EXERCISES

13–24.


Purchase of mixer:


2005


Jan.
1
Mixing Equipment

54,000




Prepaid Maintenance

3,000





Cash


57,000





To record purchase of mixer.


Dec.
31
Depreciation Expense

6,750*





Accumulated Depreciation—Mixing 





Equipment


6,750





To record depreciation for year.




*($54,000/20,000 = $2.70 per hour ( 2,500 hrs. = $6,750)



31
Maintenance Expense

1,500





Prepaid Maintenance


1,500





Assume written off over 2 years of 





contract.


2006


Dec.
31
Depreciation Expense

8,100*





Accumulated Depreciation—Mixing 





Equipment


8,100




*($54,000/20,000 = $2.70 per hour ( 3,000 hrs. = $8,100)



31
Maintenance Expense

1,500





Prepaid Maintenance


1,500

13–26.
1.
Double-declining-balance method:


$125,000 ( 0.20 ( 6/12 = $12,500


2.
Productive-output method:



$
125,000




–18,000


$
107,000/500,000 yds. = $0.214 ( 77,000 yds. = $16,478

3.
Service-hours method:




$125,000




–18,000




$107,000/38,000 hrs. = $2.816 ( 6,500 hrs. = $18,304


4.
Straight-line method:




$125,000




–18,000




$107,000 ( 0.10 ( 6/12 = $5,350

The service-hours method allows the greatest depreciation expense for 2005.

13–28.

Description


Cost

Salvage

Base


Life


Depr.




Delivery truck

$24,000
$5,000
$19,000

5 yrs.
$3,800



Circular saws

900
130
770

7 

110



Workbench

320
0
320

8 

40



Forklift


9,000

500

8,500

5 


1,700



Totals

$34,220
$5,630
$28,590



$5,650


1.
$5,650


2.
$5,650/$34,220 = 16.51%


3.
$28,590/$5,650 = 5.1 years

13–29.
1.
2005
Furniture

35,000


Cash

35,000



Cash

8,000



Accumulated Depreciation—Furniture

19,000



Furniture

27,000



Depreciation Expense

27,930*



Accumulated Depreciation—Furniture

27,930



*[($125,000 + $35,000 – $27,000) ( 0.21 





= $27,930]

2006
Furniture

27,600


Cash

27,600



Cash

6,000



Accumulated Depreciation—Furniture

9,000



Furniture

15,000



Depreciation Expense

30,576*



Accumulated Depreciation—Furniture

30,576



*[($133,000 + $27,600 – $15,000) ( 0.21 





= $30,576]

2007
Furniture

24,500


Cash

24,500



Cash

8,000



Accumulated Depreciation—Furniture

24,000


Furniture

32,000



Depreciation Expense

29,001*


Accumulated Depreciation—Furniture

29,001





*[($145,600 + $24,500 – $32,000) ( 0.21 





= $29,001]

13–29.
(Concluded)


2.
Furniture account:




Debit
Credit

Balance


Beginning balance





$125,000



2005 purchases

35,000
160,000



2005 sales

27,000
133,000



2006 purchases

27,600
160,600



2006 sales

15,000
145,600



2007 purchases

24,500
170,100



2007 sales

32,000
138,100



Accumulated depreciation—furniture account:





Debit
Credit

Balance



Beginning balance





$61,000



2005 sales

19,000
42,000



2005 depreciation expense

27,930
69,930



2006 sales

9,000
60,930



2006 depreciation expense

30,576
91,506



2007 sales

24,000
67,506



2007 depreciation expense

29,001
96,507

13–30.
1.
Depreciation for 2000:


Main unit—
($62,400/10)
(
9/12
=
$4,680


Component—
($10,000/6)
(
9/12
=

1,250

$5,930

2.
Depreciation for 2006:

Main unit—
$62,400/10
=
$6,240


Component 1—
($10,000/6) ( 3/12
=
417


Component 2—
$15,250
Cost




–3,813
Salvage value



$11,437/4 ( 9/12
=

2,144





$
8,801

3.
Depreciation for 2007:

Main unit—
$62,400/10
=
$
6,240


Component—
$11,437/4
=

2,859





$9,099

13–31.

