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I.  Objective(s): By the end of today’s lesson, the student will be able to: 

 •  define accounting terms related to plant assets, depreciation, and property tax expense. 

 •  identify accounting concepts and practices related to accounting for plant assets, depreciation, and  

  property tax expense. 

 •  calculate depreciation expense and book value of a plant asset. 

 •  record plant asset information in a plant asset record. 

 •  record entries related to accounting for plant assets, depreciation, and property tax expense. 

 

 

II.  Materials: 

 Textbook 

 Workbook 

 Transparencies 

 

 

III.  Anticipatory Set: 

 Most businesses use two broad categories of assets in the operations of their businesses: 

  •  Current assets - cash and other assets expected to be exchanged for cash or consumed within  

   a year. 

    (cash, accounts receivable, merchandise inventory, supplies, prepaid insurance) 

  •  Plant assets - assets which will be used for a number of years in the operation of a business.   

   Assets used in the business and are not intended for sale to its customers. 

    (typewriters, computers, cash registers, sales display cases, furniture, vehicles) 
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 Businesses may have three major types of plant assets - equipment, building, and land. 

  Celluphone rents the building and land so it only has equipment as plant assets - office and store. 

 

 

IV.  Learning Activities: 

 

BUYING and RECORDING PLANT ASSETS 

 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. 

 

 January 2, 19X1 

  Paid cash for a new typewriter, $820.00.  Check No. 4. 

   Office Equipment  Debited 

    Cash     Credited 

  Pg. 588. 

 

 The balance in the Office Equipment account is the original cost of office equipment purchased to date. 

 

 

 

 

EFFECTS of DEPRECIATION on PLANT ASSETS 

 A business buys plant assets to use in earning revenue. 

 Plant assets decrease in value with use and the passage of time as they become older and newer models  

  become available. 

 All plant assets, with the exception of land, have a limited useful life, which is usually several years. 

 

 In order to match revenue with the expenses used to earn the revenue, a portion of a plant asset’s cost is  

  transferred to an expense account in each fiscal period that a plant asset is used to earn revenue. 
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 Depreciation expense - the portion of a plant asset’s cost that is transferred to an expense account in  

  each fiscal period during a plant asset’s useful life. 

 

 Depreciation expense differs from many other business expenses in one significant way.  For many  

  business expenses, cash is paid out in the same fiscal period in which the expense is recorded  

  (salaries). 

 However, cash is generally paid out when a plant asset is bought and the depreciation expense is   

  recorded over several years. 

 

 

 Two factors affect the useful life of a plant asset: 

  1)  Physical depreciation - caused by wear from use and deterioration from aging and   

   weathering. 

  2)  Functional depreciation - occurs when a plant asset becomes inadequate or obsolete. 

   An asset is inadequate when it can no longer satisfactorily perform needed service. 

   An asset is obsolete when a newer machine can operate more efficiently or produce  

    better service. 

 

  Land, because of its permanent nature, generally is not subject to depreciation. 

  Buildings, after years of use, eventually become unusable to a business. 

 

 

 

 

CALCULATING DEPRECIATION EXPENSE 

 Factors affecting depreciation expense 

  Three factors affect the amount of depreciation expense for a plant asset: 

   1)  The original cost of a plant asset. 

   2)  The estimated salvage value of a plant asset. 

   3)  The estimated useful life of a plant asset. 
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  Original cost - includes all costs paid to make the asset usable to a business (price of the asset,  

   delivery costs, and installation costs). 

 

  Estimated salvage value - the amount an owner expects to receive when a plant asset is   

   removed from use.  (Also known as residual value or scrap value). 

 

  Estimated useful life - the number of years the asset will be used. 

   The estimate should be based on prior experience with similar assets and on available  

    guidelines provided by trade associations and the IRS. 

 

 

  Depreciation does not represent the actual decline in value of an asset.  Instead, it is an  

    allocation of the asset’s cost over several fiscal periods. 

 

  A plant asset is never depreciated below its salvage value. 

