
Review problem : 
 
On January 4, 2001, Exeter purchased a machine for $48, 120 and it was estimated to 
have a useful life of six years and a salvage value of $15, 000.  
 
On October 4, 2003, the motor in the machine was replaced at a total cost of $7,685. It 
was determined that with the new motor, the total useful life of the machine should be 
revised to eight years and the salvage value would increase by $2,000.  
 
Required: 
 
Record amortization expense on the machine for the year-ended December 31, 2003.
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Capital assets Part 2 
 
Objectives : 
 
Account for asset disposal through discarding, selling, or exchanging an asset. 
 
Account for natural resources and their amortization. 
 
Account for intangible assets and their amortization. 
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Disposals of capital assets occur in one of three ways: 
 
Discarding 
Sale 
Exchange. 
 
The four accounting steps 

1 Record amortization expense up to the date of disposal. This updates the 
accumulated amortization account. 

2 Remove the balances of the disposed asset and related accumulated amortization 
accounts. Why? If the asset is gone, all accounts related to the asset (the asset 
account and its related accumulated amortization) must be taken off the books as 
well. 

3 Record any cash (and other assets) received or paid in the disposal. 

4 Record any gain or loss resulting from comparing the asset’s book value with the 
net amount received or paid at disposal.  

 
Discarding Capital Assets 
 

a) When accumulated amortization equals the asset’s cost, the asset is fully 
amortized and the entry to record the discarding of this asset is: 

 
I.e. Assume a machine costing $9 000 and with accumulated amortization of $9 000.  
 
What are the ledger account values? 
 
What are the discarding entries? 
 

June 5 Accumulated amortization, Machinery 9 000  

 Machinery  9 000 

 To record the discarding of fully amortized machinery   
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b) When the asset is not fully amortized or whose amortization is not up to date.  
i.e. equipment costing $8 000 with accumulated amortization of $6 000 on Dec. 31 
2000. (straight-line, 8 years zero salvage value) 
Apply the four steps: 
 

July 1 Amortization expense   500  

 Accumulated amortization  500 

 To record six months amortization. Jan. 1/01to July 
1/01; $1 000 x 6/12 

  

 
To dispose of the asset 

July 1, 
2001 

Accumulated amortization, equipment 6 500  

 Loss on disposal of equipment 1 500  

 Equipment  8 000 

 To record the discarding of equipment having a book 
value of $1 500 

  

 
 
c) Selling capital assets  
 
i.e. April 1, 2002 sale of its delivery equipment costing $16 000 with accumulated 
amortization of $12 000 on December 31, 2001. Annual amortization on this 
equipment is $4 000, using straight-line 
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 Sale at book value 

Apr. 1 Cash 
Accum. amort. 
     equipment 

3 000 
13 000 

 
 
16 000 

 To record the sale of equipment for $3 000   

    

 Sale above book value 

(cash proceeds = $ 7 000) 
  

 Cash 
Accum. Amort. Equip. 
     Gain on disposal of equip. 
     Equipment 

7 000 
13 000 

 
 

4 000 
16 000 

 To record the sale of equipment for $ 7 000   

    

 Sale below book value 

(cash proceeds = $2 500) 
  

 Cash 
Accum. Amort. Equip. 
Loss on disposal of equip. 
     Equipment 

2 500 
13 000 

500 

 
 
  

16 000 

 To record the sale of equipment for $ 2500   

 
 
 
d) Exchanging capital assets 

 
Many capital assets are disposed of by exchanging them for new assets.   
 
Typically, the exchange is viewed as both a sale of the old asset and a purchase of a new 
asset. 
 
Most exchanges involve gains and losses that are recognized when recording the 
exchange transactions. 
 
i.e. On May 2, 2002, Crandell Cie exchanges an old automobile for a new one that has a 
fair market value of $40 000. The original cost of the old automobile was $30 000 and 
related accumulated amortization of $ 12 000 up to the date of the exchange resulting in a 
book value of $ 18 000. Crandell received a trade-in-allowance of $19 000 and paid the 
balance in cash. 
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 Auto (new) 
Accum. Amort. Auto (old) 
     Auto (old) 
     Cash 
     Gain on asset exchange 

40 000 
12 000 

  

 
 

30 000  
21 000 
1 000 

 To record exchange of old auto and cash for new 
automobile: gain = 19 000- 18 000 
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Natural resources 
 
Natural resources are assets that are physically consumed when used. 
 
Timber, mineral deposits, oil and gas fields. 
 
They are non current assets and are reported on the balance sheet under capital asset and 
separate category. 
 
Units-of-production method 
 
Intangible assets 
 
Intangible assets are rights, privileges, and competitive advantages  that have no physical 
substance and are used in operations.  
 
i.e. copyrights, leaseholds, goodwill and trade-mark. 
 
Accounting for intangible assets is similar to that for all other assets. 
 
Amortization period for an intangible assets must be 40 to 20 years. 
 
Intangible assets are amortized in a similar manner to other capital assets except for two 
differences: 
 

1. Only the straight-line method is used for amortizing intangibles. 
2. Amortization of intangible assets is usually credited directly to the intangible 

asset account. 
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Patents 
 
A patent is an exclusive right granted to its owner to manufacture and sell a patented 
machine or device, or to use a process for a given period of times. 
 
When patent rights are purchased, the cost is debited to an account called patents. 
 
If the owner engages in lawsuits to effectively defend a patent, the cost of lawsuits is 
debited to patents. 
 
However, the cost of research and development are expensed when incurred. 
 
Copyrights 
 
A copyrights gives its owner the exclusive right to publish and sell a musical, literary, or 
artistic work during the life of the creator plus 50 years.  
 
The costs are amortized over its useful life. 
 
 
Leaseholds 
 
A leasehold refers to the rights granted to the lessee to use a specific asset by the lessor in 
the lease.  
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Leasehold improvements. 
 
Leasehold improvements become part of the property and revert to the lessor at the end of 
the lease.  
 
These costs are debited to a leasehold improvements account and amortized over the life 
of the lease or the life of the improvements. 
 
Goodwill 
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Trademarks and trade names 
 
Companies adopt unique symbols or select unique names and brands in marketing their 
products. 
 
When a trademark or trade name is purchased, its cost is debited to an asset account and 
amortized. 
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Analytical and review problem 

 


