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Oriole Company Purchased Equipment For $16800 On December 1.It Is Estimated
That Annual Depreciation is a crucial event that impacts the company's financial
statements and asset management strategies. Understanding how to record, calculate, and
report depreciation is essential for accurate financial reporting and compliance with
accounting standards. This article delves into the details of equipment purchase
accounting, depreciation methods, and their implications for Oriole Company.

Understanding the Purchase of Equipment

Initial Acquisition Cost

The purchase price of equipment is a fundamental component in determining its initial
recorded value. In this case, Oriole Company bought equipment for $16,800 on December
1. This amount includes the purchase price plus any additional costs necessary to bring the
asset to its intended use, such as installation and transportation fees.

Importance of Accurate Asset Recording

Properly recording equipment at its purchase cost ensures that the company's financial
statements reflect an accurate picture of assets and liabilities. It also affects depreciation
calculations, tax deductions, and asset management decisions.

Depreciation: An Essential Accounting Concept

What Is Depreciation?

Depreciation is the systematic allocation of the cost of a tangible asset over its useful life. It
recognizes that assets such as equipment lose value over time due to wear and tear,
obsolescence, or other factors.

Purpose of Depreciation

- Match expenses with revenues generated.

- Provide a more accurate valuation of assets.

- Comply with accounting standards and tax regulations.
- Facilitate asset replacement planning.



Estimating Annual Depreciation

Factors Affecting Depreciation Calculation

When estimating annual depreciation, several
factors are considered:

- Cost of the asset ($16,800)
- Estimated useful life (years)

- Salvage value at the end of useful life

Common Methods of Depreciation

Oriole Company can choose among various
methods to depreciate its equipment:

1. Straight-Line Method: Allocates an equal
amount of depreciation expense each year.

2. Declining Balance Method: Accelerates
depreciation, with higher expenses in early
years.

3. Units of Production Method: Based on usage



or output, suitable if equipment's productivity
varies.

Calculating Depreciation Using the Straight-Line
Method

Assumptions for Calculation

Suppose the equipment has:
- Estimated useful life: 8 years

- Salvage value: $2,800

Step-by-Step Calculation

1. Determine the depreciable amount:

\[

\text{Depreciable amount} = \text{Cost} -
\text{Salvage value} = 16,800 - 2,800 = 14,000

\]



2. Calculate annual depreciation:

\[

\text{Annual depreciation} =
\frac{\text{Depreciable amount} } {\text{Useful
life}} = \frac{14,000} {8} = 1,750

\]1

3. Adjust for the purchase date:

Since the equipment was purchased on December
1, only one month of depreciation applies in the
first year.

- Monthly depreciation:

\[

\frac{1,750} {12} \approx 145.83

\]

- Depreciation expense for December:
\[

145.83

\]

Note: For simplicity, some companies may choose
to record a full year's depreciation in the first
year, especially if the purchase date is near year-
end, but generally, the partial year's depreciation
is recorded.

Recording the Equipment Purchase and
Depreciation



Journal Entry for Equipment Purchase

On December 1, the following journal entry
records the acquisition:

- Debit: Equipment $16,800

- Credit: Cash or Accounts Payable $16,800

Monthly Depreciation Entry

For December:

- Debit: Depreciation Expense $145.83

- Credit: Accumulated Depreciation $145.83

This process continues annually or monthly,
depending on the company's accounting policies.

Impact on Financial Statements



Balance Sheet

- The equipment appears at its original cost less
accumulated depreciation.

- The net book value reflects the remaining value
of the asset.

Income Statement

- Depreciation expense reduces net income.
- Accurate expense recognition ensures
compliance and better financial analysis.

Tax Implications of Depreciation

Tax Deductions

Depreciation provides a non-cash deduction that
reduces taxable income. The method and rate can
influence the company's tax liability.

Choosing the Appropriate Method

- The IRS allows different depreciation methods,
including MACRS (Modified Accelerated Cost



Recovery System).
- Accelerated methods can provide larger
deductions in early years, benefiting cash flow.

