Long-Term Assets References

16. Disposal of PP&E

Assets may be abandoned, sold, or exchanged. In any case, it is first necessary to fully update all
depreciation calculations through the date of disposal. Then, and only then, would the asset disposal

be recorded.

If the asset is simply being scrapped (abandoned), the journal entry entails only the elimination of
the cost of the asset from the books, removing the related accumulated depreciation, and recording a
loss to balance the journal entry. This loss reflects the net book value that was not previously
depreciated:

6-30-X3  Accumulated Depreciation 75,000
Loss 25,000
Equipment 100,000

Abandoned equipment costing $100,000. The
equipment was 75% depreciated on the date
of disposal.

On the other hand, an asset may be disposed of by sale, in which case the journal entry would need
to be modified to include the proceeds of the sale. Assume the above assets were sold for $10,000.
Logically, the loss would be reduced by this amount, and the entry would be as follows:

6-30-X3  Accumulated Depreciation 75,000
Loss 15,000
Cash 10,000

Equipment 100,000

Sold equipment costing $100,000 for $10,000.
The equipment was 75% depreciated on the
date of sale.

While the journal entry may be sufficient to demonstrate the loss calculation, you might also
consider that an asset with a $25,000 net book value ($100,000 cost minus $75,000 accumulated
depreciation) is being sold for $10,000 -- which gives rise to the loss of $15,000.
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Conversely, what if this asset were sold for $30,000? Here is the entry for that scenario:

6-30-X3
Cash
Gain
Equipment

date of sale.

Accumulated Depreciation

Sold equipment costing $100,000 for $30,000.
The equipment was 75% depreciated on the

75,000
30,000
5,000
100,000

Brain power

By 2020, wind could provide one-tenth of our planet's
electricity needs. Already today, SKF’s innovative know-
how is crucial to running a large proportion of the
world's wind turbines.
Up to 25 % of the generating costs relate to mainte-
nance. These can be reduced dramatically thanks to our
stems for on-line condition monitoring and automatic
ication. We help make it more economical to create
eaper energy out of thin air.
our experience, expertise, and creativity,
industries ca st performance beyond expectations.
Therefore we'need the best employees who can
eet this challenge!

T% Power of Knowledge Engineering
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