4. A MACHINE DepreciATES By 40% IN THE FIRST YEAR, BY
259% IN THE SeEconD YEAR AND By 109% Per ANNUM FoORrR

4. A MAcHINE DepreciATES By 409, IN THE FIRST YEAR, By 259, IN THE Seconp YEAR AND By 109, PEr ANNUM FoRr IS A
COMMON DEPRECIATION PATTERN USED IN ACCOUNTING AND ASSET MANAGEMENT TO ESTIMATE THE DECREASING VALUE OF
MACHINERY OVER TIME. UNDERSTANDING HOW THIS DEPRECIATION IMPACTS THE VALUATION OF MACHINERY IS ESSENTIAL FOR
BUSINESS OWNERS, ACCOUNTANTS, AND INVESTORS ALIKE. PROPERLY CALCULATING DEPRECIATION NOT ONLY ENSURES
ACCURATE FINANCIAL REPORTING BUT ALSO HELPS IN MAKING INFORMED DECISIONS REGARDING ASSET REPLACEMENT, TAX
DEDUCTIONS, AND INVESTMENT STRATEGIES.

IN THIS COMPREHENSIVE GUIDE, WE EXPLORE THE NUANCES OF THIS DEPRECIATION PATTERN, ITS IMPLICATIONS, METHODS TO
CALCULATE IT, AND BEST PRACTICES FOR MANAGING MACHINERY ASSETS. \WHETHER YOU'RE NEW TO DEPRECIATION ACCOUNTING
OR SEEKING TO DEEPEN YOUR UNDERSTANDING, THIS ARTICLE OFFERS VALUABLE INSIGHTS TO OPTIMIZE YOUR ASSET MANAGEMENT
STRATEGIES.

UNDERSTANDING DEPRECIATION AND ITS IMPORTANCE

WHAT |s DEPRECIATION?

DEPRECIATION IS THE ACCOUNTING PROCESS OF ALLOCATING THE COST OF A TANGIBLE ASSET OVER ITS USEFUL LIFE. SINCE
ASSETS LIKE MACHINERY LOSE VALUE OVER TIME DUE TO WEAR AND TEAR, OBSOLESCENCE, OR MARKET CONDITIONS,
DEPRECIATION PROVIDES A SYSTEMATIC WAY TO REFLECT THIS DECLINE IN VALUE ON FINANCIAL STATEMENTS.

Key PoINTs ABoUT DEPRECIATION:

- |T MATCHES THE EXPENSE OF USING THE ASSET WITH THE REVENUE GENERATED.

- HELPS IN TAX PLANNING BY ALLOWING DEDUCTIONS FOR ASSET DEPRECIATION.

- AFFECTS BALANCE SHEETS BY REDUCING THE BOOK VALUE OF ASSETS OVER TIME.

THE SIGNIFICANCE OF DEPRECIATION PATTERNS

DIFFERENT ASSETS DEPRECIATE AT VARYING RATES DEPENDING ON THEIR NATURE, USAGE, AND TECHNOLOGICAL OBSOLESCENCE.
THe PATTERN DESCRIBED—4 0% DEPRECIATION IN THE FIRST YEAR, 25% IN THE SECOND, AND 10% ANNUALLY
THEREAFTER—IS OFTEN APPLIED TO MACHINERY THAT EXPERIENCES RAPID INITIAL LOSS OF VALUE DUE TO HIGH OBSOLESCENCE
OR TECHNOLOGICAL ADVANCES.

WHyY Use THIS PATTERN?

- REFLECTS REALISTIC ASSET DETERIORATION.

- FACILITATES EASIER TAX AND ACCOUNTING CALCULATIONS.
- HELPS FORECAST FUTURE ASSET VALUES MORE ACCURATELY.

DecIPHERING THE 4-2-10 DePRECIATION PATTERN

DETAILS OF THE PATTERN

THIS DEPRECIATION SCHEDULE FOLLOWS A DECLINING PATTERN:
1. FIrRsT Year: 409% OF THE ORIGINAL COST IS DEPRECIATED.
2. SECOND YEAR: 259% OF THE ORIGINAL COST IS DEPRECIATED.



3. SUBSEQUENT YEARS: 109% PER ANNUM UNTIL THE ASSET'S RESIDUAL VALUE IS REACHED.

ExAamMPLE CALCULATION:
SUPPOSE A MACHINE cosTs $100,000.