The present value of the asset retirement obligation is computed as follows:

FV = $4,200,000; I = 8%; N = 14 years →  $1,429,936

The total cost of the uranium mine is $2,229,936 = $800,000 + $1,429,936

Depletion per ton of ore: $2,229,936/1,000 tons = $2,230 per ton

Depreciation (or depletion) expense: $2,230 per ton ( 100 tons = $223,000

Accretion expense: $1,429,936 ( 0.08 = $114,395

13–34.
Depreciation for the first 2 1/2 years:



$380,000 – $10,000 = $370,000/10 = $37,000 ( 2 1/2 = $92,500


Book value at December 31, 2004:


$380,000 – $92,500 = $287,500


Remaining life is 5 years.


Charge for 2005: $287,500/5 = $57,500
13–35.
1.
Annual depreciation for the building has been $39,000 [($1,300,000 – $130,000)/30 years]. The current book value of the building is computed as follows:

Original cost

$
1,300,000

Accumulated depreciation ($39,000 ( 10 years)


390,000
Book value

$
910,000


The book value of $910,000 is compared to the $750,000 ($50,000 ( 15 years) undiscounted sum of future cash flows to determine whether the building is impaired. The sum of future cash flows is less, so an impairment loss should be recognized.


2.
The impairment loss is equal to the $530,000 ($910,000 – $380,000) difference between the book value of the building and its fair value. The impairment loss would be recorded as follows:


Accumulated Depreciation—Building

390,000


Loss on Impairment of Building

530,000



Building ($1,300,000 – $380,000)



920,000


3.
The answer to (1) is unaffected by the fair value of the asset. The existence of an impairment loss is determined solely using the undiscounted sum of estimated future cash flows, not the fair value of the 
asset.

13–38.

1.

December 31, 2005


Amortization Expense ($300,000/10 years)

30,000



Accumulated Amortization

30,000

With intangible assets, the presumption is that in the absence of strong evidence to the contrary, the residual value is zero and the straight-line method should be used.

January 1, 2006

Impairment test:


Book value: $300,000 – $30,000 = $270,000


Undiscounted future cash flows = $25,000 ( 9 years = $225,000

Because the undiscounted future cash flows are less than the book value ($225,000 < $270,000), the asset is impaired. The asset should be written down to its fair value.

Estimated fair value:


PMT = $25,000; I = 5%; N = 9 years →  $177,696


Impairment Loss ($270,000 – $177,696)

92,304


Accumulated Amortization

30,000



Intangible Asset ($300,000 – $177,696)


122,304

2.

December 31, 2005

The useful life is indefinite, so no amortization expense is recognized.

January 1, 2006

Impairment test:


Book value: $300,000


Estimated fair value of an infinite annuity:



$25,000/0.05 →  $500,000

Because the estimated fair value is higher than the book value ($500,000 > $300,000), the asset is not impaired. No journal entry is necessary.

13–39.

Estimated fair value of the Internet Applications reporting unit:


Revenues $8,000 ( 1.70 = $13,600 estimated fair value

Net book value of the assets and liabilities of the Internet Applications reporting unit:


Assets ($19,500 + $5,000) – Liabilities ($6,500) = $18,000

Because the estimated fair value of the reporting unit ($13,600) is less than the net book value of the reporting unit ($18,000), further computations are needed to determine the amount of a goodwill impairment loss, if any.

Implied fair value of goodwill as of December 31:

Estimated fair value of Internet Applications reporting unit

$13,600

Fair value of identifiable assets – fair value of liabilities


($19,000 – $6,500)



12,500
Implied fair value of goodwill


$
1,100
Journal entry necessary to recognize the goodwill impairment loss:


Goodwill Impairment Loss

3,900




Goodwill ($5,000 – $1,100)


3,900

In addition to the goodwill impairment, the fact that the fair value of the identifiable assets is less than the book value of those assets suggests that there may be other impaired assets.

