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Problem 1: Nonmonetary exchange.

A machine cost $20,000, has annual amortization expense of $4,000, and has accumulated amortization of $10,000 on December 31, 2002.  On April 1, 2003, when the machine has a fair value of $8,000, it is exchanged for a similar machine with a fair value of $24,000 and the proper amount of cash is paid.

Instructions

Prepare all entries that are necessary at April 1, 2003.

Problem 2: Nonmonetary exchange.

Equipment that cost $24,000 and has accumulated amortization of $19,200 is exchanged for similar equipment with a fair value of $8,000 and $2,000 cash is received.

Instructions
(a)
Prepare the entry for the exchange.  

Problem 3: Nonmonetary exchange.

Swain Co. exchanged Building A which has an appraised value of $1,600,000, a cost of $2,530,000, and accumulated amortization of $1,200,000 for Building M belonging to Mock Co.  Building M has an appraised value of $1,504,000, a cost of $3,010,000, and accumulated amortization of $1,584,000. The correct amount of cash was also paid. Assume amortization has already been updated.

Instructions

Prepare the entries on both companies' books assuming the buildings are similar assets.  (Round to the nearest dollar.)

Solution 1:

Amortization Expense ($4,000 × 3/12)

1,000

Accumulated Amortization 


1,000

Accumulated Amortization 

11,000

Machinery 

24,000

Loss on Disposal

1,000


Machinery 


20,000


Cash ($24,000 – $8,000) 


16,000

Solution 2:


Cost
$24,000

Accumulated amortization
(19,200)


Book value
4,800


Fair value ($8,000 + $2,000)
  10,000


Gain
$  5,200

Cash received is greater than 10% of total consideration received.  Therefore, all of the gain is recognized.  (10% of $10,000 = $1,000)


Accumulated Amortization 

19,200


Equipment 

8,000


Cash 


2,000



Equipment 


24,000



Gain on Disposal 


5,200

Solution 3:

Swain Co.:

Cost
$2,530,000


Accumulated amortization
  1,200,000

Book value
1,330,000


Fair value
  1,600,000

Gain
$   270,000

No gain is recognized because the cash received is less than 10%.


Accumulated Amortization 

1,200,000


Building M 

1,234,000


Cash 


96,000



Building 24 


2,530,000

Mock Co.:

Cost
$3,010,000


Accumulated Amortization
  1,584,000


Book value
1,426,000


Fair value
  1,504,000

Gain
$     78,000


Accumulated Amortization 

1,584,000


Building 24 

1,522,000



Building M 


3,010,000



Cash 


96,000