- EnD oF YEAR 1: DepreciaTION = 409% oF $100,000 = $40,000
REMAINING BoOK VALUE = $100,000 - $40,000 = $60,000

- END oF YEAR 2: DepreciATION = 259, oF $100,000 = $25,000
REMAINING BOOK VALUE = $60,000 - $25,000 = $35,000

- SUBSEQUENT YEARS: DEPRECIATE 109, OF THE ORIGINAL COST ($10,000) ANNUALLY UNTIL THE RESIDUAL VALUE IS
ACHIEVED.

NoTe: SOMETIMES, DEPRECIATION IS CALCULATED BASED ON THE DECLINING BOOK VALUE RATHER THAN A FLAT PERCENTAGE OF
THE ORIGINAL COST. IT’S IMPORTANT TO CLARIFY THE METHOD USED.

ADVANTAGES OF THE 4-2-10 PATTERN

- REALISTIC ASSET VALUATION: RECOGNIZES RAPID INITIAL DEPRECIATION DUE TO OBSOLESCENCE.
- TAX BENEFITS: ACCELERATES DEPRECIATION DEDUCTIONS IN EARLY YEARS.
- SIMPLIFIES ACCOUNTING: USES STRAIGHTFORW ARD PERCENTAGES FOR EASY CALCULATIONS.

MeTHODS To CALCULATE DEPRECIATION

DIFFERENT METHODS CAN BE EMPLOYED TO COMPUTE DEPRECIATION, EACH SUITED TO DIFFERENT SCENARIOS AND ACCOUNTING
POLICIES.

STRAIGHT-LINE METHOD

DEPRECIATES THE ASSET EQUALLY OVER ITS USEFUL LIFE. NOT IDEAL FOR THE 4-2-10 PATTERN BUT USEFUL FOR COMPARISON.

DECLINING BALANCE METHOD

APPLIES A FIXED DEPRECIATION RATE TO THE REDUCING BOOK VALUE EACH YEAR, ALIGNING MORE CLOSELY WITH THE 4-2-10
PATTERN.

SuM-ofF-THe-YEARS-DIGITS (SYD) MeTHoD

ALLOCATES HIGHER DEPRECIATION IN EARLY YEARS, SUITABLE FOR ASSETS WITH RAPID INITIAL DEPRECIATION.

APPLYING THE 4-2-10 PATTERN

- STeP 1: DETERMINE INITIAL DEPRECIATION PERCENTAGES.
- STEP 2: CALCULATE DEPRECIATION EXPENSE EACH YEAR BASED ON THE PATTERN.
- STEP 3: DEDUCT ANNUAL DEPRECIATION FROM THE BOOK VALUE UNTIL RESIDUAL VALUE IS REACHED.

TooLs For CALCULATION:
- SPREADSHEETS (ExXCEL, GOOGLE SHEETS)
- DEPRECIATION CALCULATORS



- ACCOUNTING SOFTW ARE

IMPLICATIONS OF THE 4-2-10 DePRECIATION PATTERN

For FINANCIAL STATEMENTS

- THE PATTERN RESULTS IN HIGHER EXPENSES IN EARLY YEARS, REDUCING TAXABLE INCOME.
- |T REFLECTS THE DECLINING MARKET VALUE MORE ACCURATELY FOR RAPIDLY OBSOLESCENT MACHINERY.

For T AX PLANNING

- ACCELERATED DEPRECIATION ALLOWS BUSINESSES TO DEFER TAX PAYMENTS.
- USEFUL FOR CASH FLOW MANAGEMENT AND REINVESTMENT STRATEGIES.

For AsSeT MANAGEMENT

- HELPS DETERMINE THE OPTIMAL TIME FOR ASSET REPLACEMENT.
- ASSISTS IN CALCULATING THE REMAINING USEFUL LIFE OF MACHINERY.

LIMITATIONS AND CONSIDERATIONS

- THE PATTERN MAY NOT SUIT ALL TYPES OF MACHINERY.
- RESIDUAL VALUE ASSUMPTIONS CAN AFFECT CALCULATIONS.
- CHANGING TECHNOLOGICAL OR OPERATIONAL CIRCUMSTANCES MAY REQUIRE ADJUSTMENTS.

BesT PRACTICES FOR MANAGING MACHINERY DEPRECIATION

® REGULAR ASSET AUDITS: PERIODICALLY REVIEW MACHINERY CONDITION AND ADJUST DEPRECIATION SCHEDULES

ACCORDINGLY.

* MAINTAIN ACCURATE RECORDS: KEEP DETAILED DOCUMENTATION OF PURCHASE COSTS, DEPRECIATION CALCULATIONS,

AND RESIDUAL VALUES.

o Use APPROPRIATE METHODS: SELECT THE DEPRECIATION METHOD THAT BEST REFLECTS ASSET USAGE AND MARKET

CONDITIONS.

