Ch10&11

Plant Assets
Tangible in Namre
Actively Used in Operations -
Expected to Benefit Future Periods
Called Property, Plant & Equip
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Not Depreciable

Land Improvements
Parking lots, driveways, fences, walks, shrubs & lighting systems
Depreciate over useful life of improvements

Buildings Machinery & Equip
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Lump 5um Asset Purchase

Total cost of a combined purchase of land & building is separated on the basis of their relative fair market
values

Ex) CarMax paid 590,000 cash to acguire a group of items consisting of land appraised at $30,000, land
improvements at $10,000, and a building at S60,000. The $90,000 cost will be allocated on the
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Depreciation

: process of allocating the cost of a plant asset to expense in the

accounting periods benefiting from its use

Calculation requires 3 amounts for each asset

Cost
Salvage value
Useful life
Depreciation Methods
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2. Units of Production
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Ex) Assuming 7,000 units were inspected, depreciation would be calculated as follows.

Step 1: (9,000/ 6,000) = $0.25/unit

Step 2: 50.25 x 7000 = 51,750
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red box is # of units produced & sold during the period



3. Double Declining balance
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Year 2: sdll 40% but have to decline the basis =0 instead of 10k we use 6k
40% x (10k-4k)= 6k
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Sraight- Linits of Dedining-

Production

510,000 — 51,000 ¥ 3

3 YErs 12

Change in Estimates for Depreciation

(Orver an asset’s life, new info may indicate that the original estimates were inaccurate

Ex) Using straight line depreciation, at the beginning of the 3* year, book value is $6.400 {510.000]
cost less 53,600 accumulated depreciation). At that time, it is determined that the machinery will
have a remaining useful life of 4 vears & estimated salvage value will be revised downward from
$1.000 to 5400.

Baok value — Revised salvage valoe 5o 20060 — 5400
Revised remaining vsetul life 4 years
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