Running Head: INDIVIDUAL PROBLEM ASSIGNMENT					 1

INDIVIDUAL PROBLEM ASSIGNMENT 		2





	








Individual Problem Assignment 1
Name
Institution
Date







Individual Problem Assignment 1

	Hybrid Ltd. purchased equipment on May 1, 2018 for $ 105,000 on account. The equipment had an estimated useful life of 10 years, with a residual value of $15,000. The equipment is disposed of on March 1, 2023. Hybrid Ltd. used straight line of depreciation in 2018, 2019 and 2020 and changed the method of depreciation to double diminishing-balance due to change in accounting policy as of February 1, 2021, and calculates depreciation for partial periods to the nearest month and no retroactive adjustment to the prior years. 
Hybrid Ltd. has a December 31 year end.


Instructions
a.  Record the acquisition of the equipment on May 1, 2018.
b.  Record depreciation at December 31,2018, 2019, 2020, 2021, 2022, and March 1, 2023
c.  Record the disposal of equipment on March 1, 2023, under the following assumptions:
1.  It was scrapped with no residual value.
2.  It was sold for $55,000.
3.  It was sold for $45,000.
4.  It was traded for new equipment with a list price of $108,000. Hybrid was given a trade-in allowance of $55,000 on the old equipment and paid the balance in cash. Hybrid determined the old equipment's fair market value to be $50,000 at the date of the exchange.
Taking It Further
What are the arguments in favour of recording gains and losses on disposals of property, plant, and equipment as part of profit from operations? What are the arguments in favour of recording them as non-operating items?

Solution
a. Record the acquisition of the equipment on May 1, 2018.
2018 
May 	1 Equipment ………………………. $ 105000
			Account payable ………………….  	$ 105000

b.  Record depreciation at December 31,2018, 2019, 2020, 2021, 2022, and March 1, 2023

2018
Dec 	31 depreciation Expense ………………7500
			Accumulated depreciation 
				Equipment …………			7500
			(105000-15000)/10*10/12months) = 7500




2019
Dec 	31 Depreciation Expense …………………9000
Accumulated Depreciation –
…Equipment ……………………………9000
(105000-15000)/10*12/12months) = 9000
2020 
Dec 	31 Depreciation Expense …………………9000			
Accumulated Depreciation
. Equipment ----------------------	9000
				(105000-15000)/10 X 10/12months) = 9000
2021 
Dec 	31 Depreciation Expense …………………12900			
Accumulated Depreciation –
Equipment ----------------------			12900
Net book value = 105000-(7500+9000+9000)
=105000-25500
=79500
	Depreciation rate =9000/90000 X100%=10% double depreciation (2 X 10%=20%)
		= (82500-15000) X 20%
		=$ 12900
Depreciation Expenses = (Net Book Value – Residual value) X Depreciation Rate

2022 
Dec 	31 Depreciation Expense …………………$ 10,320
			
Accumulated Depreciation –
Equipment ----------------------		$ 10320
Net book value = 105000-(7500+9000+9000+12900)
			=$ 66,600
Depreciation Expense = (66,600-15000) X 20%
		= $ 10320
2023 
March 	31 Depreciation Expense …………………$8,256
			
Accumulated Depreciation –
Equipment ----------------------		$8256
Net book value = 105000-(7500+9000+9000+12900+10320)
		=56280
Depreciation Expense = (56280-15000) X 20%
			=$ 8256


c.  Record the disposal of equipment on March 1, 2023, under the following assumptions:
1.  It was scrapped with no residual value.
2.  It was sold for $55,000.
3.  It was sold for $45,000.
4. It was traded for new equipment with a list price of $108,000. Hybrid was given a trade-in allowance of $55,000 on the old equipment and paid the balance in cash. Hybrid determined the old equipment's fair market value to be $50,000 at the date of the exchange.

2023 
Mar 	1 Depreciation Expense 			$1100.80
		Accumulated depreciation 
			Equipment 					$1100.80
(105000-(7500+9000+9000+12900+10320+8256+15000) X 20% X 2/12 =$ 1100.80	Accumulated depreciation at Mar 1 2023 
	7500+9000+9000+12900+10320+8256+1100.80= $ 58076.80
Carrying Amount at Mar 1 2023
Cost -Accumulated Depreciation 
$46, 923.20 =105,000-58,076.80

1 	Mar 1	 Accumulated depreciation  
Equipment 			58076.80
Loss on disposal 		46923.20
Equipment 				105000
Proceeds -carrying Amount =gain(loss)
$0-(95000-58076.80) =$ 46923.20

2 	Mar 1	 Cash 				55000
	Accumulated depreciation 
		Equipment 		58076.80
Gain on Disposal 			8076.80
Equipment				105000






3 	Mar 1 	Cash 					45000
		Accumulated Depreciation 
			Equipment 			58076.80
		Loss on Disposal 			1923.20	
		Equipment 					105000

4 Mar 		1 Equipment (new)
		(50000+53000)			103000
		Accumulated Depreciation 
			Equipment 			58076.80
				Gain on Disposal 				3076.80
				Cash (108000-55000)				53000
				Equipment (old)				105000
50000-(105000-58076.80) = 3076.80



Taking It Further
What are the arguments in favour of recording gains and losses on disposals of property, plant, and equipment as part of profit from operations? What are the arguments in favour of recording them as non-operating items?
1. Part of profit from operations 
Gains as well as losses create some adjustments to the depreciation expense hence need to be recorded in the same section if the income statement. When the gains and losses are classified as operations, it eliminates the management bias at the point of selecting the depreciation methods as well as estimating the useful lives alongside the asset’s residual values. Bias would occur when the management does not want to indicate the losses since the management bonuses are primarily based on the profits generated from operating activities. 
2. Non-Operating items 
Management bias is also illustrated when the business recognizes the gains. Organizations do not dispose property frequently but when they occur, losses as well as gains are not predictable. 
[bookmark: _GoBack]The disposal of an asset, property, plant, equipment does not form as part of the business normal operations. Consequently, the losses and gains ought not to be reported as part of the profit form operating activities. 









