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In the realm of financial accounting, understanding the proper procedures for disposing of plant
assets is essential for accurate financial reporting. The scenario involving Best Buy selling a delivery
vehicle on September 9, 2022, provides a practical example of how to approach such transactions,
including calculating gains or losses, updating asset records, and adhering to accounting principles.
This article explores the principles behind disposing of plant assets, offers a step-by-step guide to
solving related problems, and emphasizes best practices for accountants and students studying
Principles of Accounting II.

Understanding Plant Asset Disposal in Accounting

What Are Plant Assets?

Plant assets, also known as fixed assets, are long-term tangible assets used in the normal course of
business operations. Common examples include:

- Vehicles

- Machinery
- Buildings

- Equipment

These assets are vital to the production process and are capitalized on the balance sheet at their
historical cost.

Why Disposing of Plant Assets Matters

Disposing of plant assets occurs when a business:

- Sells the asset
- Retires or abandons the asset
- Exchanges it for other assets

Proper accounting for these disposals ensures that the company's financial statements accurately
reflect the current value of its assets and net income.



Principles of Accounting for Disposing of Plant Assets

Step-by-Step Approach

When a plant asset is disposed of, accountants generally follow these steps:

1. Determine the Asset’s Book Value
Book value is the asset’s original cost minus accumulated depreciation.

2. Calculate the Sale Price
The amount received from selling the asset.

3. Record the Disposal Entry
Adjust asset and accumulated depreciation accounts, and recognize any gain or loss.

4. Recognize Gain or Loss
The difference between the sale price and book value.

Key Accounting Concepts

- Historical Cost Principle: Assets are recorded at their original purchase price.
- Matching Principle: Depreciation expense is matched over the asset’s useful life.
- Conservatism: Assets are not overstated; losses are recognized promptly.

Case Study: Best Buy Selling a Delivery Vehicle

Scenario Details

Suppose on September 9, 2022, Best Buy sold a delivery vehicle. The relevant data might be:

- Original purchase price of the vehicle: $30,000

- Date of purchase: January 1, 2020

- Estimated useful life: 5 years

- Salvage value: $2,000

- Accumulated depreciation up to date of sale: $12,000



- Sale price on September 9, 2022: $13,000

This scenario provides a practical context for applying the principles of asset disposal.

Step 1: Calculate Book Value at Disposal

Using the data:

- Total depreciation per year = (Cost - Salvage value) / Useful life
= ($30,000 - $2,000) /5 = $28,000 /5 = $5,600 per year

- Depreciation from January 1, 2020, to September 9, 2022:
- Total time: 2 years and 8 months (~2.67 years)

- Total depreciation: 2.67 $5,600 = $14,952

- But since accumulated depreciation is given as $12,000, it suggests the vehicle was depreciated
more conservatively or the depreciation schedule varies.

Assuming accumulated depreciation is $12,000, then:

Book Value at Sale Date = Original Cost - Accumulated Depreciation
= $30,000 - $12,000 = $18,000

Step 2: Record the Sale

The journal entry to record the sale includes:

- Debiting Cash for the sale price ($13,000)

- Debiting Accumulated Depreciation for $12,000

- Crediting the Delivery Vehicle account for its original cost ($30,000)
- Recognizing a Loss or Gain based on the difference

Calculation of Gain or Loss:

- Book value: $18,000
- Sale price: $13,000

Since $13,000 < $18,000, there is a loss:
Loss = Book value - Sale price = $18,000 - $13,000 = $5,000
Journal Entry:

| Account | Debit | Credit |
I I




| Cash | $13,000 | |

| Accumulated Depreciation | $12,000 | |
| Loss on Sale of Asset | $5,000 | |

| Delivery Vehicle | | $30,000 |

This entry reflects the cash received, the removal of the asset and its accumulated depreciation, and
recognizes the loss.

Financial Impact and Reporting

Effect on Financial Statements

- Balance Sheet: The delivery vehicle is removed, and cash increases by $13,000.
- Income Statement: A loss of $5,000 is recorded, reducing net income.

Importance of Accurate Asset Disposal Recording

Properly recording the disposal ensures compliance with accounting standards and provides
stakeholders with an accurate picture of the company's financial health.

