Mugan-Akman 2007

Solutions Chapter 10 


E 10-1

	a-  The truck is discarded. There is no salvage value.

	Accumulated Depreciation-Truck
	11.500
	

	Loss on Sale of Assets
	8.500
	

	      Delivery Truck
	
	20.000

	
	
	

	b-  The truck is sold for TL  10.700 

	Cash
	10.700
	

	Accumulated Depreciation- Truck
	11.500
	

	    Delivery Truck
	
	20.000

	    Gain on Sale of Assets
	
	2.200

	
	
	

	c-  The truck is sold for TL  5.500 
	

	Cash
	5.500
	

	Accumulated Depreciation- Truck
	11.500
	

	Loss on Sale of Assets
	3.000
	

	    Delivery Truck
	
	20.000


E 10-2

	Cost for the land:
	

	              purchase price
	12.000

	              removal of old
	250

	
	12.250

	
	

	land improvement:
	

	landscape architecture
	500

	parking lot
	150

	fence
	200

	lighting system
	250

	
	1.100

	
	

	building:
	

	construction cost
	15.000

	capitalized interest
	1.000

	
	16.000


E 10-3

	Cost of the mine:
	
	
	

	Right of use
	1.716.000
	
	

	Geological Survey
	1000
	
	

	Legal fees
	1.600
	
	

	
	1.718.600
	
	

	
	
	
	

	Cost per ton extracted
	1.718.600/
	 180000 =
	0,954 TL per ton

	
	
	
	

	Depletion expense for 2008: 200.000*0,954=
	190.956
	

	
	
	
	

	
	
	
	

	Depreciation Expense for the house:
	
	

	Cost
	54.000
	
	

	number of years
	20
	

	Annual Depreciation Exp.
	2.700
	
	

	
	
	
	

	Depreciation Expense
	
	
	

	2006
	285,71
	
	

	2007
	285,71
	
	

	2008
	285,71
	


E 10-4

	Assets:
	should increase by
	1.000
	i.e cost of the shelf

	
	should decrease by
	100
	depreciation expense for 6 months

	net effect on the balance sheet: understatement of 
	900
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	Income statement:
	
	
	
	
	

	 expenses
	should decrease by
	1.000
	cost of the shelf

	
	should increase by
	100
	depreciation expense for 6 months

	expenses will be overstated by 
	900
	
	
	

	net income will be understated by
	900
	
	
	


E 10-5

	Acquisition cost of the machine:

	Cash
	3.500

	Shares at market
	1.500

	Insurance
	150

	Installation costs
	200

	
	5.350


E 10-6

	a. Why did the company allocate more amount to buildings?

	

	In order to depreciate more each year. As a result the company will show higher expense, and less net income and pay less taxes

	

	b. What should be the correct allocation? Determine the amount for the building and land.

	

	If the market value is known, the cost should be based on the market values. The company allocates 

	TL 19.520.000 (80% of 24.400.000) to buildings whereas their market value is TL 18.300.000. 

The correct allocation should be: TL 18.300.000 to buildings and TL 6.100.000 to land

	

	c. Was the allocation done by the company ethical? Why or why not? 

	Who will be affected by this allocation?

	

	The allocation done by the company is not carried according to the rules, therefore it is unethical. 

	The investors and the government will be affected by this allocation. Investors might receive less dividends, and the government will get less taxes.