 

 

 Calculating depreciation expense for a fiscal year     (pg. 590) 

  Depreciation expense is calculated as follows: 

   Original Cost  -  Estimated Salvage Value  =  Est. Depreciation Expense 

      $820.00  -  $100.00  =  $720.00 

 

  Depreciation expense for a fiscal year is calculated as follows: 

   Est. Depreciation Expense  /  Years of Est. Useful Life  =  Annual    

               Depreciation Expense 

       $720.00  /  5  =  $144.00 

 

  Straight-line Method of Depreciation - charging an equal amount of depreciation expense for a 

    plant asset in each year of useful life. 
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 Drill 22-D1, pg. 613. 

 

 

 

 Calculating depreciation expense for part of a fiscal year    (pg. 591) 

  If a plant asset is bought during the year the asset will be used only part of that fiscal year.  Thus, 

   depreciation expense should be calculated for only the part of the year the asset is used. 

 

  Depreciation for part of the year is calculated as follows: 

   Annual Depreciation Expense  /  Months in a Year  =  Monthly Depr. Exp. 

      $900.00  /  12  =  $75.00 

   Monthly Depr. Exp.  x  Number Months Used  =  Partial Year’s Depr. Exp. 

      $75.00  x  6  =  $450.00 

 

  When determining the number of months to use in calculating depreciation for part of a year,  

   most businesses round to the nearest whole month.  If the asset is used for more than half  

   the month, the depreciation expense would be calculated for all of the month.  If the asset 

   is used for less than half the month, the depreciation expense would not be calculated for  

   that month. 

     Purchased on July 10 - depreciation for 6 months. 

     Purchased on July 20 - depreciation for 5 months. 

 

 

 

Assignment: 

  Be sure you know and understand: 

   •  the meaning of terms 1 - 5, pg. 612. 

   •  the answers to questions 1 - 10, pg. 612. 

   •  answer Case 1 & 2, pg. 613. 

   •  do Problem 22-1 & 22-2, pg. 614 - 615. 

   •  read pages 592 - 598. 
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PREPARING PLANT ASSET RECORDS 

 A separate record is kept for each plant asset. 

 Plant asset record - an accounting form on which a business records information about each plant  

  asset. 

 Most plant asset records have three sections:  pg. 592. 

  1)  The first section contains a complete description of the plant asset - also includes the  

   general ledger account title and number, purchase date, serial number, original cost,  

   estimated useful life, estimated salvage value, and annual depreciation expense. 

  2)  The second section includes information about the disposal of the plant asset - how disposed 

   of, date of disposal, and amount received for the asset.  Filled in when asset is disposed  

   of. 

  3)  The third section includes information about the depreciation expense and changing value  

   of the asset for each year it is used. 

 

 At the end of each fiscal period, the plant asset record is brought up to date by calculating and   

  recording: 

  •  Annual depreciation expense 

   •  Accumulated depreciation 

   •  Ending book value 

 

 Depreciation is the portion of a plant asset’s cost that is transferred to an expense account at the end of  

  each fiscal period during the plant asset’s useful life. 

 Therefore, as the amount of depreciation expense increases, the remaining value of the plant asset  

  decreases. 

 

 Accumulated depreciation - the total amount of depreciation expense that has been recorded since the  

  purchase of a plant asset. 

 A plant asset’s accumulated depreciation each fiscal period is calculated as shown on page 593. 

 

 Book value of a plant asset - the original cost of a plant asset minus accumulated depreciation. 

  The ending book value of an asset is calculated as shown on page 593. 
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  The book value is recorded each year in the plant asset record’s Ending Book Value column. 

 

 A plant asset is never depreciated below its estimated salvage value.  Therefore, when a plant asset’s  

  book value equals its estimated salvage value, no further depreciation expense is recorded. 

 

 Drill 22-D2, pg. 614. 

 

 

 

 

ACCOUNTS AFFECTING the VALUATION of PLANT ASSETS 

 Three general ledger accounts are used to record information about each kind of plant asset. 

  1)  An asset account is used to record the original cost of the asset. 

  2)  An expense account is used to record the amount of depreciation expense. 

  3)  A contra asset account is used to record the accumulated depreciation. 

 

 

 Plant asset accounts    (Office Equipment and Store Equipment) 

  The appropriate asset account is debited for the original cost when equipment is bought. 

  The account is credited for the original cost when equipment is disposed of. 

