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When a company acquires equipment, it is a significant financial event that impacts the company's
balance sheet and cash flow statement. Proper recording and reporting of such transactions are
crucial for accurate financial statements, which stakeholders—including management, investors, and
creditors—rely on for decision-making. In this article, we will explore how a purchase of equipment
for cash is reflected in financial statements, with a particular focus on the statement of cash flows,
and discuss the accounting principles involved.

---

Understanding the Purchase of Equipment for Cash

What Constitutes Equipment in Accounting?

Equipment is classified as a long-term asset or a fixed asset in accounting. It includes tangible items
such as machinery, tools, furniture, and vehicles that are used in the operations of the business and
have a useful life extending beyond one year.

The Nature of Cash Transactions in Equipment Purchase

Purchasing equipment with cash involves an outflow of cash and an increase in assets. Since cash is
decreased, this must be reflected appropriately in the cash flow statement, and the equipment asset
must be recorded on the balance sheet.

---

Recording the Equipment Purchase in Financial
Statements



Impact on the Balance Sheet

When equipment is purchased for $32,000 cash:

- Assets: Equipment increases by $32,000.
- Assets: Cash decreases by $32,000.

This transaction results in a net change in total assets but does not directly impact liabilities or
equity unless financed differently.

Impact on the Income Statement

The purchase itself does not affect the income statement immediately. However, over time,
depreciation expense related to the equipment will be recognized, impacting net income.

Impact on the Statement of Cash Flows

The statement of cash flows is divided into three sections:

1. Operating Activities
2. Investing Activities
3. Financing Activities

Since equipment purchase is an investing activity, the $32,000 cash outflow will be reported here.

---

How to Show the Equipment Purchase on the
Statement of Cash Flows

Step-by-Step Presentation

1. Identify the transaction as an investing activity.
2. Record the cash outflow of $32,000 under the Investing Activities section.
3. Ensure the net cash used in investing activities reflects this expenditure.

Sample Entry in the Statement of Cash Flows

> Investing Activities:
> Purchase of equipment: $(32,000)



This entry indicates a cash outflow of $32,000 for equipment purchase.

---

Accounting Principles Behind Recording Equipment
Purchases

Historical Cost Principle

Under this principle, assets are recorded at their original cost, which includes the purchase price
plus any costs necessary to bring the asset to usable condition.

Matching Principle

Expenses related to equipment, like depreciation, are recognized over its useful life to match costs
with revenues generated.

Conservatism Principle

Ensure that the asset’s recorded value does not overstate the company's assets, and depreciation is
systematically allocated.

---

Implications for Financial Analysis

Impact on Financial Ratios

- Asset Turnover Ratio: May decrease temporarily due to increased assets.
- Liquidity Ratios: Cash decreases, potentially affecting liquidity metrics.
- Profitability Ratios: Depreciation expense influences net income over time.

Cash Flow Management

Understanding how equipment purchases affect cash flows helps in managing liquidity and planning
future investments.



---

Additional Considerations When Recording Equipment
Purchases

Additional Costs to Include

In some cases, the purchase price includes additional costs such as:

- Transportation charges
- Installation costs
- Taxes and duties

These should be capitalized along with the purchase price.

Depreciation of Equipment

Post-purchase, companies must:

- Determine the useful life of the equipment.
- Choose a depreciation method (straight-line, declining balance, units of production).
- Record depreciation expense periodically.

Disclosures in Financial Statements

Companies should disclose:

- The amount of equipment purchased.
- The depreciation methods used.
- The useful life estimates.

---

Conclusion

A purchase of equipment for $32,000 cash is a fundamental transaction that influences multiple
financial statements. It is recorded as an asset increase and a cash decrease on the balance sheet,
and it is reflected as an outflow in the investing activities section of the statement of cash flows.
Properly documenting this transaction ensures transparency and accuracy in financial reporting,
supporting stakeholders in making informed decisions.



