Problem set C

problem 10-1C 

Rebecca and the Rockers negotiated a lump-sum purchase of the musical equipment from country music has-beens Roy Tired and The Dumped Truckers.  The purchase is completed on January 1, 2008 at a total cash price of $100,000 cash for microphones, amplifiers, quitars, and a drum set.  The estimated market values of the assets are:  microphones, $8,800: amplifiers, $109,120; guitars, $31,680; and drum set, $26,400 on January 1, 2008.  The band’s fiscal year ends on December 31.

Required

Preparation Component

1. Prepare a table to allocate the lump-sum purchase price to the separate assets purchased. Prepare the journal entry to record the purchase.

2. Compute the depreciation expense for year 2008 on the amplifiers using the straight-line method, assuming a 10-year life and a $5,000 salvage value.

3. Compute the depreciation expense for year 2008 on the microphones assuming a four-year life and double-declining-balance depreciation.

Analysis Component

4. Defend or refute this statement: Accelerated depreciation results in payment of less taxes over the asset’s life.

PROBLEM 10-2C

In January, 2008, Trey’s Phishing Supply Rental Company paid $750,000 cash for a parcel of waterfront property complete with a pier and two boats; the “Wilson” and the “Suzie Greenberg”.   The plan is to rent the boats from the pier, which has an appraised value of $188,000, an estimated useful life of 20 years and a $15,000 salvage value.   The “Wilson” is unsafe and will be demolished with some of its electronic equipment moved to the “Suzie Greenberg” which has an appraised value of $282,000, an estimated useful life of 7 years, and a $35,000 salvage value.  The land is valued at $376,000 and has a series of paved paths (Land Improvements) leading from the parking area to the pier.   The paths are valued at $94,000, should last 10 years with no salvage value.   Trey’s Phishing Supply Rental Company incurred the following additional costs:

Cost to demolish the “Wilson” and move equipment

            $ 55,000

Cost to install lighting on paths (10-year life, $25,000 salvage value)           50,000

Cost to pave parking area (10-year life, no salvage value)                             80,000

Cost to replace boards on pier (20-year life, no salvage value)                      25,000
  
Required

1. Prepare a table with the following column headings: Land, Land Improvements, Pier, and Boat. Allocate the costs incurred by Trey’s to the appropriate columns and total each column.

2. Prepare a single journal entry to record all the incurred costs assuming they are paid in cash on January 1, 2008.

3. Using the straight-line method, prepare the December 31 adjusting entries to record depreciation for the 12 months of 2008 when these assets were in use.

PROBLEM 10-3C

Courtney Contractors completed the following transactions and events involving the purchase and operation of equipment in its business:

2007

Jan.
1
Paid $127,400 cash plus $6,370 in sales tax and $1,800 in transportation (FOB shipping point) for a new crane. The crane is estimated to have a five-year life and a $15,570 salvage value. Crane costs are recorded in the Equipment account.

Jan.
3
Paid $5,600 to paint the company logo and install air conditioning in the crane. This increased the estimated salvage value of the crane by another $600.

Dec.
31
Recorded annual straight-line depreciation on the crane.

2008

Jan.
1
Paid $10,000 to overhaul the crane’s boom, which increased the crane’s estimated useful life by one year.

Feb.
17
Paid $3,200 to repair the crane after the crane operator damaged it while in use.

Dec.
31
Recorded annual straight-line depreciation on the crane.

Required

Prepare journal entries to record these transactions and events.

PROBLEM 10-4C

SVC Company completed the following transactions and events involving its delivery trucks:

2007

Jan.
1
Paid $21,090 cash plus $1,010 in sales tax for a new delivery truck estimated to have a four-year life and a $2,100 salvage value. Delivery truck costs are recorded in the Trucks account.

Dec.
31
Recorded annual straight-line depreciation on the truck.

2008

Dec.
31
Recorded annual straight-line depreciation on the truck. Due to new information obtained earlier in the year, the truck’s estimated useful life was changed from four to five years, and the estimated salvage value was decreased to $1,600.