  Therefore, the balance of a plant asset account always show the original cost of all equipment in  

   current use. 

 

 

 Depreciation expense accounts   (Depreciation Expense - Office Equipment) 

  Depreciation is an expense to a business. 

  The amount of depreciation for a fiscal period is debited to an expense account titled   

   Depreciation Expense. 

  To record depreciation expense for a fiscal period, an adjusting entry is made to two accounts: 

   Depreciation Expense - Office Equipment and Depreciation Expense - Store   

             Equipment. 
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 Accumulated depreciation accounts 

  An adjusting entry for the amount of depreciation for a fiscal period also has a credit to a contra  

   asset account titled Accumulated Depreciation.  Normal credit balance. 

 

  The two accumulated depreciation accounts are: 

   Accumulated Depreciation - Office Equip. and Accumulated Depreciation - Store  

    Equip. 

 

 

 

RECORDING DEPRECIATION EXPENSE 

 At the end of the fiscal year, the depreciation expense for each plant asset is figured. 

 Next, the total depreciation expense is figured for all plant assets of the same kind (office & store). 

 

 Accumulated depreciation for each kind of plant asset is calculated:  pg. 596. 

  Previous Year’s Balance of Accumulated Depreciation  +  Current Year’s Depreciation Expense  

    =  Current Year’s Balance Accumulated Depreciation 

     Office Equipment $3625  +  $1750  =  $5375 

 

 Analyzing an adjustment for depreciation expense     (pg. 597) 

  An adjusting entry is made to record estimated depreciation expense for a fiscal period. 

   Depreciation Expense - Office/Store Equipment Debited 

     (To show the increase in the balance of this expense account.) 

    Accumulated Depreciation - Office/Store Equipment           Credited 

     (To show the increase in the balance of this contra asset account.) 

 

  January 1 balance  +  Annual increase  =  December 31 balance 

    $3625  +  $1750  =  $5375 

  Balance of Asset Account  –  Total Accumulated Depreciation  =  Ending Book Value 

   Office Equipment $18,250  –  $5375  =  $12,875 
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 Planning depreciation expense adjustments on a work sheet 

  Adjustments for depreciation expense are done in the adjustments columns of the work sheet. 

  Work sheet - Page 597  Adjustments for Office and Store equipment. 

 

 Journalizing adjusting entries for depreciation expense 

  Information needed to journalize adjustments for depreciation expense is obtained from the work 

     sheet’s Adjustments columns. 

  General Journal - Page 598 

   Adjusting entries for Office and Store equipment depreciation expense. 

 

 

 Posting adjusting entries for depreciation expense 

  General Ledger accounts - Page 599. 

  Office Equipment and Store Equipment have debit balances showing the original cost of   

   equipment. 

  The two contra accounts, Accumulated Depreciation - Office Equipment and Accumulated  

   Depreciation - Store Equipment, have credit balances showing the accumulated   

    depreciation recorded to date. 

  The two depreciation expense accounts, Depreciation Expense - Office Equipment and   

   Depreciation Expense - Store Equipment, have debit balances showing depreciation  

    expense for the current period. 

 

 

 

Assignment: 

  Be sure you know and understand: 

   •  accounting terms 6 - 8, pg. 612. 

   •  the answers to questions 11 - 14, pg. 612. 

   •  do Problems 22-3 & 22-4, pg. 615. 

   •  read pgs. 598 - 606. 
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DISPOSING of a PLANT ASSET 

 A business uses a plant asset for its useful life.  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 three effects in  

   the accounts: 

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

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

  3)  Recognizes the gain or loss on the disposal, if any. 

 

 

 Sale of a plant asset for book value 

  January 3, 20X6 

   Received cash from sale of the typewriter bought on January 2, 20X1,    

   $100.00: original cost, $820.00; total accumulated depreciation     

  through December 31, 19X5, $720.00.  Receipt No. 4. 

  A notation is made in the second section of the plant asset record for the plant asset. 

   Plant asset record - Page 600. 

 

  The gain or loss on the plant asset is determined. 

  The gain or loss on the sale of a plant asset is calculated as follows:  Pg. 600. 

