
Chapter 19: Accounting for Plant Assets, Depreciation, and Intangible  
Learning Objectives 

After studying Chapter 19, in addition to defining key terms, you will be able to: 

 LO1 Record the buying of a plant asset. 

 LO2 Analyze the cost of individual assets bought as a bundle. 

 LO3 Calculate and record the payment of property tax. 

 LO4 Calculate depreciation expense. 

 LO5 Calculate depreciation for a partial year. 

 LO6 Calculate accumulated depreciation and book value. 

 LO7 Prepare plant asset records. 

 LO8 Journalize annual depreciation expense. 

 LO9 Record the sale of a plant asset for book value. 

 LO10 Record the sale of a plant asset for more/less than book value. 

 LO11 Calculate depreciation using the double declining-balance method. 

 LO12 Record the buying of an intangible asset. 

 LO13 Calculate and record amortization expense. 

Accounting for Plant Assets, Depreciation, and Intangible Assets: Accounting in the Real World 

 At a movie theater, the experience begins when you walk through the door and smell the popcorn. 

These days, it is about more than just the movie. How you feel about the experience is a combination of 

many items, including seating, theater size, audio system, and visual impact. 

Cinemark Holdings, Inc., of Plano, Texas, is in the process of improving your experience. Cinemark's 

circuit is the third largest in the United States. It has 292 theaters and 3,816 screens in 39 states. 

Cinemark also has 139 theaters and 1,125 screens in 13 countries in Latin America. It is opening more 

screens and plans to continue doing so in the future. Cinemark features stadium seating in 86% of its 

first-run theaters. 

Besides opening new theaters, Cinemark is making a huge investment in state-of-the-art equipment in 

many of its current theaters. It has developed a large-screen digital format which it calls XD Extreme 

Digital Cinema. XD theaters include wall-to-wall and ceiling-to-floor screens and wrap-around sound. 

Cinemark feels that all of these investments will add to the total experience of each customer. 

Cinemark also offers Summer Movie Clubhouse Fun Film for Kids. Available at over 150 locations, this is 

a ten-week series of G- or PG-rated movies. The best part of this series is the price—$1 per person per 

show. A series punch card is available for $5 and is good for all ten movies. The Cinemark website states 

that “The Summer Movie Clubhouse offers an affordable way to beat the summer heat and enjoy some 

great family films. Our customers look forward to this successful program every year.” 

The large investment in equipment and special programming seem to be paying off. During a recent 

year, Cinemark ranked either 1 or 2 in box office revenues in 25 of its top 30 markets. 

 



Cinemark estimates that its furniture and equipment will last for five to 15 years. In compliance with 

GAAP, Cinemark depreciates the costs of the furniture and equipment over their estimated useful lives. 

Thus, a portion of each item of furniture and equipment is recorded as an expense every period until 

only the salvage value remains. 

Critical Thinking 

The digital projection equipment may last longer than Cinemark's estimated useful life. Why do you 

think Cinemark estimates a shorter useful life for its equipment? 

    What is the effect on the income statement of estimating a useful life of ten years rather than 15 

years for projection equipment? 

Key Terms 

 return on investment 

 real property 

 personal property 

 assessed value 

 plant asset record 

 gain 

 gain on plant assets 

 loss 

 loss on plant assets 

 accelerated depreciation 

 declining-balance method of 

depreciation 

 double declining-balance method of 

depreciation 

 intangible asset 

 amortization 

Chapter 19: Accounting for Plant Assets, Depreciation, and Intangible Assets:  

Lesson 19-1: Buying Plant Assets and Paying Property Taxes  
Plant Assets 

 LO1 Record the buying of a plant asset. 

 LO2 Analyze the cost of individual assets bought as a bundle. 

 LO3 Calculate and record the payment of property tax. 

Plant Assets 

Physical assets that will be used for a number of years in the operation of a business are known as plant 

assets. A business may have several types of plant assets, including equipment, buildings, and land. 

Businesses often subdivide plant assets into more focused categories and create an account for each 

category. For example, a company may divide its equipment into office, store, warehouse, and 

transportation equipment. 

Sun Treasures, Inc., owns its equipment but rents the building and the land where the business is 

located. Therefore, Sun Treasures only has accounts for equipment. To provide more detailed financial 

information, Sun Treasures records its equipment in two different equipment accounts—Office 

Equipment and Store Equipment. [CONCEPT: Adequate Disclosure] 

Sun Treasures is going to be investing in plant assets as it opens new stores. When a company buys a 

plant asset, it expects that the asset will help the company earn revenue. Since companies have limited 

resources to invest in plant assets, managers must often decide between investment opportunities. 



Accounting data can be used to predict the efficiency of an investment. The ratio of the money earned 

on an investment relative to the amount of the investment is called return on investment , or ROI. The 

more efficient the investment, the higher its ROI. These predictions will help company managers decide 

which assets to buy. 

Most plant assets are useful for only a limited period of time. Over time, most equipment wears out and 

can no longer perform its functions. Other equipment, such as computers, becomes technologically 

outdated. Regardless of the reason, the cost of a plant asset should be depreciated over its useful life. 

Each plant asset account should have a related accumulated depreciation account—a contra asset 

account—to accumulate the annual depreciation expense of the plant assets in the account. 

Procedures for recording the buying of a plant asset are similar to procedures for recording the buying 

of current assets such as supplies. The amount paid for a plant asset is debited to a plant asset account 

with a title such as Store Equipment. Regardless of their actual value, plant assets are always recorded 

at their original cost. [CONCEPT: Historical Cost] 

January 3, 20X1. Paid cash for a shelving unit, $8,500.00. Check No. 612. 

Journalizing the Buying of a Plant Asset 

1 Write the plant asset account, Store Equipment, in the Account Title column of the cash 

payments journal. 

2 Enter the cost of the plant asset, $8,500.00, in the General Debit column. 

3 Enter the same amount, $8,500.00, in the Cash Credit column. 

A company may buy several assets as a group with a single discounted price for all the assets. That often 

happens when a vendor offers a bundled price to encourage the sale of more items. Even though one 

price is paid for all the assets, each asset must be assigned (or allocated) a price. The cost allocated to 

each asset is debited to that plant asset account. [CONCEPT: Historical Cost] This allocation must be 

done so that each plant asset can be depreciated individually. 

Dufore Company buys a copy machine (office equipment) and a display case (store equipment) for a 

total cost of $27,000.00. The copy machine has an estimated value of $7,500.00. The display case has an 

estimated value of $22,500.00. 

The first step is to calculate the total estimated value of all the assets bought: 

The cost assigned to the copy machine (Asset 1) is calculated as follows: 

The cost assigned to the display case (Asset 2) is calculated as follows: 

 March 5, 20X1. Dufore Company bought a copy machine and a display case for $27,000.00. Check No. 

234. 

Journalizing Buying a Group of Assets 

1 Write the title of the first plant asset account, Office Equipment, in the Account Title column 

of the cash payments journal. 



2 Enter the cost assigned to the copy machine, $6,750.00, in the General Debit column. 

3 Write the title of the second plant asset account, Store Equipment, in the Account Title 

column on the next line of the cash payments journal. 

4 Enter the cost assigned to the display unit, $20,250.00, in the General Debit column on the 

same line. 

5 Enter the total cash paid, $27,000.00, in the Cash Credit column. 

For tax purposes, state and federal governments define two kinds of property—real and personal. Land 

and anything attached to the land is called real property . Real property is sometimes referred to as real 

estate. All property not classified as real property is called personal property . For tax purposes, these 

definitions apply whether the property is owned by a business or an individual. 

Most governmental units with taxing power impose taxes based on the value of real property. Real 

property taxes are assessed on buildings and land. Some governmental units also tax personal property 

such as cars, boats, trailers, and airplanes. 

The value of an asset determined by tax authorities for the purpose of calculating taxes is called the 

assessed value . Assessed value is usually based on the judgment of officials referred to as assessors. 

Assessors are elected by citizens or are specially trained employees of a local (usually county) 

government. 

A tax rate is used to calculate property tax. The tax rate is multiplied by an asset's assessed value, not 

the value recorded on a business's records. 

Brighton Bikes, Inc., owns real property that has been assessed for a total of $80,000.00. The city tax 

rate is 1.3%. 

The assessed value of an asset may not be the same as the value on the business's or individual's 

records. The assessed value is assigned to an asset for tax purposes only. Often, the assessed value is  

February 15, 20X1. Brighton Bikes, Inc., paid cash for property tax, $1,040.00. Check No. 551. 

Payment of property taxes is necessary for a firm to continue in business. Therefore, Brighton Bikes 

classifies property tax as an operating expense. 

Journalizing Paying Property Tax 

1 Write the title of the account, Property Tax Expense, in the Account Title column of the cash 

payments journal. 

