EXERCISES

Exercise 11-1
Depreciation methods

 LO2
On January 1, 2006, the Pattison Corporation purchased machinery for $240,000.  The estimated useful life of the machinery is eight years and the estimated residual value is $20,000.  The machine is expected to produce 55,000 units during its useful life.

Required:
Calculate depreciation for 2006 and 2007 using each of the following methods.  Round all computations to the nearest dollar.
	1. Straight-line.
	2. Sum-of-the-years’ digits.
	3. Double-declining balance.
	4. One hundred fifty percent declining balance.
	5. Units-of-production (units produced in 2006, 8,000; units 
	    produced in 2007, 12,000).

Exercise 11-2
Depreciation methods; partial years

 LO2
[This is a variation of the previous exercise modified to focus on depreciation for partial years.]

On April 30, 2006, the Pattison Corporation purchased machinery for $240,000.  The estimated useful life of the machinery is eight years and the estimated residual value is $20,000.  The machine is expected to produce 55,000 units during its useful life.

Required:
Calculate depreciation for 2006 and 2007 using each of the following methods.  Partial year depreciation is calculated based on the number of months the asset is in service.  Round all computations to the nearest dollar.
	1. Straight-line.
	2. Sum-of-the-years’ digits.
	3. Double-declining balance.
	4. One hundred fifty percent declining balance.
	5. Units-of-production (units produced in 2006, 6,000; units 
	    produced in 2007, 12,000).

Exercise 11-3
Depletion

 LO3
On March 31, 2006, the Allegheny Mining Company purchased the rights to a coal mine.  The purchase price plus additional costs necessary to prepare the mine for extraction of the coal totaled $2,000,000.  The company expects to extract 1,000,000 tons of coal during a three-year period.  During 2006, 400,000 tons were extracted and sold immediately.

Required:
1.	Calculate depletion for 2006.
2.	Discuss the accounting treatment of the depletion calculated in requirement 1.

Exercise 11-4
Amortization

 LO4
The Leidecker Company provided the following information on intangible assets:
a. A patent was purchased for $1,000,000 on June 30, 2004. Leidecker estimated the remaining useful life of the patent to be five years. 
b. During 2006, a franchise was purchased from the Taco Tio Company for $40,000.  The contractual life of the franchise is 20 years and Leidecker records a full year of amortization in the year of purchase.
c.	Effective January 1, 2006, based on new events that have occurred, Leidecker estimates that the remaining life of the patent is seven more years.

Required:
1.	Prepare the entries necessary to reflect the above information for 2004 through 2006, including year-end adjusting entries to record amortization.
2.	Prepare a schedule showing the intangible asset section of the company’s December 31, 2006, balance sheet.

Exercise 11-5
Change in estimate; useful life and residual value of equipment

 LO5
Evergreen Ltd. purchased a cold storage unit on January 2, 2003, at a cost of $640,000.  The unit was depreciated using the straight-line method over an estimated 10-year useful life with an estimated residual value of $40,000.  On January 1, 2006, the estimate of useful life was changed to a total of 12 years, and the estimate of residual value was changed to $20,000.

Required:
Prepare the appropriate adjusting entry for depreciation in 2006 to reflect the revised estimate.

Exercise 11-6
Error correction

 LO7
In 2006, the assistant controller of Paddington Industries discovered that in 2003 the company had debited research and development expense for the $200,000 cost of a machine purchased on January 3, 2003.  The machine was purchased with the intention that it be used on many different research projects over an expected useful life of eight years.  Paddington uses straight-line depreciation and residual value is always set at 10% of cost. 

Required:
Prepare the appropriate correcting entry assuming the error was discovered in 2006 before the adjusting and closing entries.  (Ignore income taxes.)

PROBLEMS

Problem 11-1
Partial year depreciation; asset addition; increase in useful life

 LO2 LO5 LO9
On May 1, 2004, the Sanderson Electrical Company purchased equipment to be used in its manufacturing process.  The equipment cost $60,000, has a six-year useful life and no residual value.  The company uses the straight-line depreciation method for all manufacturing equipment.
On January 4, 2006, $15,000 was spent to repair the equipment and to add a feature that increased its operating efficiency.  Of the total expenditure, $4,000 represented ordinary repairs and annual maintenance and $11,000 represented the cost of the new feature.  In addition to increasing operating efficiency, the total useful life of the equipment was extended to eight years.

Required:
Prepare journal entries for the following:
1.	Depreciation for 2004 and 2005.
2.	The 2006 expenditure.
3.	Depreciation for 2006.

Problem 11-2
Straight-line depreciation; change in useful life and residual value

 LO2 LO5
The property, plant and equipment section of the Winderl Company’s December 31, 2005, balance sheet contained the following:

	Property, plant, and equipment:
	  Land	$410,000
	  Building	$1,250,000
	  Less: accumulated depreciation	  300,000	950,000
	  Equipment	$540,000
	  Less: accumulated depreciation	      ?      		      ?__
	     Total property, plant and equipment		    ?    
			=====

The land and building were purchased at the beginning of 2001.  Straight-line depreciation is used and a residual value of $50,000 for the building is anticipated.  The equipment is comprised of the following three machines:

			       Date	 Residual	   Life
	Machine	  Cost	   Acquired	    Value	in years
	     651	$150,000	  1/1/03	$10,000	10
	     652	280,000	6/30/03	- 0 -		7
	     653	110,000	10/1/05	5,000	8

Early in 2006, the useful life of machine 651 was revised to eight years in total, and the residual value was revised to zero. 

Required:
1.	Calculate the accumulated depreciation on the equipment at December 31, 2005.
2. Prepare the 2006 year-end adjusting journal entries to record depreciation on the building and equipment. 
Problem 11-3
Depreciation and amortization; impairment of operational assets 

 LO1 LO2 LO4 LO8
At the beginning of 2004, Ross Technology, Inc. acquired the Valpo Corporation for $350 million.  In addition to cash, receivables, and inventory, the following allocations were made:

	Plant and equipment (depreciable assets)	$120	 million
	Purchased technology	60 million
	Goodwill	80 million

The plant and equipment are depreciated over an 8-year useful life on a straight-line basis.  There is no estimated residual value. The purchased technology is estimated to have a 6-year useful life, no residual value, and is amortized using the straight-line method.
At the end of 2006, a change in business climate indicated to management that the operational assets of Valpo might be impaired.  The following amounts have been determined:

	Plant and equipment:
	Undiscounted sum of future cash flows	$65 million
	Fair value	50 million

	Purchased technology:
	Undiscounted sum of future cash flows	$15 million
	Fair value	10 million

	Goodwill:
	Fair value of Valpo	$300 million
	Fair value of Valpo’s net assets (excluding goodwill)	250 million
	Book value of Valpo’s net assets (including goodwill)	310 million *

*After first recording any impairment losses on plant and equipment and the patent.

Required:
1. Compute the book value of the plant and equipment and purchased technology at the end of 2006.
2. When should the plant and equipment and the purchased technology be tested for impairment?
3. When should goodwill be tested for impairment?  
4. Determine the amount of any impairment loss to be recorded, if any, for the three assets
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