

10,000

Property tax—previous year

30,000

Building demolition

$21,000

Less: Salvage


6,000

15,000

135,000
Total

$
885,000
12–29.
Cost to construct special equipment:


Direct material


$
320,000


Direct labor



200,000


Variable overhead ($200,000 ( 1.40)



280,000


Fixed overhead ($700,000 ( 0.35)


245,000

Total costs exclusive of interest

$
1,045,000


Interest charges capitalized


25,000*


Total cost of self-constructed equipment

$
1,070,000


*Interest charge: $1,045,000 ( 10% ( 3/12 year = $26,125


Limited to amount of interest paid: $500,000 ( 10% ( 6/12 = $25,000

12–31.
(a)
NC. The construction does not cover an extended period of time.


(b)
C.


(c)
NC. The equipment is produced on a repetitive basis.


(d)
NC. The construction costs are not substantial.


(e)
NC. The construction costs are not separately accumulated.


(f)
NC. The building is in use throughout the construction.


(g)
NC. The land is idle.

12–33.
(a)
Wall

63,000



Accumulated Depreciation—Buildings (old wall)

12,500



Depreciation Expense

37,500




Buildings (old wall)


50,000




Cash


63,000


(b)
Filters


30,000



Accumulated Depreciation (old filters)

5,000



Depreciation Expense

10,000




Filters (old filters)


15,000




Cash


30,000

12–37.
(a)
Record painting of partitions as an asset. Original painting is considered an asset expenditure. Repainting is an expense.


(b)
Normally record cost of tearing down the wall as a loss. The old wall will not benefit future periods. Some accountants justify capitalization            because all incremental costs to construct extension should be considered cost of extension.


(c)
Separate asset accounts should be maintained for the machine and the motor because they have substantially different useful lives. When the old motor is replaced, any remaining book value should be added to        depreciation expense for the year. The cost of the new motor is recorded in a separate asset account. 


(d)
Record the cost of grading land as an asset. It is a proper addition to land.


(e)
Record the assessment for street paving as an asset. It is a proper addition to land.


(f)
Record cost of tearing down the previously occupied old building in preparation for a new one as an expense. Expense relates to the old building, not to new construction. As in (b), some accountants justify capitalization because cost of tearing down is necessary for new construction.

12–39.
1.
Accounts Receivable

220,000



Inventory

250,000



Prepaid Insurance

10,000



Buildings and Equipment (net)

200,000



Goodwill

110,000




Accounts Payable


160,000




Cash


630,000


2.
Accounts Receivable

220,000



Inventory

250,000



Prepaid Insurance

10,000



Buildings and Equipment (net)

0




Extraordinary Gain


20,000




Accounts Payable


160,000




Cash


300,000