2 Enter the amount of the property tax, $1,040.00, in the General Debit column. 

3 Enter the same amount, $1,040.00, in the Cash Credit column. 

Audit Your Understanding 

1. Which accounts are affected, and how, when cash is paid for office equipment? 

2. Why must a cost be allocated to each asset bought in a group? 

3. What items are included in real property? 



Work Together 19-1 

Journalizing buying plant assets and paying property tax 

The cash payments journal for O'Donnel Copy Center is given in the Working Papers. Your instructor will 

guide you through the following examples. 

Journalize the following transactions completed during the current year. Use page 1 of a cash payments 

journal. The abbreviation for a check is C. 

Transactions: 

    Jan. 3. Paid cash for a copy machine for use in the store, $800.00. C241. 

    5. Paid cash for an office chair, $500.00. C244. 

    Feb. 26. Paid property taxes on real property with an assessed value of $200,000.00. The tax rate in 

the city where the property is located is 2.0% of assessed value. C268. 

    July 2. Paid cash for a filing cabinet (office equipment) and a paper cutter (store equipment), $600.00. 

The filing cabinet has an estimated value of $300.00, and the paper cutter has an estimated value of 

$450.00. C331. 

On Your Own 19-1 

Journalizing buying plant assets and paying property tax 

The cash payments journal for Foreman Floor Center is given in the Working Papers. Work this problem 

independently. 

Journalize the following transactions completed during the current year. Use page 3 of a cash payments 

journal. The abbreviation for a check is C. 

Transactions: 

    Feb. 2. Paid cash for a computer for use in the office, $1,200.00. C335. 

    5. Paid cash for a carpet stretcher, $600.00. C340. 

    Mar. 24. Paid property taxes on real property with an assessed value of $84,000.00. The tax rate in the 

city where the property is located is 3.5% of assessed value. C371. 

    28. Paid cash for a desk (office equipment) and a display case (store equipment), $2,100.00. The desk 

has an estimated value of $600.00, and the display case has an estimated value of $1,800.00. C380. 

Chapter 19: Accounting for Plant Assets, Depreciation, and Intangible Assets: Ethics in Action: Lifelong 

Learning  

Ethics in Action: Lifelong Learning 

When you are ill, you expect your doctor to know the latest methods and medicines to restore your 

health. Businesses should expect nothing less from their accountants. Therefore, accountants must 



constantly improve their knowledge and skills to provide their clients, employees, and the public with 

the highest level of professional service. 

The code of conduct for every major accounting organization includes some reference to lifelong 

learning. Most organizations require their members to continue their education throughout their 

careers. For example, certified public accountants must complete a minimum number of continuing 

education hours every year. This education may be in the form of self-study courses, college courses, 

seminars, and conferences. 

Instructions 

Access the codes of conduct from the American Institute of Certified Public Accountants (AICPA), the 

Institute of Internal Auditors (IIA), the Institute of Management Accountants (IMA), and the Association 

of Certified Fraud Examiners (ACFE). Identify what each code states about lifelong learning. 

Chapter 19: Accounting for Plant Assets, Depreciation, and Intangible Assets: Financial Literacy: Don't be 

Caught “Upside Down”  

Financial Literacy: Don't be Caught “Upside Down” 

As soon as a new car is driven off the lot, it depreciates approximately 20%. The same car will continue 

depreciating significantly for the next several years. If the car is wrecked, totaled, or stolen within those 

few years, the owner could be left upside down. 

Upside down means the amount still owed on the automobile exceeds the amount the insurance 

company would pay if the vehicle were totaled or stolen. For example, someone pays $30,000 for a car 

and a year later it is totaled. The car owner still owes the lender $25,000. The insurance company values 

the vehicle at $22,000 due to depreciation. That leaves the owner upside down, owing the difference of 

$3,000 to the lender. Statistics show that as many as 40% of consumers would be left upside down in 

the event of theft or total loss in an accident. 

If your automobile insurance does not offer full replacement cost, you might consider Guaranteed Auto 

Protection (GAP) insurance. GAP insurance covers the difference between the actual cash value and 

what you owe to the lender. Most automobile lease contracts require GAP insurance. 

Activities 

    Can you think of other products besides automobiles that might need to be covered with GAP 

insurance? 

    How do you think your decision to purchase GAP insurance might change for different makes and 

models of automobiles? 

Chapter 19: Accounting for Plant Assets, Depreciation, and Intangible Assets:  

Lesson 19-2: Calculating Depreciation Expense  
 LO4 Calculate depreciation expense. 

 LO5 Calculate depreciation for a partial year. 

 LO6 Calculate accumulated depreciation and book value. 



Lesson 19-2: Calculating Depreciation Expense 

Plant assets are expected to be used in the business for many years. GAAP requires that the cost of a 

plant asset be expensed over the plant asset's useful life. [CONCEPT: Matching Expenses with Revenue] 

The annual expense is recorded in Depreciation Expense and the contra asset account Accumulated 

Depreciation. 

Several methods for calculating depreciation expense are available. The easiest and most widely used 

method is known as the straight-line method of depreciation. This method requires the business to 

know the cost of the plant asset and to estimate two amounts: 

The amount the business expects to receive when a plant asset is disposed of, known as the estimated 

salvage value. The salvage value of an asset can be zero if the company plans to discard it when it is no 

longer useful. 

The number of years a plant asset is expected to contribute to the earnings of a business, known as the 

estimated useful life. 

The straight-line method of depreciation charges an equal amount of depreciation expense in each full 

year in which the asset is used. Other methods of depreciation will be explained later in this chapter. 

On January 3, 20X1, Sun Treasures bought a shelving unit for $8,500.00 with an estimated salvage value 

of $500.00 and an estimated useful life of four years. 

1 Subtract the asset's estimated salvage value from the asset's original cost. This difference is 

the estimated total depreciation expense for the asset's entire useful life. 

2 Divide the estimated total depreciation expense by the years of estimated useful life. The 

result is the annual depreciation expense. 

The estimated useful life should be based on prior experience with similar assets and on available 

guidelines. Trade associations frequently publish guidelines for specialized plant assets. The Internal 

Revenue Service also publishes depreciation guidelines for plant assets. 

A month is the smallest unit of time used to calculate depreciation. A plant asset may be placed in 

service at a date other than the first day of a fiscal period. In such cases, a business may elect to 

calculate depreciation expense to the nearest first of a month. A partial year's depreciation may also be 

recorded in the year the plant asset is sold or disposed of. 

Sun Treasures bought an office computer on September 3, 20X1. The annual straight-line depreciation 

expense is $900.00. The depreciation expense is $300.00 for the remaining four months of the year in 

which Sun Treasures used the computer. 

Calculating Partial Year's Depreciation Expense 

1 Divide the annual depreciation expense by 12, the number of months in a year. The result is 

the monthly depreciation expense. 

2 Multiply the monthly depreciation expense by the number of months the plant asset is used in 

a year. The result is the partial year's depreciation expense. 



The three years' depreciation expense is illustrated below. In the first year, a partial year's depreciation 

is recorded: September 3, 20X1, to December 31, 20X1—four months. If the asset had been bought 

September 16 or later, only three months' depreciation would be expensed because the date would be 

closer to October 1 than September 1. In the next two years, a full year's depreciation, $900.00, would 

be expensed each year. In 20X4, the original three-year useful life ends August 31, so eight months' 

depreciation would be recorded. 

Calculating Accumulated Depreciation 

Depreciation is not recorded as a reduction of the plant asset account. Instead, the depreciation 

expense for each year of a plant asset's useful life is recorded in an accumulated depreciation account. 

The accumulated depreciation for a plant asset in the current year is calculated by adding the 

depreciation expense for the current year to the prior year's accumulated depreciation. 

Calculating Book Value 

The original cost of a plant asset minus accumulated depreciation is known as the book value of a plant 

asset. The book value is calculated by subtracting the accumulated depreciation from the original cost of 

the plant asset. The ending book value, at the end of the fiscal year, is the beginning book value for the 

next year. Plant assets may continue to be used after their estimated useful lives have ended; however, 

no additional depreciation is recorded. 

The book value can also be calculated by subtracting the year's depreciation from that year's beginning 

book value. Either method of calculating a book value is acceptable because both methods calculate the 

same amount. 

Audit Your Understanding 

1. Which accounting concept is being applied when depreciation expense is recorded for plant 

assets? 

2. What three amounts are used to calculate a plant asset's annual depreciation expense using the 

straight-line method of depreciation? 

Work Together 19-2 

Calculating depreciation 

Forms are given in the Working Papers. Your instructor will guide you through the following example. 

Brookdale Banners bought the following assets during 20X1. Brookdale uses the straight-line 

depreciation method. Calculate beginning book value, annual depreciation, accumulated depreciation, 

and ending book value for each asset for each year of estimated useful life. If the asset was not bought 

at the beginning of 20X1, calculate the depreciation expense for the part of 20X1 in which the company 

owned the asset. Save your work to complete Work Together 19-3. 

