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A Company Buys A Machine For $73,000 That Has An Expected Life Of 10 Years And No
Salvage Value. The decision to invest in new machinery is a significant one for any business,
impacting not only operational efficiency but also financial statements and tax obligations. When a
company acquires a machine priced at $73,000 with an anticipated lifespan of a decade and no
salvage value, it becomes essential to understand how to account for this asset properly. This
comprehensive guide explores the various aspects of recording, depreciating, and analyzing such an
asset, providing valuable insights for accountants, financial managers, and business owners alike.

Understanding the Asset: Key Details and Assumptions

Cost of the Machine

The purchase price of the machine is $73,000. This amount represents the capitalized cost, including
the purchase price, any additional costs necessary to bring the asset to its intended use (such as
shipping, installation, and testing), and excludes ongoing operational expenses.

Expected Useful Life

The machine has an estimated useful life of 10 years. This period reflects the timeframe over which
the asset is expected to provide economic benefits to the company.

Salvage Value

With no salvage value, the asset is assumed to have no residual worth at the end of its useful life.
This assumption simplifies depreciation calculations but also affects the total depreciation expense
recognized over its life.

Implications for Financial Reporting

Understanding these parameters is crucial for selecting the appropriate depreciation method,
estimating annual depreciation expenses, and ensuring accurate financial reporting.

Methods of Depreciation for the Machine

Depreciation systematically allocates the cost of a long-term asset over its useful life. Choosing the



right method depends on the company's accounting policies, the nature of the asset, and regulatory
requirements.

Straight-Line Depreciation

The most straightforward approach, straight-line depreciation, spreads the cost evenly over the
asset's useful life.

e Calculation: (Cost - Salvage Value) / Useful Life

¢ Application: For this machine: ($73,000 - $0) / 10 years = $7,300 per year

¢ Advantages: Simplicity, consistent expense recognition, easy to forecast

Declining Balance Method

An accelerated depreciation method, declining balance recognizes higher depreciation expenses in
the early years.

e Common rate: Double declining balance (200% of straight-line rate)

e Calculation: 2 / Useful Life = 2 / 10 = 20% per year

e Application: Depreciation expense is calculated on the book value at the start of each year,
leading to decreasing expenses over time.

e Advantages: Matches higher early usage or obsolescence, tax benefits in initial years

Units of Production Method

This method ties depreciation to the actual usage of the machine.

¢ Prerequisite: An estimate of total units expected to be produced over the asset's life
e Calculation: (Cost - Salvage Value) / Total estimated units

e Application: Depreciation expense varies with production volume, suitable for machinery with
variable utilization



Accounting Journal Entries for Depreciation

Proper recording of depreciation is vital for accurate financial statements. Using the straight-line
method as an example:

Annual Depreciation Entry

Debit: Depreciation Expense $7,300
Credit: Accumulated Depreciation $7,300

This entry reduces net income and increases accumulated depreciation on the balance sheet,
reflecting the asset's usage.

Impact on Financial Statements

- Income Statement: Depreciation expense reduces net income.
- Balance Sheet: The asset's book value decreases annually by the accumulated depreciation amount.

Tax Implications and Benefits

Depreciation not only affects financial reporting but also has significant tax implications:

Tax Deductions

Businesses can deduct depreciation expenses from taxable income, reducing their tax liability.

Methods and Tax Regulations

Tax authorities often have specific rules, such as Modified Accelerated Cost Recovery System
(MACRS) in the U.S., which may favor accelerated depreciation methods to encourage capital
investment.

Strategic Considerations

- Accelerated depreciation methods can provide immediate tax benefits.
- The choice of depreciation method may influence cash flow and tax planning strategies.

Impact on Business Performance and Decision Making

Understanding depreciation and asset management informs strategic business decisions:



Financial Ratios Analysis

- Return on Assets (ROA): Depreciation affects net income and asset valuation, influencing
profitability metrics.
- Asset Turnover Ratio: As depreciation reduces asset book value, it impacts efficiency ratios.

Investment and Replacement Decisions

- Regular depreciation tracking helps determine when the machinery approaches its economic
obsolescence.
- Planning for replacement involves evaluating remaining useful life and residual value.

Budgeting and Forecasting

Accurate depreciation estimates are essential for predicting future expenses and preparing budgets.