2009

Dec.
31
Recorded annual straight-line depreciation on the truck.

Dec.
31
Sold the truck for $5,000 cash.

Required

Prepare journal entries to record these transactions and events.

PROBLEM 10-5C

Part 1. Specialized equipment costing $470,000 with a five-year life and an estimated $45,000 salvage value is installed in OTW Company’s factory on January 1. The factory manager estimates the machine will produce 85,000 units of product during its life. It actually produces the following units: year 1, 20,000; year 2, 15,000; year 3, 35,000; and year 4, 10 (equipment was broken and replacement part did not arrive until year-end); year 5, 22,000. The total number of units produced by the end of year 5 exceeds the original estimate — this difference was not predicted. (The machine must not be depreciated below its estimated salvage value.)

Required

Prepare a table with the following column headings and compute depreciation for each year (and  total depreciation of all years combined) for the machine under each depreciation method.

Year

Straight-Line
Units-of-Production
Double-Declining-Balance

PROBLEM 10-6C 

 Fields Motors purchases a used machine for $202,000 cash on January 2 and readies it for use the next day at a $7,200 cost. On January 3,it is Installed on a new required operating platform costing $16,800 and it is readied for operations. The company predicts the machine will be used for six years and have a $46,000 salvage value. Depreciation is to be charged on a straight-line basis. On December 31 of its fifth year in use, it is disposed of.

Required

1. Prepare journal entries to record the machine purchase and cost to ready and install it. Cash is paid for all costs incurred.

2. Prepare journal entries to record depreciation of the machine at December 31 of its first year and at December 31 in the year of its disposal.

3. Prepare journal entries to record the machine’s disposal under each of the following unrelated assumptions: (a) it is sold for $44,000 cash; (b) it is sold for $110,000 cash; and (c) it is destroyed in a fire and the insurance company pays $66,000 to settle the loss claim.

PROBLEM 10-7C 

On July 23 of the current year, Justin Mining Company pays $4,836,000 for land estimated to contain 3,900,000 tons of recoverable ore. It installs machinery costing $390,000 that has a 10-year life and no salvage value and is capable of mining the ore deposit in eight years. The machinery is paid for on July 25, seven days before mining operations begin. The company removes and sells 300,000 tons of ore during its first five months of operations. Depreciation of the machinery is in proportion to the mine’s depletion as the machinery will be abandoned after the ore is mined.

Required

Preparation Component

Prepare entries to record (a) the purchase of the land, (b) the cost and installation of machinery, (c) the first five months’ depletion assuming the land has a net salvage value of zero after the ore is mined, and (d) the first five months’ depreciation on the machinery.

Analysis Component

Describe both the similarities and differences in amortization, depletion, and depreciation.  

PROBLEM 10-8C

On July 1, 2005, Sourman Company signs a contract to lease space in a building for 10 years. The lease contract calls for annual (prepaid) rental payments of $50,000 on each July 1 throughout the life of the lease, and that the lessee will pay for all additions and improvements to the leased property. On June 20, 2010, Sourman decides to sublease the space to Dingle Corp. for the remaining 5 years of the lease—Dingle pays $100,000 to Sourman for the right to sublease and it agrees to assume the obligation to pay the $50,000 annual rent to the building owner beginning July 1, 2010. After taking possession of the leased space, Dingle pays for improving the office portion of the leased space at a $75,000 cost. The improvements are paid for on July 5, 2010 and are estimated to have a useful life equal to the 5 years remaining in the life of the building.

Required

Prepare entries for Dingle to record (a) its payment to Sourman for the right to sublease the building space, (b) its payment of the 2010 annual rent to the building owner, and (c) its payment for the office improvements. Prepare Dingle’s’s year-end adjusting entries required at December 31, 2010, to (d) amortize the $100,000 cost of the sublease, (e) amortize the office improvements, and (f) record rent expense.