Transactions: 

    Jan. 4. Bought a display case costing $4,040.00; estimated salvage value, $200.00; estimated useful 

life, 8 years. 



    Sept. 20. Bought a work station, $4,800.00; estimated salvage value, $0.00; estimated useful life, 5 

years. 

On Your Own 19-2 

Calculating depreciation 

Forms are given in the Working Papers. Work this problem independently. 

Royal Repair Co. bought the following assets during 20X1. Royal uses the straight-line depreciation 

method. Calculate beginning book value, annual depreciation, accumulated depreciation, and ending 

book value for each asset for each year of estimated useful life. If the asset was not bought at the 

beginning of 20X1, calculate the depreciation expense for the part of 20X1 in which the company owned 

the asset. Save your work to complete On Your Own 19-3. 

Transactions: 

    Jan. 5. Bought a stitching machine costing $2,500.00; estimated salvage value, $340.00; estimated 

useful life, 6 years. 

    June 13. Bought a notebook computer, $2,070.00; estimated salvage value, $150.00; estimated useful 

life, 4 years. 

Chapter 19: Accounting for Plant Assets, Depreciation, and Intangible Assets: Careers in Accounting  

Careers in Accounting 

Casey Hepburn 

AUDITOR 

Casey Hepburn, CPA, is an auditor for a major public accounting firm. He works with a variety of clients 

ranging from small companies to huge multinational corporations. It is an auditor's responsibility to 

determine if a client's financial statements have been prepared and reported in compliance with 

generally accepted accounting principles (GAAP). If the client is a large firm, Mr. Hepburn will work with 

a team of accountants to perform the audit. 

When auditing a company's accounts and transactions, the team cannot possibly look at all transactions 

to see if they are recorded correctly. Instead, the team uses a technique called sampling. In sampling, 

only selected transactions are verified. If those transactions were recorded according to GAAP, the team 

makes the assumption that all similar transactions have also been recorded correctly. In order to do a 

thorough job, the audit team must have access to all necessary company records. The audit team 

follows established standard procedures to ensure that their audits are done correctly. 

As a requirement of the Sarbanes-Oxley Act of 2002, the audit team must also review the client's 

internal control system as it relates to financial reporting. The audit team must point out any 

weaknesses it finds in the internal control system. 

At the conclusion of the audit, the auditor issues an opinion. The opinion is directed to the client's board 

of directors and shareholders. Without this opinion, the shareholders would have no assurance that the 

financial statements were prepared in compliance with GAAP. 



As an auditor, Mr. Hepburn must be objective. This means that he must be independent of his client. An 

auditor must not have any personal stake in the client's financial position, whether good or bad. The 

audit team usually reports to an audit committee, which is a subcommittee of the board of directors. It 

is essential that the auditor have unrestricted access to the audit committee without needing 

permission from the board. 

Salary Range: Salaries vary depending on company size, job responsibilities, and experience. The average 

entry-level salary is $44,000 to $55,000. The average salary for a senior audit manager is $96,000 to 

$141,500, plus bonuses. 

Qualifications: Minimum education for an auditor is a bachelor's degree in accounting and a CPA 

certificate. A master's degree is often preferred. Most employers also require past experience in the 

field of accounting. Many auditors have some education in law, forensics, finance, math, and economics. 

Effective communication skills are essential for an auditor. Auditors interact with the client's employees, 

managers, customers, vendors, bankers, and directors. They often must explain accounting standards 

and clarify expectations. The preparation of written reports is also required. 

To perform well in their positions, auditors must be able to gather, organize, and process information; 

solve problems; understand the consequence of errors; and keep up to date with technology. They must 

be able to plan and direct projects, deal with high-stress situations, maintain confidentiality, and 

prioritize tasks. An auditor must also be ethical, reliable, and responsible. 

Occupational Outlook: The growth for auditor positions is projected to be faster than average (20% or 

higher) for the period from 2008 to 2018. 

Activity 

Look for a job opening in auditing. Write a paragraph about the position, including educational 

requirements and salary range. 

Chapter 19: Accounting for Plant Assets, Depreciation, and Intangible Assets:  

Lesson 19-3: Journalizing Depreciation Expense  
 

Accountants keep a separate record for each plant asset. An accounting form on which a business 

records information about each plant asset is called a plant asset record . 

Plant asset records may vary in arrangement for different businesses, but most records contain similar 

information. Sun Treasures' plant asset record has three sections. Section 1 is prepared when a plant 

asset is bought. Section 2 provides space for recording the disposition of the plant asset. When the asset 

is disposed of, this information will be filled in. Section 3 provides space for recording annual 

depreciation expense and the changing book value of the asset each year it is used. 

At the end of each fiscal period, Sun Treasures brings each plant asset record up to date by recording 

three amounts: (1) annual depreciation expense, (2) accumulated depreciation, and (3) ending book 

value. 

 



The amount recorded in the Annual Depreciation Expense column is the amount calculated for each 

year. These amounts may be different if the asset is bought or sold at a time other than near the fiscal 

year beginning or end. 

For any plant asset, accumulated depreciation for the first year is the annual depreciation expense for 

the first year. For each year thereafter, accumulated depreciation for any plant asset is the depreciation 

expense that has accumulated over all prior years added to that year's annual depreciation expense. 

The ending book value for any given year is the original cost less that year's accumulated depreciation. 

Preparing a Plant Asset Record 

1 Write the information in Section 1 when the plant asset is bought. 

2 Do not write in Section 2 until the asset is disposed of. 

3 Each year the asset is owned, record the year's annual depreciation expense in Section 3. 

Calculate and record accumulated depreciation and ending book value. 

 At the end of the fiscal year, Sun Treasures calculates the depreciation expense for each plant asset. 

The depreciation expense for each asset is recorded on its plant asset record. Next, the total 

depreciation expense is calculated for all plant assets recorded in the same plant asset account. 

Sun Treasures determined that total depreciation expense for store equipment is $25,146.00. Using this 

information, an adjusting entry is then recorded in a general journal. 

It is important to retain original cost information for plant assets. Rather than credit depreciation to a 

plant asset account, depreciation is recorded to the asset's accumulated depreciation contra account. At 

any time, the book value of a plant asset can be calculated by subtracting its accumulated depreciation 

from the plant asset account. 

Journalizing Annual Depreciation Expense 

1 Debit Depreciation Expense—Office Equipment for the amount of depreciation expense, 

$25,146.00. 

2 Credit Accum. Depreciation—Office Equipment for the same amount, $25,146.00. 

Audit Your Understanding 

1. How is accumulated depreciation recorded so as to retain the original cost information for plant 

assets? 

2. How does an adjusting entry for depreciation expense change the balance of the asset account? 

Work Together 19-3 

Journalizing depreciation 

Use the depreciation calculations from Work Together 19-2. Additional forms are given in the Working 

Papers. Your instructor will guide you through the following examples. 

 



1. Complete each plant asset record for the years 20X1 through 20X3. Use the following additional 

information: 

Description  General Ledger 
Account  

Date Bought  Plant Asset No.  Serial No. 

Display Case  1220—Store 
Equipment  

Jan. 4     105  374-02 

Work Station  1210—Office 
Equipment  

Sept. 20  106  X56Y17 

 

2. On December 31, 20X3, Brookdale Banners determined that total depreciation expense for office 

equipment for the year was $13,125.00. Record the adjusting entry on page 23 of a general journal. Save 

your work to complete Work Together 19-4. 

On Your Own 19-3 

Journalizing depreciation 

Use the depreciation calculations from On Your Own 19-2. Additional forms are given in the Working 

Papers. Work this problem independently. 

1. Complete each plant asset record from the years 20X1 through 20X3. Use the following additional 

information: 

Description  General Ledger 
Account  

Date Bought  Plant Asset No.  Serial No. 

Stitching Machine  1220—Store 
Equipment  

Jan. 5      276  GH-422-J 

Notebook 
Computer  

1210—Office 
Equipment  

June. 13  277  81763273 

 

2. On December 31, 20X3, Royal Repair Co. determined that total depreciation expense for store 

equipment for the year was $15,775.00. Record the adjusting entry on page 20 of a general journal. Save 

your work to complete On Your Own 19-4. 

Chapter 19: Accounting for Plant Assets, Depreciation, and Intangible Assets: Think Like an Accountant: 

Applying International Accounting Standards  

Think Like an Accountant: Applying International Accounting Standards 

Accountants using GAAP commonly assign a useful life of 25 or 30 years to a building. The cost of a 

building includes everything needed to occupy a building, including its foundation, electrical wiring, 

plumbing, light fixtures, and carpet. All of these costs are combined and depreciated as one asset having 

one cost, one salvage value, and one useful life. 

Does every part of the building depreciate over the same number of years? The answer is no. A 

foundation can last a lifetime, depending on how it is constructed. In contrast, carpet usually becomes 

worn or goes out of style as early as five to seven years. 



