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Vernon Manufacturing made the following expenditures on the computerized assembly
machine in 2015.

L Jan.2  Added an overdrive mechanism for $6,000 that would improve the overall quality of
fing one. Problem 6:32

inting for ntangble assets Ma-Tora the performance of the machine but would not extend its life. The salvage value was,
R revised to $3,000.

Aug. I Performed routine maintenance, $1,150.

Oct. 2 Replaced some computer chips (considered routine), $950.

Dec. 31 Recognized 2015 depreciation expense.

Required

Record the 2015 transactions in a statements model like the preceding one.

Los 6-32  Accounting for intangible assets

Mia-Tora Company purchased a fast-food restaurant for $1,400,000. The fair market values of
oodwil Purchased: $130,000 the assets purchased were as follows. No liabilities were assumed.

Equipment $320,000
Land 200,000
Building 650,000
Franchise (5-year life) 100,000

Required
Calculate the amount of goodwill purchased.
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Determining the effect of depreciation expense on financial statements

Three different companies each purchased a machine on January 1, 2012, for $54,000. Each machine
was expected to last five years or 200,000 hours. Salvage value was estimated to be $4,000. All three
machines were operated for 50,000 hours in 2012, 55,000 hours in 2013, 40,000 hours in 2014, 44,000
hoursin 2015, and 31,000 hours in 2016. Each of the three companies earned $30,000 of cash revenue
during each of the five years. Company A uses straight-line depreciation, company B uses double-
declining-balance depreciation, and company C uses units-of-production depreciation.

Required

Answer each of the following questions. Ignore the effects of income taxes.

‘Which company will report the highest amount of net income for 2012?

‘Which company will report the lowest amount of net income for 2014?

‘Which company will report the highest book value on the December 31, 2014, balance sheet?
‘Which company will report the highest amount of retained earnings on the December 31,
2015, balance sheet?

‘Which company will report the lowest amount of cash flow from operating activities on the
2014 statement of cash flows?
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03,4 B21) Computing and recording units-of-production depreciation

You are here McNabb Corporation purchased a delivery van for $25,500 in 2012. The firm’s financial condi-
tion immediately prior to the purchase is shown in the following horizontal statements model:

. using each deprecation method. Problem
B §27 computing and recording units-of-
production deprecation

Assets = Equity Rev. - Exp. = Netlc. | CashFlow
Cash  + BookValueofVan = Com.Stk + RetEamn.
50000 -+ NA = 50000 4 NA NA NA = NA NA

The van was expected to have a useful life of 150,000 miles and a salvage value of $3,000.

a. Depreciation Expense, 2012 Actual mileage was as follows:
$7,500
c. Gain on Sale: $1,000 2012 50000
2013 70,000
2014 56,000
Required
a. Compute the depreciation for cach of the three years, assuming the use of units-of-production
depreciation.

b. Assume that McNabb carns 521,000 of cash revenue during 2012. Record the purchase of
the van and the recognition of the revenue and the depreciation expense for the first year ina
financial statements model like the preceding one.

c. Assume that McNabb sold the van at the end of the third year for $4,000. Calculate the
amount of gain or lose from the sale.
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