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Acquisition of fixed Assets
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1.Cash purchase

2.Deferred payment
3. Acquisition of assets by issuance of securities

4. Self - construction
5. Donations or gifts

125 ¢ il -1

Claall Je o) ya1) -2

agnl Dlaal 31k e o) Al -3
A e La) -4

Sile il o) Glagll -5




1.Cash purchase

Fixed assets are recorded in the books according
to their cost, and the cost of the fixed asset is
equal to the purchase price shown on the invoice
plus all the expenses that were spent in order to
obtain the original such as transportation costs,
customs fees, clearance, insurance, commissions
and others (acquisition expenses).

The accounting entry is as follows:
By Fixed assets ***
To cash ***



Example / friends company purchase equipment it uses in
its operations. The following items were recorded in a
random order during the calendar year 2016:

1.

s> W N

Cash paid for equipment 106000 , including sales tax
of 6000

Freight and insurance cost while in transit 2000
Cost of moving equipment into place at factory 3000
Wage cost for techniques to test equipment 4000

Insurance premium paid during first year of operation
on this equipment 1500

Instruction / compute the total cost of equipment and
indicate how it should be reported.



cost of Equipment

Purchase price 100000
sales tax 6000
cost of Transport 2000
Cost of moving 3000

cost for techniques 4000
Insurance premium 1500
= cost of Equipment 116500

By Equipment

To

116500

cash

116500




2. Deferred payment

normally the purchase of the term includes an
interest that should not be include in the cost of
the purchase of the assets but is recognize in the
interest account and closed in the profit and loss
account at the end of the year or subsequent to
the payment of the value of the assets.

By Fixed assets ***
To Account Payable ***



Example / On 1/7/2001, Al-Massar Company
purchased furniture with payment papers of S

100,000 and must be paid on December 31, 2001.

Instruction / A journal record is required if you
know that the cash purchase price for furniture at

the date of purchase is 85,000 dollars.
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1/7/2001

By furniture 85000
To Account Payable 85000

31/12/2001

By Account Payable 85000
Interest expense 15000

To cash 100000



3. Acquisition of assets by issuance of securities

when tangible fixed assets are acquired by Issuing
securities such as shares , the cost of these assets Is
measured by the market value of these shares If they
have market value . the market value of the assets
shares Is the best measure of the cash equivalent of

the cost of the assets .



Example / Upgrade living company decide to
purchase land for expansion of its operation, the
company issues 5000 shares of common stock (par
value 108 ) that have fair market value of 12$ per

shares.

Instruction / prepare the entry that should have

been making at the date of acquisition.
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Par value = 5000*10 = 500005

Market value =5000*12 = 600005

By land 60000

to commonstock 50000

Share premium 10000
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By land 40000
Shares discount 10000
to common stock 50000
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4. Self - construction

Sometimes companies resort to obtaining fixed assets by relying on self-
capabilities through self-creation, and accordingly there are three
situations that result from this, which is either that the cost of self-
construction is equal to the cost of the external contractor, or that it is
higher than the cost of the external contractor, then it is There is an
account in the name of self-construction losses, but it is less than the cost
of the external contractor and here profits are not recognized and the

equivalent transaction is treated with the external contractor.
By fixed assets ***

To construction in process ***



Example / Al Bayareq Company has constructed buildings by
self-construction at a cost of 225 million dinars, distributed as
follows: 100 million materials, 80 million workers’ wages, 10
million building designs, 15 million transportation fees, 20

million real estate fees.

Instruction / registration of the necessary restrictions in the

company records if you know that:
1. The cost is equal to the cost of the external contractor.

2. The cost of the external contractor was 190 million.
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By  buildings 225000000
To materials 100000000
wages 30000000
Transportation 15000000

real estate fees 20000000
building designs 10000000
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By buildings 19000000
Loss of self-construction 35000000

To materials 100000000

wages 30000000

Transportation 15000000
real estate fees 20000000
building designs 10000000
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5. Donations or gifts

the fixed assets may be obtained through gifts , donations and free of
charge there are two opinions to deal with this situation either
showing the fixed assets given in a symbolic value in the records and
In this case not subject to depreciation or valuing those assets with

reasonable values and showing.



Example / On 1/1/2020, Al-Wafaa Industrial
Company obtained a welding machine from Al-
Zahraa Company, and its market value was
estimated at 40 million dinars, and the Al-Wafaa
company donated a desigh machine to one of the
customers without charge, knowing that the
historical cost of the machine was 12 million and
was allocated Its accumulated depreciation is 4
million dinars.

Instruction / Proof of accounting entries in Al-
Wafaa company records.
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1/1/2020
By machine 40000000
to Donations or gifts 40000000
By  Donations or gifts 8000000
to machine 8000000
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