Strategies for Managing Depreciation

Asset Management

Regularly reviewing equipment useful life and
salvage value ensures depreciation remains
accurate.

Tax Planning

Optimizing depreciation methods can improve
cash flow and tax positions.

Record-Keeping Best Practices

Maintain detailed records of purchase costs,
estimates, and depreciation schedules for audit
readiness.

Conclusion



The purchase of equipment by Oriole Company
for $16,800 on December 1 marks a significant
step in its asset management and operational
capacity. Properly accounting for this purchase
and applying the appropriate depreciation
method ensures financial statements accurately
reflect the company's assets and expenses.
Estimating annual depreciation, particularly
using the straight-line method, simplifies
accounting and aligns with standard practices. By
understanding depreciation's role, companies can
make informed decisions that support
sustainable growth, tax efficiency, and
compliance with accounting standards.

Whether opting for straight-line, declining
balance, or units of production methods, the key
is consistency and accuracy in recording and
reporting. As Oriole Company continues to utilize
its equipment, regular depreciation calculations
and proper documentation will be essential for
maintaining transparency and financial integrity.

Frequently Asked Questions

What is the initial journal entry when Oriole Company
purchases equipment for $16,800 on December 1?

The initial journal entry is: Debit Equipment



$16,800; Credit Cash or Accounts Payable
$16,800.

How is depreciation calculated for the equipment
purchased on December 1 if the estimated annual
depreciation is known?

Depreciation is calculated by dividing the cost
($16,800) by the useful life in years to find
annual depreciation; since purchased on
December 1, depreciation for that year is
prorated based on the months in service.

What depreciation method should Oriole Company use
to record the equipment's depreciation?

The company can use methods like straight-line
depreciation or declining balance, but straight-
line is most common for equipment unless
specified otherwise.

How much depreciation expense should be recorded for
the first year if using straight-line method and the
equipment has a 5-year useful life?

Annual depreciation = $16,800 /5 years =
$3,360. Since purchased on December 1, only one
month (December) is applicable, so depreciation



for that month is $3,360/ 12 = $280.

When should Oriole Company record depreciation
expense for the equipment purchased on December 1?

Depreciation expense should be recorded at the
end of each accounting period, typically monthly
or annually. For December, record one month’s
depreciation; annually, record the full
depreciation amount unless prorated.

What is the impact of recording depreciation on Oriole
Company’s financial statements?

Recording depreciation reduces net income on
the income statement and decreases the book
value of the equipment on the balance sheet,
reflecting the asset’s usage over time.

If Oriole Company wants to estimate total depreciation
over the equipment's useful life, what is the total
amount?

Assuming straight-line depreciation over 5 years,
total depreciation would be $16,800 per year X 5
years = $84,000.



Additional Resources

Oriole Company Purchased Equipment For
$16,800 On December 1. It Is Estimated That
Annual Depreciation

When analyzing the financial health and
operational efficiency of Oriole Company, one
pivotal aspect to consider is its investment in
equipment and how it manages depreciation. On
December 1, Oriole Company purchased
equipment valued at $16,800, marking a
significant capital expenditure that warrants a
detailed review. This decision impacts the
company's financial statements, tax obligations,
and future planning, making it a critical topic for
stakeholders, accountants, and management
alike.

Understanding the Equipment Purchase and Its
Significance

The purchase of equipment is a strategic move
that can influence a company's productivity,
capacity, and overall competitiveness. For Oriole
Company, acquiring equipment for $16,800 at the



end of the year indicates a recent investment
aimed at enhancing operational capabilities or
replacing outdated assets.

Details of the Purchase

- Purchase Date: December 1

- Cost: $16,800

- Type of Equipment: (Assuming general
machinery or tools; specific details would clarify)
- Purpose of Purchase: Likely to improve
efficiency, expand capacity, or replace aging
equipment

Implications of the Purchase

- The timing of the purchase near the end of the
fiscal year suggests strategic planning to
maximize operational benefits.

- The relatively high cost indicates a significant
investment typical for capital assets.

- The purchase will impact financial statements,
notably the balance sheet and income statement,
through depreciation.