International financial reporting standards (IFRS, pronounced i'fers) take a different approach to 

depreciating a building. IFRS require that a building be divided into its component parts. Each 

component is depreciated over its expected useful life. Thus, the foundation may be depreciated over 

30 or more years. In contrast, the carpet may be depreciated over a shorter period, such as seven years. 

Most of today's computerized accounting systems are designed to apply GAAP depreciation methods. A 

company having purchased a building would have recorded the entire cost as a single asset in its 

accounting system. Until accounting systems are modified to comply with IFRS rules, accountants must 

use other computer technologies to generate the required information. 

Follow the steps on the Instructions tab. 

Bryan Creek Stores has completed a project to divide the costs of its existing plant assets. Each plant 

asset is assigned a number in the format XXXX-YY. The XXXX is the plant asset number in its existing 

accounting system. The YY is a code for each component part, such as foundation and carpet. Use the 

worksheet to complete a table of plant asset information supporting amounts in IFRS financial 

statements. 

Chapter 19: Accounting for Plant Assets, Depreciation, and Intangible Assets:  

Lesson 19-4: Disposing of Plant Assets  
 

Recording Depreciation Expense on Disposal of an Asset 

Selling a Plant Asset for Less than Book Value 

When a plant asset is no longer useful to a business, the asset may be disposed of. The old plant asset 

may be sold, traded for a new asset, or discarded. 

When a plant asset is disposed of, a journal entry is recorded that achieves the following: 

    Removes the original cost of the plant asset and its related accumulated depreciation. 

    Recognizes any cash or other asset received for the old plant asset. 

    Recognizes any gain or loss on the disposal. 

 January 2, 20X5. Received cash from sale of shelving unit, $500.00: original cost, $8,500.00; total 

accumulated depreciation through December 31, 20X4, $8,000.00. Receipt No. 543. 

The amount of gain or loss, if any, is calculated by subtracting the book value from the cash received. 

The display case was sold for its book value. Therefore, no gain or loss exists. 

Recording Sale of a Plant Asset for Book Value 

1 Record an entry in the cash receipts journal to remove the original cost, $8,500.00, from Store 

Equipment and $8,000.00 from Accum. Depr.—Store Equip. Record the cash received from the 

sale, $500.00, as a debit to Cash. 

2 Check the type of disposal, Sold, and write the date, January 2, 20X5, and disposal amount, 

$500.00, in Section 2 of the plant asset record. 



Recording Depreciation Expense on Disposal of an Asset 

Plant assets may be disposed of in different ways. They may be discarded, sold, or traded. A plant asset 

may be disposed of at any time during its useful life. When a plant asset that has not been fully 

depreciated is disposed of, its depreciation from the beginning of the current fiscal year to the date of 

disposal must be recorded. 

On May 1, 20X5, Sun Treasures intends to sell a desk that was bought on January 10, 20X1, for 

$2,000.00. Annual depreciation expense for the desk is $300.00. Depreciation recorded through 

December 31, 20X4, is $1,200.00. 

The method to calculate depreciation on disposal of a plant asset is the same as calculating depreciation 

for a partial year when an asset is bought during the fiscal year. The monthly depreciation expense is 

multiplied by the number of months the asset is used during the current fiscal year. Depreciation is 

calculated for each month prior to the month the plant asset is sold. Thus, Sun Treasures will depreciate 

the desk for four months, January through April. 

May 1, 20X5. Recorded a partial year's depreciation on a desk to be sold, $100.00. Memorandum No. 72. 

The depreciation is also recorded on the plant asset record for the desk. 

Recording a Partial Year's Depreciation on Disposal of a Plant Asset 

1 Record a debit, $100.00, to Depreciation Expense—Store Equipment in the general journal. 

2 Record a credit, $100.00, to Accum. Depreciation—Store Equipment in the general journal. 

3 Record the depreciation expense in Section 3 of the plant asset record for the desk. Calculate 

and record accumulated depreciation and ending book value. 

 An increase in equity resulting from the sale of goods or services is known as revenue. Revenue results 

from the normal operation of the business and appears at the top of the income statement under the 

heading Revenues. However, an increase in equity resulting from activity other than selling goods or 

services is called a gain . A gain is related to a supplemental activity, such as selling a plant asset. Gains 

are listed further down on the income statement, usually under the heading, Other Revenue. 

An increase in equity that results when a plant asset is sold for more than book value is called gain on 

plant assets . Sun Treasures is selling a desk for $850.00. After the partial year's depreciation is 

recorded, a journal entry is made to record the sale of the desk. 

May 1, 20X5. Received cash from sale of desk, $850.00: original cost, $2,000.00; accumulated 

depreciation through May 1, 20X5, $1,300.00. Receipt No. 582. 

The gain or loss on the sale of a plant asset is the book value subtracted from cash received. 

  The gain realized on the disposal of a plant asset is credited to a revenue account titled Gain on Plant 

Assets. 

A gain from the sale of plant assets is not operating revenue. Therefore, Gain on Plant Assets is listed in 

a classification titled Other Revenue in the chart of accounts. 



Recording Sale of a Plant Asset for More than Book Value 

1 Record an entry in the cash receipts journal to remove the original cost, $2,000.00, from Store 

Equipment and $1,300.00 from Accum. Depr.—Store Equip. Record the gain on the sale, 

$150.00, as a credit to Gain on Plant Assets. Record the cash received from the sale, $850.00, as 

a debit to Cash. 

2 Check the type of disposal, Sold, and write the date, May 1, 20X5, and disposal amount, 

$850.00, in Section 2 of the plant asset record for the desk. 

Selling a Plant Asset for Less than Book Value 

 The cost of goods or services used to operate a business is known as an expense. Expenses result from 

the normal operation of the business and appear on the income statement under the heading, 

Operating Expenses. A decrease in equity resulting from activity other than selling goods or services is 

called a loss . A loss is related to a supplemental activity, such as selling a plant asset. Losses are listed 

further down on the income statement, usually under the heading, Other Expenses. 

The decrease in equity that results when a plant asset is sold for less than book value is called loss on 

plant assets . Sun Treasures sold a computer after three years of use. After the partial year's 

depreciation is recorded, a journal entry is made to record the sale of the computer. 

October 6, 20X6. Received cash from sale of a computer, $200.00: original cost, $3,800.00; total 

accumulated depreciation through October 1, 20X6, $3,300.00. Receipt No. 645. 

The gain or loss on the sale of a plant asset is the book value subtracted from cash received. 

The loss realized on the disposal of a plant asset is debited to another expense account titled Loss on 

Plant Assets. A loss from the sale of plant assets is not an operating expense. Therefore, Loss on Plant 

Assets is listed in a classification titled Other Expenses in the chart of accounts. 

Recording Sale of a Plant Asset for Less than Book Value 

1 Record an entry in the cash receipts journal to remove the original cost, $3,800.00, from Office 

Equipment and $3,300.00 from Accum. Depr.—Office Equip. Record the loss on the sale, 

$300.00, as a debit to Loss on Plant Assets. Record the cash received from the sale, $200.00, as a 

debit to Cash. 

2 Check the type of disposal, Sold, and write the date, October 6, 20X6, and disposal amount, 

$200.00, in Section 2 of the plant asset record for the computer. 

Audit Your Understanding 

1. What is recorded on plant asset records for plant assets that have been disposed of? 

2. When an asset is disposed of after the beginning of the fiscal year, what entry may need to be 

recorded before an entry is made for the discarding of a plant asset? 

3. What is the formula to calculate the gain or loss on the sale of a plant asset? 

4. In which account classification is Loss on Plant Assets listed? 

Work Together 19-4 



Recording the disposal of plant assets 

Use the plant asset records from Work Together 19-3. Your instructor will guide you through the 

following examples. 

1. For each of the following transactions completed in 20X4, journalize an entry for additional 

depreciation, if needed. Use page 15 of a general journal given in the Working Papers. Source 

documents are abbreviated as follows: memorandum, M; receipt, R. 

 Transactions: 

    Jan. 5. Received cash for sale of a display case, plant asset No. 105, $3,000.00. R217. 

    Aug. 10. Received cash for sale of a work station, plant asset No. 106, $2,000.00. M61 and R281. 

2. Use page 3 of a cash receipts journal to record the disposal of each plant asset. 

3. Make appropriate notations in the plant asset records. 

On Your Own 19-4 

Recording the disposal of plant assets 

Use the plant asset records from On Your Own 19-3. Work this problem independently. 

1. For each of the following transactions completed in 20X4, journalize an entry for additional 

depreciation, if needed. Use page 10 of a general journal given in the Working Papers. Source 

documents are abbreviated as follows: memorandum, M; receipt, R. 

Transactions: 

    Jan. 4. Received cash for sale of a stitching machine, plant asset No. 276, $1,300.00. R441. 

