Question:

Explain  accounting steps for  the sale and Retirement of property, plant and Equipments and record journal entries for the following  transactions.
 On 1st July 2002, Jessica Ltd purchased Equipments for $130000 cash. It was estimated that the  equipments would have a salvage value of $ 10000 and a useful life of six years. The corporation uses straight line method of amortization and has a December 31 year end.
Record the disposal of equipments on July 1 2006, under each of the following independent situations.

1 it was sold for $35500

2 It was sold for $42000

3 It was retired.
Answer:
Basic steps required for accounting disposal of property, plant and equipment:

1 Update amortization: When property is disposed off we need to calculate its net book value at the date of such disposal. For this purpose it is necessary to first calculate up to date depreciation of the property.
Accumulated amortization up to the date of the beginning of the accounting period (Beginning balance) is available in the books. It is extracted from the last balance sheet or post closing trial balance. Depreciation from the date of beginning g of the accounting period to the date of disposal is calculated in the following manner.

Amortization for one year  (Straight line method)   = Cost-Scrap value  

                                                                                          Estimated life in years       

$130000-$10000  =     $120000/6=  $20000
   6 years

Accumulated amortization on 1st Jan 2006 = 20000 X 4 years = $80000

Amortization for broken period of current year (Six months) = 

                                                     Annual amortization X Broken period in months
                                                                                                                     12 months
$20000 X 12   =   $10000  
                  6   
Updated amortization  is calculated as under.

Accumulated amortization 1st January 2006                                         $80000

Add: Amortization for 2006 (Broken period of six months)                  10000
         Updated amortization on 30th June 2006.                                     $90000

2 Calculate the Net Book Value:

Net Book Value = Cost of asset – Accumulated amortization up to date

$130000-90000= $40000

3 Calculate Gain or Loss on sale of asset. If proceed is more than the net book value there is a gain on disposal of asset. On the other hand, On the other hand If proceeds is less than the net book value it is a loss on disposal of asset.

Gain or Loss = Sale proceeds - Net Book value

Sale proceeds                                      $35500                                $42000
Net Book Value                                   40000                                    40000
 Gain or Loss on sale of Furniture    $(4500) (Loss)                       $2000 (Gain)
3  Accounting for Disposal –Sale or retirement of asset.
(i) Sale of asset:

(a)  Cost of asset and accumulated amortization are removed from the books.For this purpose Accumulated amortization account is debited (Decrease in  contra asset account) and concerned asset account is debited (decreased to effect its removal).
(b) For recording sale  proceed of asset  cash account is debited (Increase in cash asset).

(c) For recording gain or loss on disposal of asset,  Gain on disposal is credited  or loss on disposal is debited.

1 General Journal entries for sale of  Equipments  at loss
	Date
	Details
	Debit
	Credit

	July 1
	Amortization Expense
Accumulated amortization-Office equipments

(To record accumulated amortization for first six months of  2006)
	$10000
	$10000

	July 1
	Cash
Accumulated amortization
Loss on disposal

Equipments
(To record sale of office equipments at a loss)
	35500
90000

  4500
	130000


2 General Journal entries for sale of  equipments at  gain

	Date
	Details
	Debit
	Credit

	July 1
	Amortization Expense

Accumulated amortization-Office equipments

(To record accumulated amortization for first six months of  2006)
	$10000
	$10000

	July 1
	Cash

Accumulated amortization
Equipments
Gain on disposal

(To record sale of  equipments at a  gain)
	42000
90000

  
	130000

    2000


(2)Retirement of asset.

(a)  For retirement of asset accounting procedure is more or less similar to the disposal of asset as explained above.
(b)  The only difference is that unlike the sale cash is not received on retirement of an asset. Therefore loss on disposal is just equal to the net book value.
(c) When it is determined to retire the asset before it is fully amortized there is loss on  retirement  which is  equal to the net book value of the asset. 

(d) On the other hand when it is determined to retire the asset   at the end of its estimated life after it is fully amortized. the net book value is zero and there is no question of any loss or gain on retirement of such fully amortized asset. 
2 General Journal entries for  Retirement of  equipments 

	Date
	Details
	Debit
	Credit

	July 1
	Amortization Expense

Accumulated amortization-Office equipments

(To record accumulated amortization for first six months of  2006)
	$10000
	$10000

	July 1
	Accumulated amortization
Loss on disposal

 Equipments

 (To record  retirement of  equipments resulting in a loss)
	90000

40000  
	130000

    


Note: (1) The loss on disposal equals the book value of equipments as worked out in the statement of Net book value.
(2) If asset is retired at the end of its estimated life it is removed from the books by debiting accumulated amortization account and crediting the concerned  asset account. But when   a fully amortized asset  is used in the business it should be reported  on the balance sheet without further amortization until it is retired.                                                                                                        