13–40.
2005

Dec.
31
Cash

2,000

Notes Receivable

8,000

Accumulated Depreciation—Equipment

44,000





Equipment


50,000





Discount on Notes Receivable


1,058*





Gain on Sale of Equipment


2,942†

*Discount on notes receivable:




Present value of an ordinary annuity of $1 for 2 




periods at 10% (from Table IV of Appendix B) = 1.7355




1.7355 ( $4,000 = $6,942 present value of note




$8,000 face value of note – $6,942 present 



value = $1,058 discount

13–40.
(Concluded)

Using a business calculator:

PMT = $4,000, N = 2, I = 10% → PV = $6,942


†Gain on sale of equipment:



Down payment


$2,000



Present value of note receivable


  6,942


Selling price (present value) of equipment


$8,942



Less: Book value of equipment


  6,000


Gain on sale of equipment


$2,942

2006

Dec.
31
Cash

4,000




Discount on Notes Receivable

694





Notes Receivable


4,000





Interest Revenue ($6,942 ( 0.10)


694

2007

Dec.
31
Cash

4,000




Discount on Notes Receivable

364





Notes Receivable


4,000





Interest Revenue


364*




*Interest revenue 2007:


$1,058 – $694 = $364 unamortized discount at Dec. 31, 2007


Interest revenue for 2007 can also be computed as follows:


$6,942 – $4,000 payment in 2006 + $694 discount amortized in 
2006 = $3,636; $3,636 ( 0.10 = $364 (rounded)

13–41.

1.


Machine—Held for Sale ($10,000 – $1,000)

9,000


Loss on Held-for-Sale Classification

16,000


Accumulated Depreciation—Machine

75,000



Machine

100,000

2.
No depreciation expense is recognized on assets classified as held for sale.

3.


Machine Held for Sale

4,400



Gain on Recovery of Value—Held for Sale

4,400

Computation of gain: ($15,000 – $1,600) – $9,000 = $4,400

The maximum gain that can be recognized is the amount of the initial loss recognized upon classification as held for sale = $16,000. In this case, the entire increase can be recognized.

13–42.
(a)
The truck should be valued at $40,000 because in a nonmonetary exchange not involving similar assets, the new asset should be recorded at the fair market value of the asset surrendered, if determinable. List price is not necessarily the same as market value.


(b)
The new machine should be valued at $35,000, the book value of the old machine. Because this exchange was for similar productive assets with a company in the same line of business with no cash involved, the indicated gain would be deferred. This treatment is consistent with the APB’s assertion that income from productive assets occurs from the sale of items produced by the assets rather than from an exchange of such assets.


(c)
The new machine should be valued at $55,000 ($40,000 + $15,000). Because the exchange involves cash that exceeds 25% of the market value of the transaction, it is a monetary transaction, and the asset is recorded at the market value of the old machine plus the cash paid. A gain of $5,000 would be recognized by Coaltown. The list price of $62,000 is not used because it does not represent market value.


(d)
The new machine should be valued at $38,000 ($35,000 + $3,000). Because the exchange is made with a company in the same line of business and involves similar assets and cash involved is less than 25% of the market value of the transaction, there is no culmination of the earnings process. The asset is thus recorded at the book value of the old machine plus the cash paid.


Coaltown Corporation

Machinery (new)

38,000

Accumulated Depreciation—Machinery

17,000

Machinery (old)


52,000

Cash


3,000



To record exchange of old machinery costing $52,000 with



accumulated depreciation of $17,000 for new machinery 



recorded at $38,000, the carrying value of the old machinery 



plus cash paid.


Newton Inc.

Machinery (new)

12,093

Accumulated Depreciation—Machinery

42,000

Cash

3,000

Machinery (old)


55,000

Gain on Exchange of Machinery


2,093*


To record exchange of old machinery costing $55,000 with 

accumulated depreciation of $42,000 for new machinery

(market value, $40,000) and $3,000 cash. New machinery 

recorded at $12,093, or $13,000 – $3,000 + $2,093.

*Indicated gain: $43,000 – $13,000 = $30,000



Recognized gain:
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