    23. Received cash for sale of a notebook computer, plant asset No. 277, $850.00. M71 and R450. 

2. Use page 2 of a cash receipts journal to record the disposal of each plant asset. 

3. Make appropriate notations in the plant asset records. 

Chapter 19: Accounting for Plant Assets, Depreciation, and Intangible Assets: Lesson 19-

5: Declining-Balance Method of Depreciation  
Lesson 19-5: Declining-Balance Method of Depreciation 

The straight-line method charges an equal amount of depreciation expense each year. However, many 

plant assets depreciate more in the early years of useful life than in later years. For example, a truck's 

value will decrease more in the first year than in later years. Therefore, charging more depreciation 

expense in the early years may be more accurate than charging the same amount each year. [CONCEPT: 

Matching Expenses with Revenue] Any method of depreciation that records greater depreciation 

expense in the early years and less depreciation expense in the later years is called accelerated 

depreciation . GAAP allows the use of either straight-line or accelerated depreciation. 



A common accelerated depreciation method bases its calculations on the book value of the asset, which 

declines each period. The declining-balance method of depreciation  is a type of accelerated 

depreciation that multiplies the book value of an asset by a constant depreciation rate to determine 

annual depreciation. The declining-balance depreciation rate is some multiple of the straight-line rate. 

Many businesses use a declining-balance rate that is two times the straight-line rate. A declining-balance 

rate that is two times the straight-line rate is called the double declining-balance method of 

depreciation . 

Calculating Depreciation Using the Double Declining-Balance Method 

1 Calculate the double declining-balance rate. An example of a plant asset with a five-year life is 

shown. 

Lesson 19-5: Declining-Balance Method of Depreciation 

  

 

 

2 Multiply the double declining-balance rate by the beginning book value to determine the 

annual depreciation expense for a given year ($30,000.00 × 40% = $12,000.00). 

3 Subtract the annual depreciation expense from the beginning book value to determine the 

ending book value ($30,000.00 − $12,000.00 = $18,000.00). 

4 Transfer the ending book value to the beginning book value for the following year. Calculating 

the depreciation expense in the last year of an asset's life is described on the next page. 

Calculating Depreciation Expense in the Final Year 



  

 

Although the depreciation rate is the same each year, the annual depreciation expense declines from 

one year to the next. A plant asset is never depreciated below its estimated salvage value. Therefore, in 

the final year, only enough depreciation expense is recorded to reduce the book value of the plant asset 

to its salvage value. 

Sometimes, the formula for the declining-balance method results in an ending book value that is greater 

than the estimated salvage value in the final year of a plant asset's useful life. In other words, the 

depreciation formula does not create enough depreciation to reduce the asset's book value down to its 

estimated salvage value. 

When this situation occurs, the amount of depreciation recorded should be more than the amount 

calculated using the double declining-balance method. The amount of depreciation in the final year of 

an asset's life should be the amount needed to make the book value of the asset equal to the estimated 

salvage value of the asset. 

Calculating the Last Year's Depreciation Expense 

1 Transfer the ending book value from Year 4 to the beginning book value of Year 5. 

2 Subtract the salvage value of the plant asset from the beginning book value to determine the 

depreciation expense for the final year of useful life ($3,888.00 − $2,500.00 = $1,388.00). 

3 Verify that the ending book value is equal to the salvage value. 

Accelerated Depreciation Methods 

The double declining-balance method of depreciation is one method of accelerated depreciation. Other 

methods are also acceptable. All accelerated methods have one thing in common—more depreciation is 

charged in the first year than in the later years. GAAP allows each business to choose either straight-line 

or accelerated depreciation for financial reporting. But, once chosen, the business should use the same 

method from year to year. [CONCEPT: Consistent Reporting] 



The U.S. Internal Revenue Service has published rules that must be applied when calculating the amount 

of depreciation expense that is used to compute a business's federal income tax obligation. Those rules 

are called the Modified Accelerated Cost Recovery System (MACRS). MACRS is an accelerated 

depreciation method. If a business chooses a different method of calculating depreciation for financial 

reporting, it must maintain two sets of financial records, one to support its financial reports and one to 

substantiate its federal income tax return. Some businesses choose to use MACRS for their financial 

reporting as well, allowing them to keep just one set of books. For more information about the 

differences between GAAP and IRS tax rules, see Explore Accounting on page 400. 

Unlike the straight-line method, the declining-balance method does not use the estimated salvage value 

to calculate depreciation. The estimated salvage value is used only to limit the last year's depreciation 

expense. 

Comparing Two Methods of Depreciation 

Plant Asset:     Original Cost: $6,000.00 

Depreciation Method: Comparison of Two Methods  Estimated Salvage Value: $500.00 

      Estimated Useful Life: 5 years 

   Straight-Line Method  Double Declining-Balance Method 

Year  Beginning 
Book Value  

Annual 
Depreciation  

Ending 
Book Value  

Beginning 
Book Value  

Annual 
Depreciation  

Ending 
Book Value 

1  $6,000.00  $1,100.00  $4,900.00  $6,000.00  $2,400.00  $3,600.00 

2    4,900.00    1,100.00    3,800.00    3,600.00    1,440.00    2,160.00 

3    3,800.00    1,100.00    2,700.00    2,160.00       864.00    1,296.00 

4    2,700.00    1,100.00    1,600.00    1,296.00       518.40       777.60 

5    1,600.00    1,100.00       500.00       777.60       277.60       500.00 

Total Depreciation    $5,500.00       $5,500.00  

 

Regardless of the depreciation method used, the total depreciation expense over the useful life of a 

plant asset is the same. The accounts used in the journal entries to record depreciation expense and the 

sale of plant assets are also the same. 

Since both straight-line and accelerated depreciation methods are acceptable under GAAP, the company 

must decide which method to use. The straight-line method is easy to calculate. The same amount of 

depreciation expense is recorded for each year of estimated useful life. An accelerated method is more 

complicated to use. A different depreciation expense amount must be calculated each year. One 

advantage of an accelerated method is that it records more depreciation expense in the earlier years. 

The result is lower income in the early years, which reduces the taxes paid on the income. However, this 

advantage is only true in the earlier years. In the later years of the asset, less depreciation will be 

recorded, which will increase net income and the taxes paid on the income. 

Audit Your Understanding 

1. When calculating depreciation expense using the declining-balance method, what number stays 

constant each fiscal period? 

2. What is the declining-balance method that uses twice the straight-line rate? 



3. What change occurs in the annual depreciation expense calculated using the declining-balance 

method? 

4. An asset is never depreciated below what amount? 

Work Together 19-5 

Calculating depreciation using the double declining-balance depreciation method 

Forms are given in the Working Papers. Your instructor will guide you through the following example. 

Calculate beginning book value, annual depreciation, and ending book value for each of the following 

plant assets bought during the current year. Use the double declining-balance depreciation method. 

Round amounts to the nearest cent. 

Date  Description  Original Cost  Estimated Salvage 
Value  

Estimated Useful 
Life 

Jan. 4  Painting Machine  $27,000.00  $1,000.00  4 years 

Jan. 6  Office Computer      2,200.00       200.00  5 years 

Jan. 7  Sander         800.00         80.00  8 years 

 

On Your Own 19-5 

Calculating depreciation using the double declining-balance depreciation method 

Forms are given in the Working Papers. Work this problem independently. 

Calculate beginning book value, annual depreciation, and ending book value for each of the following 

plant assets bought during the current year. Use the double declining-balance depreciation method. 

Round amounts to the nearest cent. 

Date  Description  Original Cost  Estimated Salvage 
Value  

Estimated Useful 
Life 

Jan. 2  Skate Rack  $ 3,000.00  $ 200.00  5 years 

Jan. 4  Delivery Truck   75,000.00  8,000.00  8 years 

Jan. 6  Office Shredder       600.00       50.00  4 years 

 

Chapter 19: Accounting for Plant Assets, Depreciation, and Intangible Assets: Why Accounting?: 

Resource Allocation  

Why Accounting?: Resource Allocation 

Every company has a limited amount of resources (human, monetary, and material) to invest. Therefore, 

when a company invests in a plant asset, it wants to choose the investment that yields the biggest 

return. Finance is the branch of business that looks at investments and returns. Larger businesses have 

finance departments that analyze cost and payback information to decide between investment 

opportunities. 

Resource allocation is planning which items or projects should be funded and what level of funding each 

should receive. Funding in this analysis refers to providing resources, whether human, monetary, or 



material. The plan would rank items or projects recommended for funding. Therefore, if fewer resources 

are available, items with the lowest rankings would be removed from the list. The plan would also 

include a ranking of items that are not recommended for funding. If more funds become available, the 

next highest-ranking item would be funded. 