Conclusion: Best Practices for Managing Capital Assets
Like This Machine

Effectively managing machinery investments requires a comprehensive approach:

1. Accurate Asset Recording: Document the initial cost, expected life, and salvage value
meticulously.

2. Select Appropriate Depreciation Method: Choose based on asset usage patterns,
regulatory requirements, and financial strategy.

3. Consistent Application: Apply depreciation methods consistently across accounting periods
to ensure comparability.

4. Regular Review: Reassess the useful life and salvage value periodically to reflect actual
usage and market conditions.

5. Transparent Financial Reporting: Clearly disclose depreciation methods and estimates in
financial statements for stakeholder clarity.

In summary, purchasing a machine for $73,000 with a 10-year life and no salvage value involves
strategic planning around depreciation, tax implications, and asset management. Properly
accounting for depreciation ensures accurate financial reporting and optimal decision-making,
ultimately supporting the company's long-term growth and operational efficiency.



Frequently Asked Questions

How should A Company record the purchase of the machine on
its financial statements?

The company should record the machine at its purchase cost of $73,000 as a fixed asset on the
balance sheet.

What depreciation method is commonly used for a machine
with a 10-year expected life and no salvage value?

Straight-line depreciation is commonly used, allocating $7,300 annually ($73,000 / 10 years).

How does the absence of salvage value affect the depreciation
expense calculation?

With no salvage value, the entire cost of $73,000 is depreciated evenly over the 10-year useful life.

What are the journal entries to record depreciation expense
annually?

Debit Depreciation Expense $7,300 and credit Accumulated Depreciation $7,300 each year.

How does the purchase of this machine impact the company's
cash flow statement?

The initial purchase cash outflow of $73,000 is reflected in investing activities; depreciation is a non-
cash expense affecting net income.

What factors should A Company consider when estimating the
machine’s useful life?

Factors include expected usage, technological obsolescence, maintenance, and industry standards
for similar equipment.

If the company sells the machine after 5 years, how is the gain
or loss calculated?

Calculate the book value after 5 years ($73,000 - 5 x $7,300 = $36,500), then subtract from sale
proceeds to determine gain or loss.



Additional Resources

A Company Buys A Machine For $73,000 That Has An Expected Life Of 10 Years And No Salvage
Value: An In-Depth Investigation

In the realm of corporate investment and financial analysis, the purchase of new equipment is a
critical decision that can influence a company's operational efficiency, profitability, and strategic
positioning. Recently, a mid-sized manufacturing firm, herein referred to as "the Company,"
acquired a machine for $73,000. This machine was projected to have an expected useful life of 10
years and no salvage value at the end of its operational life. While this purchase might seem
straightforward on the surface, a comprehensive investigation reveals a complex interplay of
accounting principles, depreciation methods, operational considerations, and strategic implications
that warrant a closer examination.

This article aims to explore the multifaceted aspects surrounding the acquisition, providing
stakeholders, financial analysts, and academic readers with an in-depth understanding of the
financial, operational, and strategic implications of the purchase.

The Context of the Acquisition

Background of the Company and the Need for the Machine

Understanding the rationale behind the purchase is foundational. The Company operates within a
competitive manufacturing sector, producing components that require precise machining and
assembly. As market demands increased and technological standards evolved, the Company
identified the need to upgrade its equipment to enhance productivity, reduce operational costs, and
maintain quality standards.

The selected machine, costing $73,000, was chosen after a rigorous evaluation process, which
included considerations such as:

- Capacity improvements

- Compatibility with existing systems

- Energy efficiency

- Maintenance requirements

- Anticipated contribution to revenue growth

The decision to acquire this particular machine was driven by both operational necessity and
strategic planning, with an expected useful life of 10 years.

Financial Considerations and Budgeting

From a financial standpoint, the purchase represented a significant capital expenditure, impacting



the company's cash flows, capital budgeting, and financial ratios. The Company financed the
purchase through a combination of internal funds and a short-term loan, reflecting confidence in the
investment's long-term benefits.

Given that the machine had no salvage value, the entire $73,000 cost would be depreciated over its
useful life, affecting net income and tax liabilities.

Accounting Principles and Depreciation Methods

Initial Recognition and Recording

Under generally accepted accounting principles (GAAP), the purchase of a long-term asset like this
machine is recorded at its historical cost—$73,000. This includes all costs necessary to acquire the
asset and prepare it for use, such as purchase price, transportation, installation, and testing
expenses.