Depreciation: An Essential Accounting Concept

Depreciation is the systematic allocation of the
cost of a tangible asset over its useful life. Since
equipment like the one purchased by Oriole
Company is expected to provide benefits over
several years, depreciation ensures that
expenses are matched with revenues they help
generate.

Why Is Depreciation Important?

- Reflects the true value of assets over time

- Affects net income and taxable income

- Aids in asset management and planning for
replacements

- Ensures compliance with accounting standards

Methods of Depreciation

- Straight-Line Method: Equal expense over
useful life

- Declining Balance Method: Accelerated
depreciation early in the asset's life

- Units of Production: Based on usage or output

Given the information, it is likely that Oriole



Company estimates annual depreciation and
applies one of these methods, most probably
straight-line, for simplicity and consistency.

Estimating Annual Depreciation

The phrase "It Is Estimated That Annual
Depreciation” suggests that Oriole Company has
determined an annual depreciation expense for
the equipment. Although the specific
depreciation amount isn't provided,
understanding how it is calculated and its impact
is crucial.

Calculating Depreciation Expense

Typically, the annual depreciation expense using
the straight-line method is calculated as:

\[

\text{Depreciation Expense} = \frac{\text{Cost
of Equipment} - \text{Salvage
Value} } {\text{Useful Life}}

\]



Suppose:

- Cost: $16,800

- Salvage Value: Assumed to be $0 or a nominal
amount

- Useful Life: Estimated at, for example, 5 years

Then:

\[

\text{Annual Depreciation} = \frac{16,800 -
0}{5} = 3,360

\]

However, if the useful life is different or the
company uses a different method, the expense
will adjust accordingly.

Impacts of Depreciation on Financial Statements

- Income Statement: Depreciation expense
reduces net income

- Balance Sheet: Accumulated depreciation
increases, reducing net book value of equipment
- Cash Flow: Depreciation is a non-cash expense,
affecting net income but not cash flow directly

Pros and Cons of the Depreciation Approach



Implementing a depreciation strategy involves
trade-offs. Here are the key advantages and
disadvantages:

Pros

- Matching Principle Compliance: Expenses are
matched with revenue generated

- Tax Benefits: Depreciation reduces taxable
income

- Asset Management: Helps in budgeting for
replacements

- Financial Transparency: Provides an accurate
picture of asset value over time

Cons

- Complexity: Choosing appropriate methods and
estimates can be complex

- Subjectivity: Useful life and salvage value
estimates are subjective

- Impact on Profitability: Higher depreciation
reduces net income in the short term

- Potential for Manipulation: Accelerated methods
can be used to manipulate earnings

Factors Influencing Depreciation Estimates



When estimating depreciation, several factors
come into play that can significantly influence the
expense calculations:

Useful Life

- Based on manufacturer guidelines, industry
standards, or historical data

- Longer useful life results in lower annual
depreciation

Salvage Value

- Estimated residual value at the end of useful
life

- Lower salvage values lead to higher
depreciation expenses annually

Method Selection

- Straight-line provides uniform expense

- Accelerated methods like declining balance
front-load depreciation, impacting tax planning
and earnings

Changes in Estimates



- Companies may revise useful life or salvage
value based on usage or technological
obsolescence

- Such revisions affect depreciation expense in
current and future periods

Impact of Equipment Purchase and Depreciation
on Oriole Company’s Financial Health

Understanding the broader implications of this
purchase and depreciation estimate is key to
evaluating Oriole Company’s financial position.

Asset Management and Capital Expenditure Strategy

- The purchase indicates active capital
investment, possibly aimed at growth or
efficiency

- Proper depreciation management ensures
assets are accurately reflected on financial
statements

Profitability and Taxation



- Depreciation reduces taxable income,
potentially lowering tax liabilities

- The timing of depreciation expenses affects
reported profitability, influencing investor
perception

Cash Flow Considerations

- Since depreciation is non-cash, it enhances cash
flow by reducing tax expenses

- The company must balance depreciation
strategies with cash flow management

Long-term Planning

- Estimating depreciation helps in planning for
asset replacements

- Accurate expense recognition supports
sustainable growth strategies

Best Practices for Managing Equipment
Depreciation

For companies like Oriole, effective depreciation



management involves adhering to best practices:

- Consistent Methodology: Apply a consistent
depreciation method unless justified changes are
made

- Regular Reviews: Periodically review useful life
and salvage value estimates

- Accurate Record-Keeping: Maintain detailed
records of asset costs, purchase dates, and
depreciation schedules

- Compliance: Follow applicable accounting
standards (GAAP, IFRS)

- Strategic Tax Planning: Utilize depreciation
methods to optimize tax benefits within legal
bounds

Conclusion

The purchase of equipment for $16,800 by Oriole
Company on December 1 signifies a strategic
investment with long-term implications. The
estimated annual depreciation plays a pivotal
role in the company's financial reporting, tax
planning, and asset management. Choosing an
appropriate depreciation method and accurately
estimating useful life and salvage value are



essential to reflect the true economic value of the
asset over time.

While depreciation offers numerous advantages
such as expense matching and tax benefits, it
also presents challenges related to estimation
subjectivity and potential earnings manipulation.
For Oriole Company, ongoing review and
adherence to accounting standards ensure that
depreciation reflects reality, supporting sound
financial decisions and sustainable growth.

In summary, understanding the nuances of
equipment purchase and depreciation not only
aids in accurate financial reporting but also
provides valuable insights into the company's
operational efficiency and strategic direction.
Proper management of these assets and their
depreciation ensures that Oriole Company
maintains transparency, compliance, and
financial health in a competitive marketplace.

Oriole Company Purchased Equipment For 16800 On
December 1 It Is Estimated That Annual Depreciation

Oriole Company Purchased Equipment For 16800
On December 1 It Is Estimated That Annual
Depreciation


https://sip.evo9x.com/ma14/oriole-company-purchased-equipment-for-16800-on-december-1-it-is-estimated-that-annual-depreciation.pdf
https://sip.evo9x.com/ma14/oriole-company-purchased-equipment-for-16800-on-december-1-it-is-estimated-that-annual-depreciation.pdf

Related Articles

- Suppose 1.8 Mol Of A Monatomic Ildeal Gas
Initially At 11 L And 300 K Is Heated At
Constant Volume To

- Reginald Harvey Works In The Public Relations
Office Of A Company That Manufactures
Pharmaceuticals.

- TRUE/FALSE. A Party Who Speaks With A
Reckless Disregard For The Truth Not Knowing
Of The Falsity Of

Back to Home



https://sip.evo9x.com/ma14/suppose-1-8-mol-of-a-monatomic-ideal-gas-initially-at-11-l-and-300-k-is-heated-at-constant-volume-to.pdf
https://sip.evo9x.com/ma14/suppose-1-8-mol-of-a-monatomic-ideal-gas-initially-at-11-l-and-300-k-is-heated-at-constant-volume-to.pdf
https://sip.evo9x.com/ma14/suppose-1-8-mol-of-a-monatomic-ideal-gas-initially-at-11-l-and-300-k-is-heated-at-constant-volume-to.pdf
https://sip.evo9x.com/ma14/reginald-harvey-works-in-the-public-relations-office-of-a-company-that-manufactures-pharmaceuticals.pdf
https://sip.evo9x.com/ma14/reginald-harvey-works-in-the-public-relations-office-of-a-company-that-manufactures-pharmaceuticals.pdf
https://sip.evo9x.com/ma14/reginald-harvey-works-in-the-public-relations-office-of-a-company-that-manufactures-pharmaceuticals.pdf
https://sip.evo9x.com/ma14/true-false-a-party-who-speaks-with-a-reckless-disregard-for-the-truth-not-knowing-of-the-falsity-of.pdf
https://sip.evo9x.com/ma14/true-false-a-party-who-speaks-with-a-reckless-disregard-for-the-truth-not-knowing-of-the-falsity-of.pdf
https://sip.evo9x.com/ma14/true-false-a-party-who-speaks-with-a-reckless-disregard-for-the-truth-not-knowing-of-the-falsity-of.pdf
https://sip.evo9x.com