For example, a company may have the following five projects under consideration: buy a new cutting 

machine, buy an air purifier system, add a second shift of production, retool the factory to be more 

efficient, or buy robots to perform some tasks. The finance department recommends that the company 

resources be used to (1) buy an air purifier system and (2) buy a new cutting machine. The projects not 

recommended for funding are ranked as follows: (3) remodel the factory, (4) add a second shift of 

production, and (5) buy robots. If more resources become available, they should be used to remodel the 

factory. If fewer resources become available, the new cutting machine would not be funded. 

Critical Thinking 

   As a class, using the five projects listed above, brainstorm a list of factors that the resource allocation 

team may consider when choosing which projects to recommend for funding. 

Chapter 19: Accounting for Plant Assets, Depreciation, and Intangible Assets:  

Lesson 19-6: Buying Intangible Assets and Calculating Amortization Expense  
 LO12 Record the buying of an intangible asset. 

 LO13 Calculate and record amortization expense. 

An asset that does not have physical substance is called an intangible asset . Intangible assets include 

patents, copyrights, trademarks, and other similar items. The value of an intangible asset such as a 

patent comes from the rights it gives to the patent holder, not from the piece of paper that ensures 

those rights. 

Some intangible assets have an easily determined legal life. For example, most patents are granted for 

20 years. During those 20 years, no other company or individual can copy that product. However, after 

the patent expires, any individual or company can reproduce and sell that product. 

Recording the buying of an intangible asset is very similar to buying any other asset. Sharp Company 

wishes to buy a patent from another company. The patent's legal remaining life is 14 years. However, 

Sharp Company feels that the patent will only be useful for ten years. After that time, other new 

technology will exist that will reduce the patent's value to zero. 

January 2, 20X1. Paid cash for a patent, $45,000.00. Check No. 628. 

Journalizing the Buying of a Plant Asset 

1 Write the intangible asset account, Patent, in the Account Title column of the cash payments 

journal. 

2 Enter the cost of the patent, $45,000.00, in the General Debit column. 

3 Enter the same amount, $45,000.00, in the Cash Credit column. 

 Amortization  is the spreading of the cost of an intangible asset over its useful life. Amortization is 

similar to depreciation, which applies only to physical assets. Some intangible assets have a legal life, 



such as a patent. If an intangible asset has a useful or legal life that can be determined, the asset should 

be amortized. Amortization is based on an estimate of the useful, or legal, life of the intangible asset, 

whichever is less. Unlike the depreciation of a physical asset, there is no estimated salvage value of an 

intangible asset. Amortization is recorded as an adjusting entry each fiscal period until the value is zero. 

The patent bought by Sharp Company will expire in 14 years. Therefore, the patent's legal life is 14 

years. 

The balance in the Patent account represents the cost of the patent that has not yet been amortized. 

However, Sharp Company feels that new technology will mean that its patent will only have a useful life 

of ten years. Sharp Company must amortize the patent over no more than ten years. Amortization 

Expense will be debited for $4,500.00 to record one year of amortization. The asset account, Patent, is 

credited for $4,500.00. 

Intangible assets appear on the balance sheet, usually as the last category of assets. The Amortization 

Expense account will appear on the income statement, as an operating expense. 

Recording Amortization Expense 

1 Debit Amortization Expense for the amount of amortization expense, $4,500.00. 

2 Credit Patent for the same amount, $4,500.00. 

Audit Your Understanding 

1. Which account is debited when recording amortization on a patent? 

2. Which account is credited when recording amortization on a patent? 

Work Together 19-6 

Journalizing buying intangible assets and calculating amortization expense 

The cash payments journal for River Falls Publishing is given in the Working Papers. Your instructor will 

guide you through the following examples. 

1. Journalize the following transactions completed during the current year. Use page 1 of a cash 

payments journal. The abbreviation for a check is C. 

Transactions: 

    Jan. 4. Paid cash for a patent, $18,000.00. C532. 

    6. Paid cash for a trademark, $30,000.00. C538. 

2. Use the following data to record amortization expense for December 31, 20X1. Use page 1 of a 

general journal. 

Asset  Estimated Useful Life  Estimated Legal Life  Estimated Salvage 
Value 

Patent    9 years  12 years  $0.00 

Trademark  14 years  10 years  $0.00 

 



On Your Own 19-6 

Journalizing buying intangible assets and calculating amortization expense 

The cash payments journal for High Tech, Inc., is given in the Working Papers. Work this problem 

independently. 

1. Journalize the following transactions completed during the current year. Use page 1 of a cash 

payments journal. The abbreviation for a check is C. 

    Transactions: 

    Jan. 4. Paid cash for a trademark, $35,000.00. C112. 

    6. Paid cash for a patent, $98,000.00. C115. 

2. Use the following data to record amortization expense for December 31, 20X1. Use page 1 of a 

general journal. 

Asset  Estimated Useful Life  Estimated Legal Life  Estimated Salvage 
Value 

Trademark  8 years  10 years  $0.00 

Patent  9 years    7 years  $0.00 

 

Chapter 19: Accounting for Plant Assets, Depreciation, and Intangible Assets: End of Chapter Review  

Plant (fixed) asset management, which includes calculation of depreciation, is an important part of the 

accounting responsibility in a corporation. That is especially true for companies with big investments in 

furniture, fixtures, and equipment. To facilitate plant asset management, specialized programs (usually 

called fixed asset management software) are available. Some off-the-shelf accounting software 

programs include plant asset management utilities. Built-in utilities, however, usually have limited 

capability. Large corporations generally choose software uniquely designed for plant asset management. 

Sun Treasures, Inc., as described in this chapter, uses a manual accounting system and manages its plant 

assets using plant asset record forms. The company uses straight-line depreciation. In reality, even a 

company the size of Sun Treasures would certainly use a computerized accounting system, including 

some type of plant asset utility. It's likely that accelerated depreciation would be 

Accounting for Plant Assets, Depreciation, and Intangible Assets: A Look at Accounting Software 

1 To view the current list of plant assets, the user selects Plant Assets from the drop-down list in 

the Reports window. 

2 The user chooses the way the list is sorted by making a selection from the Sort by dropdown 

list. 

3 If the user wishes to see all the plant assets the company has ever owned, the All button 

would be clicked. Clicking on Active omits plant assets no longer owned or in use. Clicking 

Inactive lists only inactive items. 

 



4 To edit an item, the user double-clicks on the item name. Here, Office color printer - 1 has 

been selected for editing. 

5 If the user wants to add a new item, he or she would click on Add New Item on the Reports 

window or on New in the Add/Edit Plant Asset pop-up window. In either case, a blank pop-up 

window like the one shown here would allow the user to set up the new item. 

6 After naming the new item, assigning the general ledger account number, and entering its 

location, the user would enter the acquisition data. All dates are entered by clicking the calendar 

button and selecting the appropriate date. Some information, such as the price paid and in-

service date, are used by the system to calculate depreciation. Other data, such as the serial 

number and warranty expiration, are helpful in managing the use of the item. 

7 The user would enter estimates of the salvage value and useful life. The Memo field is used to 

note any information about the purchase, use, or disposal of the item that may be helpful at a 

later date. Clicking Save would add the new item to the list of plant assets. 

8 The Depreciation section displays three system-calculated fields. It is for information only. No 

user entry is enabled. 

9 The user has opened this window to record the disposal of the office color printer. After 

entering the disposal date, value received, and the disposal expense ($0.00 in this example), the 

user has keyed “Replaced” in the Memo field to note the reason for the item's disposal. Finally, 

the user clicks the button to set the item to inactive and then clicks Save to record the changes. 

 

If Sun Treasures used a computerized accounting system, its plant asset list, when selected in the 

Reports window, might appear as it does here. The accountant has double-clicked on Office color printer 

- 1 to select it for editing. Much of the information in the Add/Edit Plant Asset pop-up window is the 

same as would be found on a plant asset record. Notice that this window does not show the method of 

depreciation nor the depreciation schedule. 

To set, change, or view depreciation data, the user would go to the System Manager and open the 

Manage Depreciation window. For this example, double declining-balance is the default depreciation 

method applied to all new plant assets. To change an asset from double declining-balance to straight-

line, the user would access the Manage Depreciation window and select the asset to be changed. The 

user could also view and print a depreciation schedule from the Manage Depreciation window. 

Accounting for Plant Assets, Depreciation, and Intangible Assets: Chapter Summary 

Plant assets are assets that will be used in the operation of a business for a number of years. Plant assets 

are recorded at cost. The cost of a plant asset must be spread out over its useful life. This is recorded 

each year as depreciation expense. If a group of assets is bought for one price, the cost of each asset 

must be allocated so that each asset can be depreciated separately. When recording depreciation for a 

plant asset, the plant asset account is not credited. A separate accumulated depreciation account is 

used to record the total depreciation for that plant asset. 



Plant assets are depreciated using one of a variety of methods. Straight-line depreciation spreads the 

cost of the asset equally over its useful life. Accelerated methods, such as the declining-balance method, 

charge more depreciation expense in the early years of the asset's life, with the amount of depreciation 

decreasing each year. Over the life of the asset, both methods record the same total amount of 

depreciation expense. During the life of the plant asset, its book value can be calculated by subtracting 

accumulated depreciation from the cost of the asset. 

