Chapter 7- Plant, Property, and Equipment
Defined as tangible items that:
· Are held for use in the production or supply of goods and services, for rental to others, or for administrative purposes; and
· Are expected to be used during more than one period
General recognition principle – the cost of an item of an item of property, plant and equipment can be classified as an asset if, and only if:
· It is probable that future economic benefits associated with the item will flow to the entity, and 
· The cost of the item can be measured reliably
Group Asset Purchases
Example: Machinery and office equipment were purchased together for $100k. The appraised value of the machinery and office equipment is 90k and 30k respectively. Write the journal entry to record this asset acquisition.

	PPE
	Fair Value
	%
	Accoc
	

	Machinery
	90,000
	75%
	75,000
	

	Office equipment
	30,000
	25%
	25,000
	

	
	120,000
	
	100,000
	

	
	
	
	
	



Machinery						75,000
Office equipment					25,000
	Cash							100,000
Depreciation 
Costs to acquire PPE are intended to benefit several periods and should be charged as expenses over the periods benefiting their use- done through the process of depreciation
· Any method can be used if it is ‘allocated on a systematic basis over the asset’s useful life’.
· Residual value is defined as the estimated amount that the entity would currently obtain from disposal of the asset after deducting the estimated costs of disposal, if the asset were already of age and in the condition expected at the end of its useful life
· Useful life is defined as the period over which the asset is expected to be available for use
· Residual values and useful life must be re-assessed annually
· Depreciation starts when the asset is available for use (IFRS) or when the asset is put into (ASPE)
Depreciation Methods
Straight-line=(Cost-residual value)/ useful life
Diminishing balance=Netbook value*depreciation rate
· Depreciate down to residual value
· Double declining method
Units of Production
= (Cost -residual value) *Units sold/total life units
Asset costing 100k was purchased Jan 2, 20x2
Useful life = 10 years
Residual value= 20k
Assume the asset is sold on January 2, 20x7 for 30k
1. Calculate depreciation expense for the first two years under SL and Diminishing Balance (20%) and (ii) calculate the gain or loss on disposal in 20x7
2. Assume that the useful life is measured as 100,000 hours and that 12,6222 hours are used in 20x2. Calculate depreciation expense for 20x2 using the units of production

	Year
	Net book value beginning
	Depreciation expense
	Net Book Value Ending

	20x2
	100k
	20%(100k)
	80k

	20x3
	80k
	20%(80k)
	64k

	20x4
	64k
	20%(64k)
	51.2k

	20x5
	51.2k
	20%(51.2k)
	40.96k

	20x6
	40.960k
	20%(40.96)
	32.768k

	20x7
	32.768k
	6.554k
	26.214k

	20x8
	26.214k
	20%(26.214k)
	20.9712k

	20x9
	20.9712k
	20.9712k-971
	20k








Change in Depreciation Estimates
· Revision of a prior estimate because of additional information- i.e. the useful life of the asset changes and/or the estimate of salvage value changes
· Accounted for prospectively (Current and future Periods)
Change In Depreciation Estimates
· Revision of a prior estimate because of additional information- i.e. the useful life of the asset changes and/or the estimate of salvage value changes
· Accounted for prospectively (in current and future periods)
· Calculate the carrying value of the asset as of the beginning of the year in which the new estimates are known
· The carrying value is then depreciated over the remaining useful life of the asset
An asset costing 2M was purchased on December 31, 20x1. The estimate of useful life and residual value at the time was 200k and 20 years respectively. The straight-line method is used.
In 20x9 the total useful life of the asset was revised down to 15 years and the residual value was re-estimated to be 350,000.
What is the depreciation expense in 20x9? Assume a December 31 year-end.
Carrying value (Net Book Value)
	Cost 						2,000,000
	Accumulated Depreciation (to the end 20x8)	630,000
	                                                          		
20x9 depreciation

Exchanges of Assets
· Record the incoming asset at the carrying cost of the outgoing asset if the incoming asset will be used in fundamentally the same way as the outgoing asset
· If the new asset will be used in a different way such that the cash flows generated by the new asset are different that the ones before, then the incoming asset is recorded at the fair value of the outgoing asset
Revaluation Model
· Optional for IFRS; not available for ASPE
· Allows entities to record one or more asset class at its fair market value
· Any fair value gains are recorded in other comprehensive income
Intangible Assets
Intangible: long-term assets with no physical properties
· Trademarks, patents, copyrights
Cost= Cost to acquire (i.e. internally developed intangible assets generally do not appear on the balance sheet)
Two Types: finite and infinite lives
· Finite life intangible assets should be amortized over their remaining useful life, i.e. patents, development costs
· Intangible assets with an infinite life (trademarks, goodwill) are not amortized but are subject to an annual impairment test
Intangible Assets: Development Costs
· Research expenditures have to be expected
· Development expenditures have to be capitalized if they meet specific criteria- any costs incurred on development projects are capitalized until the project is either used internally or used to generate external sales
· After that time, the accumulated development costs are either amortized or subject to an annual impairment test
Impairment of Long-Term Assets
· If conditions of impairment are present, the entity must compare the carrying value of the assets against their recoverable amount (greater of the assets’ net realizable value and value in use)
· If the carrying value exceeds the recoverable amount, no impairment loss is recorded
· if the carrying value is less than the recoverable amount, then the asset is written down to its recoverable amount; the write down is an impairment loss
· impairment losses can be subsequently reversed if the recoverable amount increases in future years
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