E 10-7

	Land
	 
	Land Improvements
	 

	Purchase Price
	150.000
	Asphalt
	5.000

	Lawyer
	1.200
	Lighting
	6.000

	Land Search
	550
	Signs
	1.800

	Demolition
	4.000
	
	

	Leveling
	2.150
	 
	 

	Total
	157.900
	Total
	12.800


E 10-8

	Land
	80.000
	20%

	Buildings
	170.000
	42,5%

	Equipment
	150.000
	37,5%

	Total
	400.000
	 

	 
	 
	 

	Land
	96.000
	 

	Building
	204.000
	 

	Equipment
	180.000
	 

	Total
	480.000
	 


E 10-9

	Purchase Price
	37.500
	

	New Tires
	2.300
	

	Overhaul
	4.400
	

	Cost of Tractor
	44.200
	

	
	
	

	1st year depreciation expense = ((44.200-3.900)/4)*9/12= 
	7.556,25


E 10-10

	24.000   / 3 yrs =  
	8,000


E 10-11

	1. RE

	2. CE 

	3. CE

	4. CE

	5. CE

	6. RE


E10-12

Amount Paid = 65.000-6.000 = 59.000

Depreciation = 65.000/5 = 13.000

P 10-1 

	Date
	Account Name
	Debit
	Credit

	2007
	
	
	

	3 March
	Motor Vehicles
	   39.000    
	

	
	   Cash
	
	   39.000    

	
	
	
	

	10 March
	Motor Vehicles
	    2.200    
	

	
	   Cash
	
	    2.200    

	
	
	
	

	28 Oct.
	Maintenance Expenses
	       450    
	

	
	   Cash
	
	       450    

	
	
	
	

	31 Dec
	Depreciation Expense
	    7.906    
	

	
	   Accumulated Depr. 
	
	    7.906    

	
	Depreciation for 10 months
	
	

	31 Dec
	Income Summary
	    8.356    
	

	
	 Maintenance Expenses
	
	       450    

	
	  Depreciation Expense
	
	    7.906    

	
	
	
	

	2008
	
	
	

	27 June
	Depreciation Expense
	    4.744    
	

	
	  Accumulated Depr.
	
	    4.744    

	
	
	
	

	27 June
	Accumulated Depr.
	   12.650    
	

	
	Motor Vehicles
	   57.500    
	

	
	Loss on Sale of Motor Veh.
	   22.850    
	

	
	Motor Vehicles
	
	   41.200    

	
	Cash
	
	   51.800    

	
	
	
	

	21 Dec
	Maintenance Expenses
	       350    
	

	
	   Cash
	
	       350    

	
	
	
	

	31 Dec
	Depreciation Expense
	    5.979    
	

	
	   Accumulated Deprec.
	
	    5.979    

	
	(depreciation of 7 months)
	
	

	
	
	
	

	31 Dec
	Income Summary
	   33.923    
	

	
	  Loss on Sale of Motor Veh.
	   22.850    

	
	  Maintenance Expenses
	
	       350    

	
	  Depreciation Expense
	
	   10.723    

	
	
	
	

	2009
	
	
	

	25 Sept
	Motor Vehicles
	   68.000    
	

	
	  Cash
	
	   68.000    

	
	
	
	

	29 Oct
	Depreciation Expense
	    8.542    
	

	
	   Accumulated Deprec.
	
	    8.542    

	
	(partial deprec.of 10 months)
	

	
	
	
	

	29 Oct
	Accumulated Depreciation
	   14.521    
	

	
	Cash
	   46.000    
	

	
	   Motor Vehicles
	
	   57.500    

	
	  Gain on Sale of Motor Veh.
	    3.021    

	
	
	
	

	31 Dec
	Depreciation Expense
	    3.333    
	

	
	   Accumulated Deprec.
	
	    3.333    

	
	(depreciation of 4 months)
	
	

	
	
	
	

	31 Dec
	Income Summary
	   11.875    
	

	
	   Depreciation Expense
	
	   11.875    

	
	
	
	

	31 Dec
	Gain on Sale of Motor Veh.
	    3.021    
	

	
	  Income Summary
	
	    3.021    

	Motor Vehicles
	
	Depreciation Expense

	    39.000    
	   41.200    
	
	    7.906    
	      7.906    

	      2.200    
	   57.500    
	
	 
	

	    57.500    
	
	
	    4.744    
	    10.723    

	    68.000    
	 
	
	    5.979    
	 

	   166.700    
	   98.700    
	
	 
	

