
Due July 6, 2004 
15.511: Corporate Accounting 
Problem Set 4 

I. Accounting for Depreciation, Delta-Pan Am Airlines case write-up 
Answer questions 1. (a), 2, and 3 at the end of the case.  It may be helpful to present your 
answer in question 1 by tabulating the depreciation assumptions used by the two airlines: 

 Depreciation Life 
(yrs) 

Salvage value Annual Depreciation 

Delta: 
Before 01/01/1993 
After 01/01/1993 

Pan Am: 
Before 01/01/1993 
After 01/01/1993 
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II. Depreciation Calculation 

1.	 Dove Company acquired a new machine on 1/1/1999.  It paid the vendor $4,000 cash and 
signed a promissory note for an additional $9,000, due in 3 years (10% interest annually).  In 
addition, the firm spent $400 to transport the machine to its factory, $600 to install it, and 
$1,200 to train employees who will operate it.  The manufacturing manager expects the 
machine to last for 6 years, over which time it will provide 24,000 hours of service.  The 
estimated salvage value is $2,000. 

a.	 Calculate the depreciation charge for each of the first three years using the straight-line 
method. 

b.	 Calculate the annual depreciation charges under the activity method.  Actual machine 
usage was 6,000 hours, 5000 hours, and 4,000 hours respectively in 1999, 2000, and 
2001. 

c.	 At the start of 2002, Dove makes an improvement to the machine that extends its useful 
service life to a total of 9 years.  The improvement costs $6,000.  The salvage value 
estimate is unchanged.  For the straight-line depreciation method only, determine how 
much depreciation expense Dove should recognize for this machine in 2002. 

d.	 Assume that after making the improvement in c., Dove continues operating this machine 
through the end of 2005. At that time, a new generation of technology is available, and 
Dove's managers decide to replace this machine.  They are able to sell it for $1,000 cash. 
Record the effects of this sale on the Balance Sheet Equation, assuming the company had 
continued to use straight-line depreciation.   

e.	 Specify how the PP&E-related bookkeeping entries for 2005 would affect Dove's income 
statement and statement of cash flows. 
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III. Inferring Cash Flows from Depreciation Disclosures 

The balance sheets of Wilcox Corporation at the beginning and end of the year contained the 
following data: 

Beginning of End of Year 
Year 

Property, Plant, and Equipment (at cost) $400,000 $550,000 
Accumulated Depreciation 180,000 160,000 
Property, Plant, and Equipment (net) $220,000 $390,000 

During the year, Wilcox Corporation sold machinery and equipment at a gain of $4,000.  It 
purchased new machinery and equipment at a cost of $230,000.  Depreciation charges on 
machinery and equipment for the year amounted to $50,000.  

Calculate the proceeds Wilcox Corporation received from the sales of the machinery and 
equipment. 



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (None)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.5
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /sRGB
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo false
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Remove
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 150
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 150
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 300
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects true
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /False

  /Description <<
    /JPN <FEFF3053306e8a2d5b9a306f300130d330b830cd30b9658766f8306e8868793a304a3088307353705237306b90693057305f00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /FRA <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
    /ENU <>
  >>
>> setdistillerparams
<<
  /HWResolution [300 300]
  /PageSize [612.000 792.000]
>> setpagedevice




