how to accoun
Determine

nstruction was complete an sscts were placed 1n service on May 1.
Record partial-year depreciation for the year en

P9-28A (L.OBJ. 1, 2) Capitalized asset cost and first year depreciation, and identifying
depreciation results that meet management objectives [30-40 min]
On January 9, 2010, Swifty Delivery Service purchased a truck at a cost of $67,000.
Before placing the wuck in service, Swifty spent $2,200 painting it, $500 replacing
ures, and $5,000 overhauling the engine. The truck should remain in service for
6 ycars and have a residual valuc of $14,700. The truck’s annual mileage 1s expected
to be 15,000 mules n cach of the first 4 years and 10,000 miles in cach of the next
2 years—80,000 nules in toral. In deciding which depreciation method to use, Jerry
Speers, the general manager, requests a depreciation schedule for cach of the depreci-
avion methods (straight-line, units-of-production, and double-dechning-balance).

Requirements

1. Prepare a depreciation schedule for cach depreciation method, showing asset
cost, depreciation expense, accumulated depreciation, and asset book value,

2. Swifty prepares financial statements using the depreciation method that reports
the highest net income in the early years of asset use. For income-tax purposes,
the company uses the depreciation method that munimizes income taxes n the
carly years. Consider the first year that Swifty uses the truck. Idenufy the depre-
ciation methods that meet the general manager’s objectives, assuming the income
tax authoriies permit the use of any of the mechods.

-29A (L.OBJ. 2, 3) Lump sum asset purchases and partial year depreciatio
[20-25 min]

Whitney Plumb Associates surveys Amencan caung habits, The company’s
include Land, Buildings, Office equipment, and Communication equipmént, with a
qparate accumulated depreciation account for cach asser. Durin i1, Whitney
b completed the following transactions:

Traded in old office equipment with book value of $28¢
d accumulated depreciation of $100,000} for

0 |cost of $126,000
equipment. Plumb also

Aprl

0 equipment at $107,625

Sep 1 Sold a building that co? 0 (accumulated depreaation of $265,000
through December 31 of J&greceding vear). Plumb nceived $350,000
cash trom the sale of
straight-hne basis. J

cprecianion 1s computed on 2
0 year usctul hfc and a residual

Dec3l Recorded

arght-ine method over a

tfice equipment s depreciated double-declining-balance
$4,000 residual value.

cr 6 years with

Record the transactions in the journal of Whitney Plumb Associates. The &
ends 1ts accounting year on December 31.




rate are

ditferent [30-40 min]
n December 31, 2010, when the market interest rate
,000 of 5.25%, 10-ycar bonds payable.

o, Iimmony Realty Co. 1ssucs
onds pay interest semuannuyally.

Requirements
1. Determun

he presentvaluc of the bonds at i1ssuance.

2. Assume th ¢ bonds arc issucd at the price computed in requirement 1.
Prepagean cffectiugnterest method amortization table for the first two semian-
interestinstalime

Using the amortization tablespgepared in requirement 2, journalize issuance of
the bonds and the first two interé

B Problems (Group 8)

P10A-9B Calculating present value [15-25 min)
Axcl needs new manufacturing equipment. Two companics can provide similar
equipment bur under different payment plans:

Plan A: MRF offers tw let Axel pay $55,000 cach vear tor five vears. The pavments
include merest at 12% per year.

Plan B: Westernhime wall let Axcl make a single payment of $425,000 at the end of tive
years. This payment ncludes buth principal and interest at 124,

Requirements
1. Calculate the present value of Plan A.
2. Calculate the present value of Plan B.

3. Axel will purchase the equipment chat costs the least, as measured by present
value. Which equipment should Axel sclect? Why? (Challenge)

'-1OB Calculating the value of bonds when stated rate and marke
different [40-50 min}
nterest rates determine the present value of future amoup

Requiremen?y
1.

stated interest £ %G, paid semuannually. The marker rare of
Q3 at 1ssuanges

al interest payment under
cach of the 3 assumptions 1n Problem 10A-10B. The cBygany amortizes bond
premium and discount by the effective-interest method. EX¥ptagations are not
required.
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P11-29A (L.OBJ. 2, 6) Analyzing the stockholders’ equity section of the balance sheet
[15~-20 min]

The balance sheet of Balleraft, Inc., reported the following:

Preferred stock, $6 par, 6%,

3,000 sharcs authorized and wsued ... ... .. ... .. $ 30,000
Common stock, $4.00 par value, 45,000 shares authorized;

10,000 shares issued ... .o oL L 40,000
Addwnal paid-in capital<ommon. . ... ..., ... . 219,000
Total pad-imecapial ..., ... Bt eenaite B 289,000
Retamed carmmgs .. oo 90,000
Total stockholders’ cquiey ... .. ... ... $ 379,000

Preferred dividends are in arrears for two years, including the current year. On the bal-
ance sheer date, the market value of the Ballcraft common stock was $31 per share.
Requirements
1. Isthe preferred stock cumulative or noncumulative? How can you tell?
What is the toral paid-in capital of the company?
What was the total market value of the common stock?
Compute the book value per share of the common stock.

2o

0B8J. 3) Journalizing corporate transactions and preparing the sto
section of the balance sheet [20-25 min]

<MobiWircless needed additional capital to expand, so the
m the state of Georgia authorizes C-A

Issued 21,000
of $140,000
6  Issued 500

at December 31. The ending balance of Rerained Earnings is $90,

Corporations: Paid-In Capital and the Balance Sheet
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