	    68.000    
	
	
	    8.542    
	    11.875    

	
	
	
	    3.333    
	 

	Accumulated Depreciation
	
	   30.504    
	    30.504    

	    12.650    
	     7.906    
	
	 
	

	    14.521    
	     4.744    
	
	
	

	 
	     5.979    
	
	
	

	 
	     8.542    
	
	
	

	 
	     3.333    
	
	
	

	    27.171    
	   30.504    
	
	
	

	 
	     3.333    
	
	
	


P 10-2

	a. Straight-line Method
	
	
	

	
	
	
	

	Year
	Depreciation Expense
	Accum Depreciation
	Year-End Book Value

	1
	1.200
	1.200
	48.800

	2
	4.800
	6.000
	44.000

	3
	4.800
	10.800
	39.200

	
	
	
	

	Each year depreciation expense is the same (cost - salvage) / useful life =

	50.000 - 2.000 = 48.000 / 10 = TL
	
	4.800

	
	for the first year partial depreciation is due 

	
	4.800 x 3/12=
	1200
	


	b. Double-Declining Method

	Rate equals double the straight line rate, in this case straight line rate is 100% /10 or 10%; so double rate is 20%

	

	Year
	Depreciation Expense
	Accumulated Depreciation
	Year-End Book Value

	1   from Oct to Dec 
	2.500
	2.500
	47.500
	

	2   from Jan to Oct
	7.125
	9.625
	40.375
	

	 from Oct to Dec
	2.019
	11.644
	38.356
	

	3   from Jan to Oct
	5.753
	17.397
	32.603
	

	from Oct to Dec
	1.630
	19.027
	30.973
	

	
	
	
	
	

	depreciation expense = book value x rate

	no salvage deducted


1st year:  0.20 x 50.000 = TL 10.000 Oct to Dec 3/12 x 10.000 = 2.500

2nd year: 47 500 x 0.20 = 9.000  jan to oct  9/12 x 9.000= 7125

	c. Units of Production Method

	

	Year
	Hours Used
	Depreciation Expense
	Accumulated Depreciation
	Year-End Book Value

	1
	500
	3200
	3200
	46800

	2
	1500
	9600
	12800
	37200

	3
	3000
	19200
	32000
	18000

	 

	unit depreciation expense  = (Cost - salvage) / total units 6,4 per hour

	

	yr 1 = 500 hours x 6.4 per hour = TL 3.200 depreciation expense


P 10-3

	a.  Depreciation base :  (245.000-57.500) =187500/5=Annual Depr.=  37500

	

	b. Depreciation base: (245,000- 57,500 ) = TL 187500 

 depreciation exp = TL 187500 /250,000 km= 0.75/  km  

	     48000 km x 0.75  = TL 36000 

	c. Depreciation base: Book value=245,000

Period

Book Value

Deprec.

Expense

Accum.

Deprec.

1st year

245.000

89.333

89.833

2nd year 1st month

155.167

5172,23
95 005,23

2nd year 2-12 months

149 994.77

54 998,08

150 003,31



	 First year: 245.000 TL x (0.20 x2)= TL 98.000

 11 months =98,000 *11/12=89,833

Second year first month:  book value 245.000 – 89.833= TL 155.167 

Depreciation exp for the second year: 155 167 * .40 = TL 62.066,80  

For the first month: 62.066,80 x 1/12 = TL 5172,23


d.