The journal entry at acquisition would typically be:

- Debit: Machinery/Equipment $73,000
- Credit: Cash/Bank Loan $73,000

Depreciation: Spreading the Cost Over Time

Since the machine has an expected life of 10 years and no salvage value, the Company must
systematically allocate the cost over its useful life through depreciation. The most common methods
include:

- Straight-Line Depreciation: Equal expense each year
- Declining Balance or Accelerated Methods: Higher expense in early years

Given the simplicity and the absence of salvage value, the straight-line method is most
straightforward here, resulting in an annual depreciation expense of:

\[
\frac{\$73,000} {10\, \text{years}} =\$7,300
\]

This expense reduces the company's taxable income each year and accumulates in the accumulated
depreciation account, reducing the book value of the asset over time.



Implications of No Salvage Value

Choosing a zero salvage value simplifies calculations but also raises strategic questions:

- Does the company expect to dispose of the machine at the end of its useful life?
- Are there technological obsolescence considerations?
- How does this assumption impact depreciation and tax planning?

The absence of salvage value means the entire cost is depreciated, which can influence profit
margins and tax obligations.

Operational and Strategic Impacts

Efficiency Gains and Production Improvements

The new machine's operational impact is a pivotal aspect. By upgrading to modern equipment, the
Company anticipates:

- Increased production capacity
- Improved product quality

- Reduced defect rates

- Lower maintenance costs

These improvements can lead to higher revenues and better market positioning, offsetting the initial
capital expenditure.

Cost-Benefit Analysis and Return on Investment (ROI)

A thorough cost-benefit analysis would consider:

- Additional revenue generated attributable to the new machine
- Cost savings from increased efficiency

- Maintenance and operational costs

- Depreciation expenses

- Potential tax benefits

Estimating ROI over the machine's 10-year lifespan helps determine whether the purchase aligns
with strategic financial goals.



Operational Risks and Considerations

Despite the benefits, risks include:

- Technological obsolescence before the end of 10 years
- Unexpected maintenance costs

- Fluctuations in market demand

- Changes in regulatory or environmental standards

These factors must be managed through strategic planning and ongoing operational assessments.

Financial Analysis and Reporting Implications

Impact on Financial Statements

The purchase affects various financial statements:
- Balance Sheet: Increase in assets (machinery), decrease in cash or increase in liabilities
- Income Statement: Annual depreciation expense of $7,300 reduces net income

- Cash Flow Statement: Capital expenditure outflow; operating cash flows may improve due to
efficiency gains

Performance Metrics and Ratios

Key ratios impacted include:
- Return on Assets (ROA): May temporarily decline due to increased assets
- Debt-to-Equity Ratio: If financed via borrowing, leverage increases

- Profit Margins: May improve if operational efficiencies lead to higher margins

Monitoring these metrics helps assess the financial health and strategic success of the investment.

Tax Implications

Depreciation reduces taxable income, leading to lower tax liabilities annually. However, the absence
of salvage value means depreciation expense remains consistent over the asset's life, affecting long-
term tax planning.



Environmental and Regulatory Considerations

Compliance and Sustainability

Modern machinery often incorporates energy-efficient features, aligning with environmental
regulations and sustainability goals. The acquisition may also involve compliance with safety
standards and environmental regulations, influencing the choice of equipment.

Future Disposal and Environmental Impact

Although the machine has no salvage value, disposal methods at the end of its life could have
environmental implications. Responsible disposal and potential recycling are considerations that
could influence future planning.

Conclusion: Strategic Insights and Lessons Learned

The purchase of a machine for $73,000 with a 10-year expected life and no salvage value
encapsulates a classic capital investment decision fraught with operational, financial, and strategic
considerations. While straightforward in accounting terms—depreciating the asset over its useful
life—the broader context reveals complexities that impact company performance, stakeholder
perceptions, and long-term planning.

Key takeaways include:

- The importance of thorough cost-benefit analysis before capital expenditures

- Recognizing the impact of depreciation methods on financial statements

- Understanding operational benefits versus risks of technological obsolescence
- Strategic planning for disposal or replacement at the end of useful life

As companies navigate an increasingly competitive environment, decisions like these underscore the
need for integrated financial analysis, operational planning, and strategic foresight. The case of this
machine acquisition exemplifies how a seemingly simple purchase can have profound implications
across multiple dimensions of corporate management.

In summary, the acquisition of this $73,000 machine presents a comprehensive case study in capital
budgeting, accounting practices, operational strategy, and financial management. Stakeholders
must weigh immediate costs against long-term benefits, ensuring that such investments align with
the company's broader objectives and operational realities.
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