
PRINCIPLES OF ACCOUNTING I CAPITALIZATION OF MAJOR EXPENDITURES 
ACC 121  
CHAPTER 11  
 
PROBLEM: 
 
Truck purchased on account January 5, 19x1, for $25,000, useful life of 10 years, and estimated salvage 
of $5,000. 
 
   $25,000 cost 
   <5,000> Salvage value 
   $20,000 Amount to depreciate 
 
   $20,000 
  10 years = $2,000 Annual Depreciation 
 
1. 1-5-x1 Asset (truck)    $25,000 
      A/P         $25,000 
    Record Purchase of truck 
 
2. 12-31-x1 Depreciation Expense  $2,000 
     Accumulated Depreciation   $2,000 
 
3. 12-31-x2 Depreciation Expense  $2,000 
     Accumulated Depreciation  $2,000 
 
PROBLEM: 
 
January 13, 19x3, remodeled interior at $3,200 cost to accommodate special tools and equipment. 
 
4. 1-13-x3 Asset (truck)    $3,200 
     A/P         $3,200 
     Increases efficiency, capitalize remodeling. 
 
 Compute annual depreciation for December 31, 19x3. 
 
   $28,200 Cost of asset plus remodeling (Bal of Asset Acct) 
    <4,000> Accumulated depre for 19x1 and 19x2 (Bal of Acct) 
   $24,200  Current book value 
    <5,000> Salvage value (did not change) 
   $19,200  Balance of asset left to depreciate 
    8 years Remaining useful life (did not change) 
 
   $19,200 = $2,400 Annual Depreciation $2,400 = $200 monthly depreciation 
    8 years             12 months 
 
5. 12-31-x3 Depreciation Expense   $2,400 
     Accumulated Depreciation  $2,400 
 
6. 12-31-x4 Depreciation Expense   $2,400 
     Accumulated Depreciation  $2,400 



  

PRINCIPLES OF ACCOUNTING I CAPITALIZATION OF MAJOR EXPENDITURES 
ACC 121  
CHAPTER 10 Side 2 
 
PROBLEM: 
 
October 3, 19x5, engine was overhauled at a cost of $2,060.  Extended life an additional 3 years.  
Revised salvage value was $5,800. 
 
7. 10-3-x5 Accumulated Depreciation  $2,060 
     A/P          $2,060 
  Increases life, so capitalize replacement.  Matching principle dictates when life is extended, the 

Accum Deprec should be reduced. 
 
 Compute annual depreciation for December 31, 19x5 
  January 1 - September 30, 19x5 (Prior rate) 
   *$1,800 - 9 months @ $200 per month 
 
  October 1 - December 31, 19x5 (Revised rate) 
 
    $28,200 Cost of asset plus remodeling (Bal of Asset Acct) 
    <6,740> Accum Depre Oct 19x5 (Bal of acct after engine) 
     <1,800> Depreciation Jan 1 - Sept. 30, 19x5 
    $19,660  Current book value Oct. 1, 19x5 
     <5,800> Revised salvage value 
    $13,860  Balance of asset left to depreciate 
   8.25 Years   Remaining life (10 + 3 = 13 - 4.75 = 8.25) 
    $13,860         $1680 
   8.25 Years = $1680 Annual Deprec.  12 months = $140 monthly deprec. 
   *$ 420 3 months @ $140 per month (Oct-Dec 19x5) 
 
  $2,220  *Depreciation for 19x5 ($1,800 + $420) 
 
8. 12-31-x5 Depreciation expense   $2,220 
     Accumulated depreciation   $2,220 
 
9. 12-31-x6 Depreciation Expense   $1,680 
     Accumulated Depreciation  $1,680 

 Asset (truck)   Accumulated Depreciation 

1. 1-x1   
 $25,000 
4. 1-x3   
 $3,200 
 
   $$2288,,220000 

   
 
 
 
 
7. 10-x5  
 $2,060 

2. 12-x1  
 $2,000 
3. 12-x2  
 2,000 
5. 12-x3  
 2,400 
6. 12-x4  
 2,400 
 
  $$66,,774400 
 



8. 12-x5  
 $2,220 
9. 12-x6  
 1,680 
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