Question 9.4 Revaluation of assets
LO 6 ■□□
On 30 June 2016, the statement of financial position of Miss Congeniality Ltd showed the following non-current assets after charging depreciation:
	Building
	$ 300 000
	

	Accumulated Depreciation
	(100 000)
	$200 000

	Motor Vehicle
	120 000
	

	Accumulated Depreciation
	(40 000)
	80 000


The company has adopted fair value for the valuation of non-current assets. This has resulted in the recognition in previous periods of an asset revaluation surplus for the building of $14 000. On 30 June 2016, an independent valuer assessed the fair value of the building to be $160 000 and the vehicle to be $90 000. The income tax rate is 30%.
Required
A. Prepare any necessary entries to revalue the building and the vehicle as at 30 June 2016.
Motor vehicle 
Carrying value= 80,000
Fair Value= 90,000
CV<FV
Therefore, there is a revaluation surplus of $10,000. 

	Date 
	Details 
	DR
	CR

	30/06
	Accumulated Depreciation 
Motor vehicle 
Closed off depreciation to Motor Vehicle to revalue the asset. 
	40000
	
40000

	30/06
	Motor vehicle 
Gain on Revaluation (OCI)
Revaluation of motor vehicle to fair value 
	10000
	
10000

	30/06
	Income Tax expense 
Deferred Tax Liability 
Tax on the gain of $10,000 at 30% rate. 
	3000
	
3000

	30/06
	Gain on Revaluation 
Income Tax expense 
Asset revaluation surplus 
Accumulation of net gain in equity
	10000
	
3000
7000



Buildings 
Carrying Value= $200,000
Fair Value= $160,000 
CV>FV
Therefore, Buildings need to be devalued down by $40,000. 
	Date 
	Details 
	DR
	CR

	30/06
	Accumulated Depreciation 
Buildings 
Closed off depreciation prior to the revaluation 
	100000
	
100000

	30/06 
	Loss on Devaluation (OCI)
Loss on Devaluation (P&L)
Buildings 
Devaluation of buildings to fair value
	14000
26000
	

40000

	30/06
	Deferred Tax Liability 
Income tax liability 
Tax effect on devaluation 
	4200
	
4200

	30/06
	Asset revaluation surplus 
Income tax expense- OCI
Loss on devaluation- OCI
	
	





B. Assume that the building and vehicle had remaining useful lives of 25 years and 4 years respectively, with zero residual value. Prepare entries to record depreciation expense for the year ended 30 June 2017 using the straight-line method.


Question 9.11 Revaluation of assets
LO 6 ■■□
	
	Cost
	Expected useful life

	Machine A
	$100 000
	5 years

	Machine B
	60 000
	3 years


On 1 July 2016, Kingdom Ltd acquired two assets within the same class of plant and equipment. Information on these assets is as follows:
The machines are expected to generate benefits evenly over their useful lives. The class of plant and equipment is measured using fair value.
447At 30 June 2017, information about the assets is as follows:
	
	Fair value
	Expected useful life

	Machine A
	$ 84 000
	4 years

	Machine B
	38 000
	2 years


[bookmark: _GoBack]On 1 January 2018, Machine B was sold for $29 000 cash. On the same day, Kingdom Ltd acquired Machine C for $80 000 cash. Machine C has an expected useful life of 4 years. Kingdom Ltd also made a bonus issue of 10 000 shares at $1 per share, using $8000 from the general reserve and $2000 from the asset revaluation surplus created as a result of measuring Machine A at fair value.
	
	Fair value
	Expected useful life

	Machine A
	$ 61 000
	3 years

	Machine C
	68 500
	1.5 years


At 30 June 2018, information on the machines is as follows:
The income tax rate is 30%.
Required
Prepare the journal entries in the records of Kingdom Ltd to record the described events over the period 1 July 2016 to 30 June 2018, assuming the ends of the reporting periods are 30 June 2017 and 30 June 2018.