By understanding the principles and procedures involved, companies can maintain compliance with
accounting standards and provide clear, reliable financial information. Whether preparing financial
statements internally or reviewing an auditor’s report, recognizing how equipment purchases are
shown is an essential skill for accountants and financial professionals alike.

---
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Frequently Asked Questions

What is the impact of purchasing equipment for $32,000 cash
on the company's statement of cash flows?
It will be shown as an outflow of cash under the investing activities section of the statement of cash
flows.

Does the purchase of equipment for cash affect the company's
income statement immediately?
No, the purchase of equipment is not reflected on the income statement until depreciation expense
is recorded over its useful life.

How should this equipment purchase be recorded in the
company's accounting records?
It should be debited to the Equipment account and credited to Cash, reflecting the outflow of cash
for the asset acquisition.

On which part of the statement of financial position (balance
sheet) will the equipment be reflected?
The equipment will be shown as a non-current asset under property, plant, and equipment on the
balance sheet.

What is the effect of this transaction on the company's total
assets?
Total assets remain unchanged in total but shift from cash (a current asset) to equipment (a non-
current asset).



Should this equipment purchase be included in the operating
activities section of the statement of cash flows?
No, equipment purchases are classified as investing activities, not operating activities.

How does this purchase affect the company's liquidity
position?
It decreases cash holdings, potentially impacting liquidity, but increases the company's asset base.

Can this transaction affect the company's financial ratios?
Yes, it can affect ratios like the current ratio and asset turnover ratios by changing asset
composition and cash levels.

Is this equipment purchase considered a capital expenditure?
Yes, purchasing equipment for $32,000 cash is a capital expenditure that will be capitalized and
depreciated over time.

How should this transaction be disclosed in the financial
statements?
It is disclosed through the statement of cash flows as an investing activity and reflected on the
balance sheet as property, plant, and equipment.
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Understanding how specific transactions impact a company's financial statements is crucial for
accurate financial reporting and analysis. One common transaction is the purchase of equipment
using cash, which directly affects the company's assets and cash flow. This detailed review explores
the nature of such a transaction, how it is recorded, and its presentation on the statement of
financial position, commonly known as the balance sheet.

---

Overview of the Equipment Purchase Transaction

When a company invests in equipment, it is generally engaging in a capital expenditure meant to
support its operations, production, or service delivery. The purchase of equipment for $32,000 cash
signifies a straightforward transaction involving:



- An increase in property, plant, and equipment (PP&E) assets.
- A decrease in cash assets.
- No immediate impact on income statement accounts like revenue or expenses at the point of
purchase.

This transaction embodies the fundamental accounting principle of duality, where every debit has a
corresponding credit, ensuring the accounting equation remains balanced:

Assets = Liabilities + Shareholders’ Equity

In this context:

- Asset increase: Equipment (PP&E)
- Asset decrease: Cash

---

Accounting Treatment of Equipment Purchase

1. Recording the Transaction

The purchase of equipment for cash involves two primary journal entries:

- Debit: Equipment account (asset) for $32,000
- Credit: Cash account (asset) for $32,000

Journal Entry:

| Account | Debit ($) | Credit ($) |
|----------------------|------------|------------|
| Equipment | 32,000 | |
| Cash | | 32,000 |

This entry reflects that the company has acquired a new asset (equipment) and paid cash for it,
reducing the cash balance.

2. Impact on the Financial Statements

- Balance Sheet (Statement of Financial Position): The total assets remain the same in value but shift
composition from cash to equipment.
- Income Statement: No immediate effect; depreciation expense will be recognized over the useful
life of the equipment.



3. Depreciation Considerations

While the initial purchase does not affect net income, the equipment's cost will be allocated over its
useful life through depreciation. This systematic expense impacts the income statement periodically,
but at the point of purchase, depreciation is not yet recorded.