Common Challenges and Best Practices

Challenges in Disposing of Plant Assets

- Determining the correct book value

- Calculating depreciation accurately up to the sale date
- Recognizing gains or losses appropriately

- Handling partial years of depreciation

Best Practices for Accountants

- Maintain detailed depreciation schedules

- Use consistent depreciation methods (e.qg., straight-line or declining balance)
- Reconcile asset records regularly

- Document sale transactions thoroughly



- Consult relevant accounting standards (GAAP or IFRS)

Conclusion

Disposing of plant assets, such as vehicles, requires a thorough understanding of depreciation, asset
valuation, and proper journal entries. In the case of Best Buy selling a delivery vehicle on September
9, 2022, the process involves calculating the asset’s book value, recording the sale, and recognizing
any gains or losses. Following the principles outlined in Principles of Accounting Il ensures that such
transactions are reflected accurately in financial statements, maintaining transparency and
compliance with accounting standards. Mastery of these procedures not only enhances financial
reporting accuracy but also provides valuable insight into asset management and strategic decision-
making.

Additional Resources

- Generally Accepted Accounting Principles (GAAP) standards on asset disposal
- Sample journal entries for asset disposal

- Depreciation calculation methods

- Tutorials on fixed asset accounting in Principles of Accounting Il

This comprehensive guide aims to equip students and professionals with the knowledge necessary to
effectively handle plant asset disposals, ensuring clarity, accuracy, and adherence to accounting
principles.

Frequently Asked Questions

What is the primary accounting consideration when disposing
of a plant asset like a delivery vehicle?

The primary consideration is to determine the asset's book value at the time of disposal, compare it
to the sale price, and recognize any gain or loss on the disposal in the financial statements.

How do you calculate the gain or loss on the sale of a plant
asset?

Gain or loss is calculated by subtracting the asset's book value (cost minus accumulated depreciation)
from the sale proceeds. If the result is positive, it's a gain; if negative, a loss.



What journal entry is made when disposing of a plant asset
like a delivery truck?

The journal entry typically involves debiting cash or accounts receivable for the sale amount, debiting
accumulated depreciation, crediting the asset account for its original cost, and recognizing any gain
or loss in the income statement.

In the scenario of Best Buy selling a delivery vehicle, what
factors influence the calculation of gain or loss?

Factors include the original purchase price, accumulated depreciation up to the date of sale, and the
sale price of the vehicle. These determine the asset's book value and the resulting gain or loss.

Why is it important to remove the asset and accumulated
depreciation from the books after disposal?

Removing the asset and accumulated depreciation ensures that the company's financial records
accurately reflect the current assets and prevent double counting of assets previously disposed of.

What impact does a gain or loss on disposal have on the
financial statements?

A gain increases net income and total assets, while a loss decreases net income and reduces total
assets, affecting the company's profitability and financial position.

How does the timing of depreciation expense affect the
calculation of gain or loss on asset disposal?

Depreciation expense accumulated up to the disposal date reduces the asset's book value. Accurate
depreciation ensures correct calculation of gain or loss, reflecting true asset value at the time of sale.

Additional Resources

Principles Of Accounting Il CH10: Disposing Of Plant Assets Problem 1 - An In-Depth
Analytical Review of Best Buy’s Delivery Asset Sale

Introduction

Disposing of plant assets is a fundamental aspect of accounting that requires careful analysis and
precise recording to maintain accurate financial statements. In Principles of Accounting Il, Chapter 10,
Problem 1, we encounter a real-world scenario involving Best Buy, a leading retailer, that sold a
delivery asset on September 9, 2022. This case provides an insightful lens into the complexities of
asset disposal, including calculating book value, recognizing gains or losses, and understanding the
implications for financial reporting. This article aims to dissect this problem thoroughly, offering a



comprehensive understanding of the principles, calculations, and strategic considerations involved in
disposing of plant assets.

Understanding the Context of Plant Asset Disposal
What Are Plant Assets?

Plant assets, also known as property, plant, and equipment (PP&E), are long-term tangible assets
used in the operations of a business. Examples include buildings, machinery, vehicles, and delivery
trucks. These assets are vital for business operations and are depreciated over their useful lives to
allocate the cost of the asset over the periods benefiting from its use.

Why Dispose of Plant Assets?

Businesses dispose of plant assets for several reasons:

- The asset has reached the end of its useful life.

- The asset is no longer needed due to operational changes.
- The asset becomes obsolete or technologically outdated.

- The asset is damaged or impaired.

- The company is restructuring or upgrading its assets.

Financial Reporting Implications

Disposing of an asset impacts financial statements via:

- Removal of the asset's original cost and accumulated depreciation.
- Recognition of any gain or loss on disposal.

- Potential tax implications.

Understanding these aspects is crucial for accurate accounting treatment and strategic decision-
making.

Case Background: Best Buy's Delivery Asset Sale
Scenario Overview

On September 9, 2022, Best Buy sold a delivery vehicle (a delivery truck) used in its operations. To
analyze this transaction, several details are typically provided:

- Original purchase price of the delivery truck.

- Date of acquisition.

- Accumulated depreciation up to the disposal date.

