ENGLISH FOR THE STUDENT OF ACCOUNTING - LESSON (13) - LONG-LIVED ASSETS

ASSETS LONG-LIVED
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Long-lived assets also called plant assets or fixed assets are those assets that are tangible in nature, used in the
operations of the business, and not held for sale in the ordinary course of the business. Property, Plant, and Equipment is
a balance sheet classification often used to show all tangible long-lived assets owned by a business.
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Acquisition and Cost
All plant assets should be recorded at cost when they are acquired. That is, the cost of the asset acquired must include
cash equivalent purchase price and all necessary direct expenditures related to get it in place and ready for use. Such
expenditures include sales taxes, special foundations, installation costs ,broker's commissions, and title fees. The cash
equivalent cost rule to record purchased assets is also applied in other situations such as cash purchases ,deferred
payment contracts, lump sum or basket purchases, and assets contributed as donations .
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When assets are acquired on long-term credit contract, the interest involved in the contract must be excluded and the

cost of the asset equals the present value of the consideration exchanged between the contracting parties at the date of

transaction.
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In package purchases, the total cost of assets acquired must be allocated between each asset in the purchased basket
based on their fair market values .
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When assets are received as donations, to record nothing is to ignore the economic realities of an increase in wealth and
assets. Therefore, the fair value of the asset should be used to establish its value on the books. Two general approaches
have been used to record the credit for the asset received; revenue approach and capital approach. FASB Standard No.
116 adopts the revenue approach and requires companies to use it in practice. That is, assets received as donations must
be recorded as revenue in the period they received .
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Exceptions
However, there are some exceptions to the cash equivalent cost rule. These exceptions include such cases as self-
constructed assets, assets acquired trough the issuance of stock, non-monetary asset exchanges, and assets acquired
trough leasing .
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Some companies may construct their own plant assets. The problem associated with the cost of the asset is how to
allocate indirect cost of manufacturing, called overhead or burden, to the asset under construction. There are three ways
to handle such a problem: assigning no fixed overhead, allocating a portion of all overhead, and assigning the cost of any
curtailed production to the asset .
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When property is acquired by issuance of securities such as common stock, the market value of the stock issued is a fair

indication of current cash equivalent price of the property, as far as "the stock is actively traded in the exchange .
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Accounting for exchanging non-monetary assets is based on the fair value of the asset given up or the fair value of the
asset received, whichever is more clearly evident. Thus any gain or loss on the exchange should be recognized
immediately because the earnings process relating to these assets is completed. However, the general rule of immediate
recognition is modified when exchanges of similar assets occur for gain situations. In such cases the earnings process is
not considered complete and no gain should be recognized except for the cases in which a boot is received .
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Subsequent Costs
In addition to the initial cost of acquiring a plant asset, cost of additions made to the asset and other costs that add to
the utility of the asset for more than one period ,called betterments, are debited to the asset account. Expenditures that
increase the useful life of the asset beyond the original estimate are called extraordinary repairs and are debited to the
appropriate accumulated depreciation account.
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Rearrangement and reinstallation costs are different from additions, replacements, betterments, and major repairs.
Removing a set of semi-older machines and installing them in other place to facilitate labor working or future production
need a notable amount of money. These expenditures ,which benefit future periods, should be capitalized and amortized
over those future periods expected to benefit.
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Expenditures that benefit only current period to maintain normal operating efficiency are charged to expense accounts as
maintenance and are called revenue expenditures.
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Depreciation

As time passes ,all plant assets with the exception of land lose their capacity to yield services. Allocating the cost of a
plant asset over its useful life is called depreciation ,which results from physical wear and tear as well as from technical
obsolescence and deterioration. In determining the amount of depreciation three factors need to be considered: a) the
cost of the asset, b (the residual or salvage value of the asset, and c) the useful life of the asset .
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Different methods used often to depreciate plant assets are 1) straight-line, 2) units-of-production, 3) declining-balance,
4) double declining-balance, and 5 (the sum-of-the-years-digits. The last three depreciation methods recognize higher
depreciation amounts in the early years of an asset's life when it is more productive and requires less maintenance; as a
result, lower depreciation is recognized in the later years when the asset is less efficient and requires more maintenance.
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Depletion is similar to depreciation. It is allocation the cost of a natural resource that has been consumed or metal ores
and other minerals removed from the earth. The amount of the periodic cost allocation is based on the relationship of the
cost to the estimated size of the natural resource or the mineral deposit, and on the quantity consumed or extracted
during the period. However, the periodic cost allocation or depletion is not an expense, but an asset like inventories of
raw material or available for sale goods.
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Assets Disposal of Plant
Plant assets that are no longer useful may be discarded, sold, or traded in on other plant assets .When a plant asset is
disposed of, its depreciation must be updated. The cost of the asset and the depreciation must be then removed from
the accounts and any gain or loss recognized.
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Reporting
Property, plant ,and equipment are disclosed on the balance sheet at their original cost with the subtraction of the
accumulated depreciation from the cost amount. The amount of depreciation expense and the methods used in
computing depreciation should be disclosed in the notes to the financial statements. Properties and equipment ,which are
pledged, must be separated and disclosed in the notes to the financial statements.
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