---

Reporting on the Statement of Financial Position

1. Presentation of the Equipment Asset

The equipment purchased should be reported under the property, plant, and equipment section,
which typically includes:

- Land
- Buildings
- Machinery
- Equipment
- Furniture and fixtures

Key points:

- The equipment's cost ($32,000) is recorded as the historical cost, representing the amount paid for
the asset.
- It appears on the balance sheet as a non-current asset, since it is expected to be used over multiple
periods.

Example presentation:

Assets:

| Current Assets | |
|----------------------------|-------------|
| Cash | (Reduced by $32,000) |
| | |
| Non-Current Assets | |
| Equipment | +$32,000 |
| Accumulated Depreciation | (to be added later) |

2. Effect on the Asset Section

The purchase increases the total value of property, plant, and equipment, which can influence:



- The company's asset base
- Ratios such as total assets, fixed asset turnover, and return on assets

3. Accounting for Depreciation

Over time, the equipment's book value is reduced through depreciation:

- Straight-line depreciation is common, allocating the cost evenly over its useful life.
- Accumulated depreciation is recorded as a contra-asset account, reducing the book value of
equipment.

Journal entry for annual depreciation:

| Account | Debit ($) | Credit ($) |
|-----------------------------|------------|------------|
| Depreciation Expense | | X |
| Accumulated Depreciation | X | |

---

Implications for Financial Analysis

Understanding this transaction helps in analyzing several key financial metrics:

- Liquidity Ratios: The decrease in cash impacts liquidity ratios such as the current ratio.
- Asset Management Ratios: The increase in fixed assets influences ratios like fixed asset turnover.
- Profitability and Return Ratios: Future depreciation expenses will affect net income and return on
assets.

---

Impact on Cash Flow Statement

Apart from the balance sheet, the transaction also appears on the cash flow statement, specifically in
the investing activities section.

Cash Flow Statement Presentation:

- Investing Activities: Outflow of $32,000 for equipment purchase.

Example:

Cash flows from investing activities:

| Description | Amount ($) |



|-------------------------------------|------------|
| Purchase of equipment | (32,000) |

This outflow reflects the company's investment in long-term assets.

---

Additional Considerations

1. Capitalization vs. Expense

The purchase of equipment is capitalized, meaning it is recorded as an asset on the balance sheet
rather than an expense on the income statement. This approach aligns with accounting principles
that expenses should be recognized when incurred, but assets with useful lives beyond a year should
be capitalized.

2. Tax Implications

- The purchase may be deductible over time via depreciation, affecting taxable income.
- Immediate expensing options, like Section 179 in the US, may allow for full deduction in the year of
purchase, but generally, equipment purchases are capitalized and depreciated.

3. Relevance for Stakeholders

- Investors and creditors analyze the company's asset base and liquidity, which are affected by such
equipment purchases.
- Management uses this information to evaluate capital expenditure strategies and asset utilization.

---

Summary and Conclusion

The purchase of equipment for $32,000 cash is a fundamental transaction with significant
implications for a company's financial statements and overall financial health. It primarily affects the
balance sheet by increasing property, plant, and equipment while decreasing cash assets. This
transaction does not directly impact the income statement at the point of purchase but will influence
future periods through depreciation expenses.

Key takeaways:

- The transaction should be recorded with a debit to the equipment account and a credit to cash.



- On the statement of financial position, it appears under non-current assets as part of property,
plant, and equipment.
- The cash outflow is reflected in the investing activities section of the cash flow statement.
- Proper capitalization and subsequent depreciation are essential for accurate financial reporting.
- Stakeholders rely on these disclosures to assess asset management, liquidity, and long-term
investment strategies.

By thoroughly understanding how such transactions are recorded and presented, financial statement
users can make informed decisions, and preparers can ensure compliance with accounting
standards. The clarity and accuracy of these reports are vital for transparency and effective
corporate governance.

---

In essence, the purchase of equipment for $32,000 cash exemplifies a typical capital expenditure
transaction that directly impacts the company's balance sheet and cash flow statement, with long-
term implications for financial analysis and decision-making.
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