When a company sells a plant asset, it must determine if a gain or loss was incurred on the sale. The 

cash received for the asset is subtracted from the book value of the asset. If the cash received is more 

than the book value, the asset is sold for a gain. If the cash received is less than the book value, the asset 

is sold for a loss. The gain or loss is recorded at the time of the sale and is reported on the income 

statement under the heading, Other Revenues or Other Expenses. 

Intangible assets are assets that have no physical substance, such as a patent. Intangible assets are 

amortized over the lesser of their legal or useful life. There is no estimated salvage value of an intangible 

asset and no accumulated amortization account. When an intangible asset is amortized, the asset's 

account is credited. Amortization expense decreases net income. 

Accounting for Plant Assets, Depreciation, and Intangible Assets: Explore Accounting 

Natural Resource Assets 

Assets can be categorized into several subdivisions: current assets, plant assets, and intangible assets. 

An additional category of assets is natural resources. Natural resources include assets such as gold 

mines, timber forests, and oil wells. 

When a natural resource is purchased, it is recorded at its historical cost plus any related expenses 

needed to make the natural resource useable. Assume that Coal Company bought a coal mine for 

$4,000,000. In addition, Coal Company estimates that it will spend $200,000 getting the land ready for 

mining to begin. The asset Coal Mine would be debited for the total, $4,200,000, as follows: 

Coal Mine  4,200,000    

     Cash     4,200,000 

 

Natural resource assets are not depreciated or amortized. As coal is mined, a depletion expense will be 

recorded. Coal Company estimates that it will be able to mine 2,000,000 tons of coal from the mine and 

sell the land for $400,000 once all mining is finished. A depletion rate is calculated as follows: 

Depletion Rate = (Cost of Asset – Salvage Value) ÷ Estimated Units to Be Mined 

Depletion Rate = ($4,200,000 – $400,000) ÷ 2,000,000 

Depletion Rate = $3,800,000 ÷ 2,000,000 

Depletion Rate = $1.90 per ton 

Coal Company mines 450,000 tons of coal in 20X1. The annual depletion expense would be calculated 

as: 

 



Annual Depletion Expense = Depletion Rate × Tons Mined 

Annual Depletion Expense = $1.90 × 450,000 

Annual Depletion Expense = $855,000 

The expense would be recorded as follows: 

Depletion Expense  855,000    

     Coal Mine     855,000 

 

As with amortization, an accumulated depletion account is not used. Rather, the asset account is 

decreased. The depletion expense will appear on the income statement under the heading Operating 

Expenses. The asset account, Coal Mine, is decreased by the entry and will appear on the balance sheet 

under the heading Natural Resources. 

Instructions 

    List five types of natural resource assets. For each asset, suggest which unit of measure would be used 

to measure the depletion of the natural resource. 

    On January 2, 20X1, Big Coal Company bought a coal mine for $5,500,000. Big Coal expects to mine 

2,750,000 tons of coal from the mine. By December 31, 20X1, Big Coal has extracted 356,000 tons of 

coal. 

Using T accounts, record the effect of the purchase of the mine and any depletion expense Big Coal 

Company should record for the year. 

Accounting for Plant Assets, Depreciation, and Intangible Assets: Apply Your Understanding: Application 

Problem 

INSTRUCTIONS: Download problem instructions for Excel, QuickBooks, and Peachtree from the textbook 

companion website at www.C21accounting.com . 

19-1 Application Problem: Journalizing Buying Plant Assets and Paying Property Tax LO1, 2, 3 

The cash payments journal for White Cleaners is given in the Working Papers. 

Instructions: 

Journalize the following transactions completed during the current year. Use page 1 of a cash payments 

journal. The abbreviation for a check is C. 

Transactions: 

Jan. 4. Paid cash for office computer, $600.00. C226. 

5. Paid cash for a pressing machine, $4,200.00. C230. 

Feb. 24. Paid property taxes on real property with an assessed value of $360,000.00. The tax rate in the 

city where the property is located is 1.2% of assessed value. C278. 



May 12. Paid cash for office desk (office equipment) and display rack (store equipment), $3,800.00. The 

office desk has an estimated value of $1,000.00, and the display rack has an estimated value of 

$3,000.00. C354. 

19-2 Application Problem: Calculating Straight-Line Depreciation LO4, 5, 6 

    Click on AA Online to access. 

    Go to the online assignment and follow the instructions. 

       Create and key formulas using the straight-line method to complete the depreciation table. 

    Print the worksheet. 

Forms are given in the Working Papers. 

Instructions: 

Quick Mart bought the following assets during 20X1. Quick Mart uses the straight-line depreciation 

method. Calculate beginning book value, annual depreciation, accumulated depreciation, and ending 

book value for each asset for each year of estimated useful life. If the asset was not bought at the 

beginning of 20X1, calculate the depreciation expense for the part of 20X1 in which the company owned 

the asset. Save your work to complete Problem 19-3.1. 

Transactions: 

Jan. 4. Bought a freezer costing $15,000.00; estimated salvage value, $600.00; estimated useful life, 6 

years; plant asset No. 561; serial number, 674-653B. 

Mar. 30. Bought a conference table (office equipment), $3,000.00; estimated salvage value, $250.00; 

estimated useful life, 5 years; plant asset No. 562; serial number, FX27J482. 

Aug. 2. Bought a microwave oven (store equipment), $2,200.00; estimated salvage value, $100.00; 

estimated useful life, 5 years; plant asset no. 563; serial number, 7-ST1-003. 

19-3.1 Application Problem: Preparing Plant Asset Records LO7 

Instructions: 

Quick Mart records plant assets in two accounts: Office Equipment, Account No. 1210, and Store 

Equipment, Account No. 1220. Using the transaction data and depreciation calculations from Problem 

19-2, prepare a plant asset record for each plant asset. Plant asset records are given in the Working 

Papers. Record the depreciation and book values for 20X1–20X4. Save the plant asset records for use in 

Problem 19-4. 

19-3.2 Application Problem: Journalizing Annual Depreciation Expense LO8 

Instructions: 

On December 31, 20X4, Pierce, Inc., determined that total depreciation expense for office equipment 

for the year was $19,358.00 and total depreciation expense for store equipment was $38,954.00. 

Record the adjusting entries on page 23 of a general journal given in the Working Papers. 



19-4 Application Problem: Recording the Disposal of Plant Assets LO9, 10 

During 20X5, Quick Mart had the following transactions involving the sale of plant assets. Use the plant 

asset records completed in Problem 19-3.1. Journals are given in the Working Papers. 

Instructions: 

    For each plant asset disposed of in 20X5, journalize an entry for additional depreciation, if needed. 

Use page 3 of a general journal. Source documents are abbreviated as follows: check, C; memorandum, 

M; receipt, R. 

    Use page 3 of a cash receipts journal to record the disposal of each plant asset. 

    Make appropriate notations in the plant asset records. 

Transactions: 

Jan. 6. Received cash for sale of a conference table, plant asset No. 562, $1,200.00. R375. 

Mar. 29. Received cash for sale of a microwave oven, plant asset No. 563, $660.00. M35 and R398. 

July 8. Received cash for sale of a freezer, plant asset No. 561, $3,000.00. M78 and R421. 

19-5 Application Problem: Calculating Depreciation Using the Double Declining-Balance Depreciation 

Method LO11 

       Journalize and post depreciation related to the disposal of plant assets to the general journal. 

    Journalize and post cash received for the disposal of assets to the cash receipts journal. 

    Print the cash receipts journal, general journal, and trial balance. 

       Journalize and post transactions related to the disposal of plant assets to the journal. 

    Print the journal and trial balance. 

Instructions: 

Forms are given in the Working Papers. Calculate beginning book value, annual depreciation, and ending 

book value for each of the following plant assets bought during 20X1. Use the double declining-balance 

depreciation method. Round amounts to the nearest cent. 

Date  Description  Original Cost  Estimated Salvage 
Value  

Estimated Useful 
Life 

Jan. 3  Forklift  $20,000.00  $2,500.00  8 years 

Jan. 5  Cutting Machine  $40,000.00  $3,000.00  4 years 

Jan. 8  Scale  $16,000.00  $1,000.00  5 years 

 

   19-6 Application Problem: Accounting for Intangible Assets LO12, 13 

The cash payments journal for Tobie Industries is given in the Working Papers. 

 



Instructions: 

1. Journalize the following transactions completed during the current year. Use page 1 of a cash 

payments journal. The abbreviation for a check is C. 

Transactions: 

Jan. 5. Paid cash for a patent, $700,000. C315. 

6. Paid cash for a trademark, $85,000. C320. 

2. Use the following data to record amortization expense for December 31, 20X1. Use page 1 of a 

general journal. 