- Sale price received.

- Any costs associated with the sale.

While the problem statement in the textbook provides specific figures, this article will explore the
general principles and calculations that would be applied in such a scenario, referencing typical data
used in similar problems.



Sample Data Assumed for Analysis

For illustrative purposes, consider the following hypothetical data:

- Original cost of delivery truck: $50,000

- Date of purchase: January 1, 2018

- Estimated useful life: 5 years

- Salvage value at purchase: $5,000

- Depreciation method: Straight-line

- Accumulated depreciation up to 9/9/22: Calculated based on 4.75 years of depreciation
- Sale price on 9/9/22: $12,000

Step-by-Step Analysis of Asset Disposition
1. Calculating Depreciation Expense
Using the straight-line depreciation method, annual depreciation is calculated as:

\[
\text{Annual Depreciation} = \frac{\text{Cost} - \text{Salvage Value}} {\text{Useful Life}}

\]

Plugging in the example figures:

\[
\frac{\$50,000 - \$5,000} {5} =\%$9,000 \text{ per year}

\]

2. Accumulated Depreciation at Disposition

Since the asset was held from January 1, 2018, to September 9, 2022, approximately 4.75 years have
elapsed.

Total depreciation up to the disposal date:

\[
\$9,000 \times 4.75 =\%$42,750

\]
3. Determining Book Value at Disposal

Book value (also known as carrying amount) is:

\[
\text{Original Cost} - \text{Accumulated Depreciation}

\]

\[
\$50,000 - \$42,750 =\$7,250
\]



4. Recognizing Gain or Loss on Sale
The sale proceeds are $12,000. Since the book value is $7,250, the difference indicates a gain:

\[
\text{Gain} = \text{Sale Price} - \text{Book Value} =1\$12,000 -\$7,250 =\$4,750
\]

This gain would be recorded in the income statement, reflecting a positive impact on net income.

Principles of Accounting in Asset Disposition
Recording the Sale
The journal entry to record the sale includes:

- Debiting cash for the sale amount.

- Crediting the asset account (delivery truck) for its original cost.

- Crediting accumulated depreciation for the total depreciation accumulated.
- Recognizing the gain or loss on disposal.

In the hypothetical scenario:
Journal Entry:

| Account | Debit | Credit |

I I | |
| Cash | $12,000 | |

| Accumulated Depreciation | $42,750 | |

| Delivery Truck (Asset) | | $50,000 |

| Gain on Sale of Asset | | $4,750 |

This entry removes the asset and its accumulated depreciation from the books, reflects the cash
received, and records the gain.

Impact on Financial Statements
- Balance Sheet: The asset is removed; cash increases; the gain increases equity via retained

earnings.
- Income Statement: The gain contributes to net income, affecting overall profitability.

Broader Considerations and Strategic Implications
Tax Implications

Gains from asset sales are often taxable, affecting cash flows and tax planning strategies. Companies
may consider the timing of disposals and potential tax deferrals.



Asset Management Strategies

Deciding when to dispose of an asset involves evaluating operational efficiency, maintenance costs,
technological obsolescence, and market conditions for resale.

Depreciation Methods and Their Effect

Different depreciation methods (straight-line vs. declining balance) influence the book value and
gain/loss recognition. Straight-line provides consistent depreciation, while accelerated methods
impact early years more significantly.

Analytical Insights and Lessons Learned
Importance of Accurate Record-Keeping

Proper documentation of purchase dates, costs, depreciation, and salvage values is vital for accurate
disposals. Errors can lead to misstated profits and tax liabilities.

Significance of Asset Disposal in Financial Analysis

Asset disposals often influence key financial ratios, such as return on assets (ROA) and asset turnover
ratios. Understanding the disposal process helps analysts interpret financial health accurately.

Implications for Managers and Accountants

Managers must weigh operational needs against financial impacts, while accountants ensure
compliance with accounting standards like GAAP or IFRS.

Conclusion

The disposal of plant assets, exemplified by Best Buy’s sale of a delivery vehicle, underscores critical
principles in accounting for long-term assets. From calculating depreciation and book value to
recognizing gains or losses, each step requires precision and a clear understanding of accounting
standards. These transactions not only affect financial statements but also influence strategic
decision-making regarding asset management, tax planning, and operational efficiency. As
businesses navigate asset disposals, a thorough grasp of these principles ensures transparency,
accuracy, and optimal financial outcomes.

In summary, the principles outlined in Principles of Accounting Il CH10 provide a robust framework for
analyzing asset disposals like Best Buy’s delivery truck sale. By applying these concepts thoughtfully,
accountants and managers can ensure that financial reporting reflects true economic realities and
supports strategic business decisions.
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