   Value of Asset received  -  Book Value of Asset Sold  =  Gain or Loss on   

             Disposal of Plant Asset 

     $100.00  -  $100.00  =  0 

 

  The plant asset record is placed in a file for disposed plant assets so that information about the  

   asset is available if needed. 
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  The journal entry for the sale of a plant asset for book value must achieve the following two  

    effects in the accounts: 

   1)  Remove the original cost of the plant asset and its related accumulated depreciation. 

   2)  Recognize the cash received. 

 

  Cash is debited to show the increase in the balance of this asset account. 

  Accumulated Depreciation - Office Equipment is debited to show the decrease in this contra  

    asset account’s balance. 

   The amount is the total depreciation recorded during the asset’s entire life. 

  Office Equipment is credited to show the decrease in the balance of this plant asset account. 

   This cancels the original cost that was debited to the office equipment account when the  

    asset was bought. 

  Cash receipts journal - Page 601. 

 

 

 

 Sale of a plant asset for more than book value 

  Gain on plant assets - revenue that results when a plant asset is sold for more than book value. 

 

 

  April 1, 19X7 

   Received cash from sale of the cash register bought on April 1, 19X2,    

    $150.00: original cost, $470.00; total accumulated depreciation    

   through December 31, 19X6, $399.00; additional depreciation to be    

   recorded through April 1, 19X7, $21.00.  Memorandum No. 14 and    

   Receipt No. 38. 

 

 

  Journalizing depreciation for part of a year 

   When a plant asset is disposed of, its depreciation from the beginning of the current fiscal 

     year to the date of disposal is recorded. 
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   Annual Depreciation Expense  /  12  =  Monthly Depreciation Expense 

      $84.00  /  12  =  $7.00 

   Monthly Depreciation Expense  x  Number of Months Asset is Used  =    

            Partial Year’s Depreciation Expense 

      $7.00  x  3  =  $21.00 

   Journal entry to record partial year depreciation - Page 602. 

 

 

  Journalizing the sale of a plant asset 

   Value of Asset Received  -  Book Value of Asset Sold  =  Gain on Disposal 

     $150.00  -  $50.00  =  $100.00 

 

   The amount of gain realized is credited to a revenue account Gain on Plant Assets. 

 

   Gain on Plant Assets is listed in a classification titled Other Revenue in a chart of   

    accounts. 

 

 

 

   The journal entry for the sale of a plant asset for more than book value must achieve the  

     following three effects in the accounts: 

    1)  Removes the original cost of the plant asset and its related accumulated  

      depreciation. 

    2)  Recognizes the cash received. 

    3)  Recognizes the gain on the disposal. 

 

   Cash is debited to show the increase in the balance of this asset account. 

   Accumulated Depreciation - Store Equipment is debited to show the decrease in this  

    contra asset account’s balance. 

     The amount is the total depreciation recorded during the asset’s entire life. 

   Store Equipment is credited to show the decrease in the balance of this plant asset acct. 
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    This cancels the original cost that was debited to the store equipment account  

     when the asset was bought. 

   Gain on Plant Assets is credited to show the increase in this other revenue account. 

 

   Cash receipts journal entry - Page 603. 

 

   Notations are made on the plant asset record to record the partial year’s depreciation and  

    disposal information. 

 

 

 

 Sale of a plant asset for less than book value 

  Loss on plant assets - loss that results when a plant asset is sold for less than book value. 

  September 1, 19X5. 

   Received cash from sale of the computer bought on September 1, 19X1,   

    $800.00: original cost, $4000.00; total accumulated depreciation through  

    December 31, 19X4, $2000.00; additional depreciation to be recorded   

    through September 1, 19X5, $400.00.  Memorandum No. 82 and   

    Receipt No. 281. 

 

 

  Journalizing depreciation for part of a year 

   Calculation - Page 604. 

   General journal entry - Page 604. 

  Journalizing the sale of a plant asset 

   Loss on Disposal calculation - Page 605. 

   Loss on Plant Assets is listed in a classification titled Other Expense in a chart of   

    accounts. 
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   The journal entry for the sale of a plant asset for less than book value must achieve the  

    following three effects in the accounts: 

    1)  Removes the original cost of the plant asset and its related accumulated  

     depreciation. 