Asset  Estimated Useful Life  Estimated Legal Life  Estimated Salvage 
Value 

Patent  10 years  13 years  $0.00 

Trademark  10 years    5 years  $0.00 

 

Accounting for Plant Assets, Depreciation, and Intangible Assets: Apply Your Understanding: Mastery 

Problem 

19-M Mastery Problem: Recording Transactions for Plant Assets LO1, 2, 3, 4, 5, 6, 7, 8, 9, 10, 11 

Hillside Resort records plant assets in two accounts: Furniture, Account No. 1205, and Equipment, 

Account No. 1215. Furniture is depreciated using the double declining-balance method. Equipment is 

depreciated using the straight-line method. Forms are given in the Working Papers. 

Instructions: 

1. Record the following transactions completed during 20X1 on page 1 of a cash payments journal. 

Transactions: 

Jan. 5. Bought an X-ray machine and a supply cabinet: cost, $30,000.00. C521. X-ray machine: estimated 

value, $22,000.00; estimated salvage value, $0.00; estimated useful life, 5 years; plant asset No. 715; 

serial number, ZYX487-6. Supply cabinet: estimated value, $11,000.00; estimated salvage value, 

$800.00; estimated useful life, 5 years; plant asset No. 716; serial number, 74-3554-L8. 

Feb. 26. Paid property taxes on plant assets assessed at $600,000.00. The tax rate is 1.1%. C560. 

Apr. 5. Bought a testing machine for the exam room: cost, $6,500.00; estimated salvage value, $500.00; 

estimated useful life, 6 years; plant asset No. 717; serial number, 7-H256. C602. 

2. Complete Section 1 of a plant asset record for each new plant asset. 

3. Use the forms provided in the Working Papers to calculate beginning book value, annual depreciation, 

accumulated depreciation, and ending book value for the life of each new plant asset. 

4. Complete Section 3 of the plant asset records for 20X1–20X4. 



5. Record the following transactions completed during 20X5. Use page 2 of a cash receipts journal and 

page 1 of a general journal. 

Transactions: 

Jan. 6. Received cash for sale of a supply cabinet, plant asset No. 716, $1,500.00. R321. 

July 2. Received cash for sale of an X-ray machine, plant asset No. 715, $1,700.00. M112 and R382. 

Dec. 31. Recorded the adjusting entry for depreciation. Total 20X5 depreciation expense of furniture 

was $29,500.00. Total 20X5 depreciation expense of equipment was $65,750.00. 

6. Complete the plant asset records for each plant asset sold during 20X5. 

7. Complete Section 3 of the plant asset record for the testing machine for 20X5. 

Journalize and post transactions related to plant assets to the cash disbursements journal. 

    Journalize and post transactions related to plant assets to the cash receipts journal and general 

journal. 

    Print the cash disbursements journal, cash receipts journal, general journal, and trial balance. 

       Journalize and post transactions related to plant assets in the Write Checks window. 

    Journalize and post transactions related to plant assets to the journal. 

    Print the check detail, journal, and trial balance. 

Accounting for Plant Assets, Depreciation, and Intangible Assets: Apply Your Understanding: 

Challenge Problem 

19-C Challenge Problem: Calculating a Partial Year's Depreciation Using the Double Declining-Balance 

Method LO4, 5, 6, 11 

Quick Repair, Inc., uses the double declining-balance depreciation method for its equipment. Because 

many items are bought during the year, Quick Repair must calculate a partial year's depreciation in the 

first year. Quick Repair uses the same method to calculate a partial year's depreciation as was described 

for Sun Treasures on page 591. The annual depreciation expense is calculated then divided by 12 to get 

the monthly depreciation. The monthly depreciation is then multiplied by the number of months the 

plant asset was owned during the year. For subsequent years, the annual depreciation is calculated 

using the normal method—book value multiplied by the depreciation rate. 

Instructions: 

Forms are given in the Working Papers. Calculate beginning book value, annual depreciation, 

accumulated depreciation, and ending book value for the following assets bought in 20X1. Round to the 

nearest cent. 

Transactions: 

 



Apr. 2. Bought an extension ladder, $3,000.00; estimated salvage value, $200.00; estimated useful life, 5 

years. 

July 24. Bought a power sprayer, $4,800.00; estimated salvage value, $250.00; estimated useful life, 4 

years. 

       Create and key formulas using the double declining-balance method to complete the depreciation 

tables. 

    Print the worksheet. 

Accounting for Plant Assets, Depreciation, and Intangible Assets: 21st Century Skills 

Accounting for Plant Assets, Depreciation, and Intangible Assets: 21st Century Skills 

Green Advantage 

Theme: Financial, Economic, Business, and Entrepreneurial Literacy 

Skills: Creativity and Innovation, Critical Thinking and Problem Solving, Communication and 

Collaboration, ICT Literacy 

It is often said, “If something is worth copying, it is worth protecting.” This philosophy is what drives a 

company or individual to protect an invention by having it patented. In the United States, a patent is an 

exclusive right issued by the U.S. Patent and Trademark Office (USPTO) that legally excludes others from 

making, using, or selling an invention or a new process within the United States. 

By some estimates, 45% to 75% of the wealth of market-leading companies like Procter & Gamble and 

Sony is made up of intangible assets such as patents and trademarks. These companies are acutely 

aware of the role patents and trademarks play in maintaining a competitive edge and maximizing 

revenues. 

The patent process can be complex, taking an average of 40 months for review and approval by the 

USPTO. In December 2009, the U.S. government expedited the application process to an average of 49 

days for patents involving “green” technology, reducing the review and approval time by about a year. 

In addition to promoting U.S. competitiveness and creating “green” jobs, the goal was to also encourage 

innovations that benefit the environment. 

Many companies recognize the advantages of using green technology. To them, conserving energy to 

protect the environment is just as motivating as saving money. Bank of America (BOA) is one example of 

an eco-friendly business. Its internal paper recycling program saves approximately 200,000 trees each 

year. BOA was also able to reduce paper use by 32% while generating a 24% increase in customers. 

We all can do some simple things to reduce energy consumption. The World Watch Institute, a global 

environmental organization, is just one resource for information on the environment. Its purpose is to 

educate and inform individuals on how to create an environmentally sustainable society. 

Application 

 



    Go to www.worldwatch.org or an eco-friendly website of your choice and create a list of ten ways that 

an individual or a company can “Go Green and Save Green.” Inform others by displaying posters in your 

classroom or throughout the school. 

    Using the above list, create a “Top Ten Tweets” to inform others on how they can help the 

environment. 

Accounting for Plant Assets, Depreciation, and Intangible Assets: Auditing for Errors 

Clausen, Inc., recently bought two new plant assets. David Hetland, accounting clerk, has prepared the 

following depreciation schedule for the assets. 

Plant Asset: Refrigerator Case  Original Cost: $12,000.00 

Depreciation Method: Straight-line  Estimated Salvage Value: $2,000.00 

Estimated Useful Life: 5 years 

Year  Beginning Book 
Value  

Annual 
Depreciation  

Accumulated 
Depreciation  

Ending Book 
Value 

20X1  $12,000.00  $2,400.00  $ 2,400.00  $9,600.00 

20X2     9,600.00    2,400.00     4,800.00    7,200.00 

20X3     7,200.00    2,400.00     7,200.00    4,800.00 

20X4     4,800.00    2,400.00     9,600.00    2,400.00 

20X5     2,400.00    2,400.00   12,000.00           0.00 

 

Plant Asset: Freezer  Original Cost: $16,000.00 

Depreciation Method: Declining-balance  Estimated Salvage Value: $2,000.00 

Estimated Useful Life: 5 years 

Year  Beginning Book 
Value  

Annual 
Depreciation  

Accumulated 
Depreciation  

Ending Book 
Value 

20X1  $16,000.00  $5,600.00  $ 5,600.00  $10,400.00   

20X2    10,400.00    4,160.00     9,760.00    6,240.00 

20X3    16,240.00    2,496.00   12,256.00    3,744.00 

20X4      3,744.00    1,497.60   13,753.60    2,246.40 

20X5      2,246.40       898.56   14,652.16    1,347.84 

 

Review and Answer 

Determine the accuracy of each depreciation schedule. Identify any corrections that David should make. 

Accounting for Plant Assets, Depreciation, and Intangible Assets: Analyzing Nike's Financial Statements 

Merchandising businesses often rent buildings from companies that specialize in building management. 

Any modifications made to the building become the property of the building owner at the end of the 

lease. These fixed assets are known as leasehold improvements. 



Instructions 

    Review Nike's annual report in Appendix B. Referring to Note 3 on page B-12, what was the amount of 

leasehold improvements for 2011 and 2010? 

    Referring to Note 1 on page B-10, what method of depreciation does Nike use to depreciate property, 

plant and equipment? 

    What range of years does Nike use for the estimated useful life of leasehold improvements? 