	Date
	Account Names                                          Debit                       Credit

	 Dec 31
	Depreciation Expense
	60.170,31
	 

	 
	    Accumulated Depreciation
	 
	60.170,31


P 10-4

	1. Cost of mine: 18.680.000 - 2.400.000 =16,280,000

	
	Charge per ton = Cost / total produc. =16,280,000 / 10,000,000 ton  =1.628 per ton

	2. 800,000 tons x 1.628 =1,302,400

	3. Buildings: double declining: 1,600,000 x Rate (=(1/10)x2) =320.000

	 units of production: per ton = 0.16 x  800,000 tons =128,000

	4. Equipment: a: .st line                      = 1960000 / 10 yrs=196,000

	
	                           b: units of production  = 1960000 / 10 000 000 = 0.196 per ton

                                                                   0.196 x 800,000 =156,800


P 10-5

	Depreciation expense before revision=(175.870-25.870)/10=
	150000 /10 =
	15000
	per annum

	Accumulated Depreciation
	3yrs *15000 = 45,000
	
	
	
	

	      Book Value                175,870 - 45,000 = 130,870
	
	
	
	

	New Depreciation Base =130.870- 25870 = 105,000
	
	
	
	

	
	  / 5 years  =
	21,000
	depreciation expense for the fourth year


P 10-6

	Book Value               587.200 - 132800=
	454,400

	New Book Value =     454.400 +142800 =
	597,200

	New Depreciation =     597.200  / 16 =
	37,325

	
	
	
	

	Date
	account
	debit 
	Credit

	
	Depr.Exp
	37,325
	

	 
	   Acc.Depr.
	 
	37,325


P 10-7 An inexperienced bookkeeper made the following errors that you, as an accountant trainee in ACABA Company, discovered during your summer internship. 

a. A TL 175 charge for incoming transportation on an item of factory equipment was debited to Purchases.

	Account Name
	Debit
	Credit
	

	Equipment
	175
	
	

	   Purchases
	
	175
	

	
	
	
	

	Depreciation should also be booked at year end


b. The TL 120 cost of repairing factory equipment damaged in the process of installation was charged to factory equipment. 

	Account Name
	Debit
	Credit

	Repair and Maintenance Expense
	120
	

	   Equipment
	
	120

	Depreciation provided at year end should also be corrected


c. The cost of a razed building, TL 7.500, was charged to Loss on Disposal of Plant Assets. The building and the land on which it was located had been acquired at a total cost of TL 25.000 (TL 17.500 debited to Land, TL 7.500 debited to Building) as a parking area for the adjacent plant. 

	Account Name
	Debit
	Credit

	Land
	       7.500    
	

	Loss on disposal of assets
	
	   7.500    


d. The fee of TL 900 paid to the wrecking contractor to raze the building in (c) was debited to Miscellaneous Expense. 

	Account Name
	Debit
	Credit

	Land
	          900    
	

	   Miscellaneous Expense
	
	     900    


e. Property taxes of TL 1.150 on real estate in (c) paid during the year and debited to Property Tax Expense included TL 550 for taxes that were delinquent at the time the property was acquired. 

	Account Name
	Debit
	Credit

	Buildings
	          550    
	

	   Property Tax Expense
	
	     550    

	(depreciation expense at year end should be considered


f. The TL 550 cost of a major motor overhaul, expected to prolong the life of a truck one year beyond the original estimate, was debited to Delivery Equipment. The truck was acquired new three years earlier, and had an estimated life of 5 years with no salvage. The company uses straight-line depreciation method. 

	Account Name
	Debit
	Credit

	No correction required only the depreciation expense 

	should be revised
	
	


g. The TL 2.500 cost of repainting the interior of a building was debited to Building. The building had been owned and occupied for five years. 

	Account Name
	Debit
	Credit

	Repair and Maintenance Expense
	       2.500    
	

	   Building
	
	   2.500    

	(depreciation expense should be corrected as well)


h. The sale of office equipment for TL 150 was recorded by a TL 150 credit to Office Equipment. The original cost of the equipment was TL 700 and the related balance in Accumulated Depreciation at the beginning of the current year was TL 410. Depreciation of TL 35 accrued during the current year (prior to the sale) had not been recorded.
	Account Name
	Debit
	Credit

	Depreciation Expense
	            35    
	

	   Accumulated Depreciation
	
	       35    

	
	
	

	Accumulated Depreciation
	445
	

	Loss on sale of equipment
	105
	

	   Office Equipment
	
	550


1