    2)  Recognizes the cash received. 

    3)  Recognizes the loss on the disposal. 

 

   Cash is debited to show the increase in the balance of this asset account. 

   Accumulated Depreciation - Office Equipment is debited to show the decrease in this  

    contra asset account’s balance. 

     The amount is the total depreciation recorded during the asset’s entire life. 

   Office Equipment is credited to show the decrease in the balance of this plant asset acct. 

    This cancels the original cost that was debited to the store equipment account  

     when the asset was bought. 

   Loss on Plant Assets is debited to show the increase in this other expense account. 

 

   Cash receipts journal entry - Page 607. 

 

   Notations are made on the plant asset record to record the partial year’s depreciation and  

    disposal information. 

 

 

 

Assignment: 

  Be sure you know and understand: 

   •  accounting terms 9 - 10, pg. 612. 

   •  do Questions 15 & 16, pg. 612. 

   •  do Problems 22-5, pgs. 616. 

   •  Read pgs. 606 - 611. 
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DECLINING-BALANCE METHOD of CALCULATING DEPRECIATION 

 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 the first year of service than in later years.  Therefore, charging  

  more depreciation expense in the early years of a plant asset may be more accurate than charging 

  the same amount each year. 

 

 Declining-Balance method of depreciation - multiplying the book value at the end of each fiscal  

  period by a constant depreciation rate. 

 

  Although the rate is the same each year, the book value declines from one year to the next  

   because of the increasing accumulated depreciation.  The greatest book value exists  

   during the first year.  Therefore, the greatest depreciation expense is recorded in the first  

   year.  Because the smallest book value exists during the last year, the least depreciation  

   expense is recorded in the last year. 

 

  Declining-balance rate calculation - Page 606. 

 

  Illustration 22-13 - Page 607. 

 

 

  The annual depreciation expense is calculated using the beginning book value for each year.  The 

   beginning book value is the same as the ending book value from the previous year.  More 

   depreciation expense is recorded in the earlier years of a plant asset. 

 

  Annual depreciation expense and ending book value for first year calculated - Page 607. 

 

  Annual depreciation expense and ending book value for second year calculated - Page 608. 

 

  When using the declining-balance method, a different amount of depreciation expense is   

   recorded each year.  Special care must be taken in calculating depreciation expense for  

   the last year of useful life. 
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  In the last year, only enough depreciation expense is recorded to reduce the book value of the  

   plant asset to its salvage value.  Illustration 22-13, pg. 607. 

 

 

 

 

CALCULATING and PAYING PROPERTY TAX 

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

 

  Real property - land and anything attached to the land.  Sometimes referred to as real estate. 

  Personal property - all property not classified as real property. 

 

 

 Assessed Value of Property 

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

 

  The assessed value of an asset may not be the same as the book value of the business’ or   

   individual’s records.  The assessed value is assigned to an asset for tax purposes only.   

   Often the assessed value is only a part of the true value of the asset. 

 

 

 Calculating Property Tax on Plant Assets 

  A governmental taxing unit determines a tax rate to use in calculating taxes. 

  Calculating property tax - Page 609. 

 

 

 Paying Proeprty Tax on Plant Assets 

  Property Tax Expense  Debited 

   Cash     Credited 

  Cash Payments Journal - Illus. 22-14, pg. 610. 
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 Payment of all assessed taxes is necessary if a business is to continue.  Therefore, property taxes are  

  usually classified as an operating expense. 

 

 

 

SUMMARY of ACCOUNTING for PLANT ASSETS, DEPRECIATION, and PROPERTY TAXES 

 Pages 610 & 611.. 

 

 

 

 

Assignment: 

  Be sure you know and understand: 

   •  accounting terms 11 - 14, pg. 612. 

   •  do Questions 17 - 20, pg. 612. 

   •  do Problems 22-6 & 22-7, pg. 616. 

 

 

Assignment: 

  Problem 22-M, pg. 617. 

 

 

 

 

 

V.  Closure: 

 To review for test do Study Guide 22 and Problem 22-M. 

 

 

VI.  Evaluation of Student Learning: 

 Students will be evaluated using Problem 22-M, and Chapter 22 test. 