® PLAN FOR REPLACEMENT: USE DEPRECIATION DATA TO FORECAST WHEN MACHINERY WILL NEED REPLACEMENT OR MAJOR

REPAIRS.

e STAY COMPLIANT: ENSURE DEPRECIATION PRACTICES COMPLY WITH LOCAL ACCOUNTING STANDARDS AND TAX

REGULATIONS.



CoNcCLUSION

UNDERSTANDING THE DEPRECIATION PATTERN WHERE A MACHINE DEPRECIATES BY 400/0 IN THE FIRST YEAR, 250/0 IN THE SECOND,
AND 100/0 PER ANNUM THEREAFTER IS CRUCIAL FOR EFFECTIVE FINANCIAL MANAGEMENT. THIS APPROACH OFFERS A PRACTICAL
WAY TO ACCOUNT FOR RAPID INITIAL LOSS OF VALUE, ESPECIALLY IN INDUSTRIES WHERE MACHINERY QUICKLY BECOMES
OBSOLETE. BY APPLYING APPROPRIATE CALCULATION METHODS, LEVERAGING TECHNOLOGICAL TOOLS, AND ADHERING TO BEST
PRACTICES, BUSINESSES CAN OPTIMIZE THEIR ASSET MANAGEMENT, MAXIMIZE TAX BENEFITS, AND ENSURE ACCURATE FINANCIAL
REPORTING.

W/HETHER YOU ARE PREPARING FINANCIAL STATEMENTS, PLANNING FOR ASSET REPLACEMENT, OR ANALYZING INVESTMENT
OPPORTUNITIES, GRASPING THE NUANCES OF THIS DEPRECIATION PATTERN WILL ENHANCE YOUR DECISION-MAKING PROCESS.
REMEMBER, THE KEY LIES IN CUSTOMIZING DEPRECIATION STRATEGIES TO FIT YOUR SPECIFIC MACHINERY, OPERATIONAL NEEDS,
AND REGULATORY ENVIRONMENT, THEREBY ENSURING SUSTAINABLE GROWTH AND FINANCIAL HEALTH.

Keyworbs For SEO OPTIMIZATION:
- MACHINERY DEPRECIATION SCHEDULE
- 40-25-10 DEPRECIATION PATTERN
- ASSET DEPRECIATION METHODS

- ACCELERATED DEPRECIATION

- ACCOUNTING FOR MACHINERY DEPRECIATION
- TAX BENEFITS OF DEPRECIATION

- ASSET MANAGEMENT STRATEGIES

- DEPRECIATION CALCULATION TOOLS
- BUSINESS ASSET VALUATION

- MACHINERY REPLACEMENT PLANNING

FREQUENTLY ASkeD QUESTIONS

How DO YOU CALCULATE THE VALUE OF A MACHINE AFTER THE FIRST YEAR WITH A
409, DEPRECIATION?

MULTIPLY THE INITIAL VALUE BY 60% (1009% - 40%) TO FIND THE VALUE AFTER THE FIRST YEAR.

\WHAT IS THE VALUE OF THE MACHINE AFTER THE SECOND YEAR IF IT DEPRECIATES BY
259% IN THE SECOND YEAR?

T AKE THE VALUE AFTER THE FIRST YEAR AND MULTIPLY IT BY 75% (100% - 25%) TO GET THE VALUE AFTER THE SECOND
YEAR.

How IS DEPRECIATION CALCULATED FOR SUBSEQUENT YEARS AT 109% ANNUALLY?

MULTIPLY THE CURRENT VALUE OF THE MACHINE BY 90% (1009% - 10%) EACH YEAR TO ACCOUNT FOR ANNUAL
DEPRECIATION.

CAN YOU PROVIDE AN EXAMPLE CALCULATION FOR THE MACHINE'S VALUE OVER THREE
YEARS?

YES. STARTING WITH AN INITIAL VALUE oF $10,000: Year 1: $10,000 x 0.6 = $6,000; Year 2: $6,000x 0.75 =
$4,500; Year 3:$4,500 x 0.9 = $4,050.



\WHAT IS THE TOTAL DEPRECIATION PERCENTAGE AFTER TWO YEARS?

THE TOTAL DEPRECIATION AFTER TWO YEARS IS APPROXIMATELY 559, SINCE THE MACHINE RETAINS 459, OF ITS ORIGINAL
VALUE.

IS DEPRECIATION COMPOUNDED ANNUALLY IN THIS SCENARIO?

YES, EACH YEAR'S DEPRECIATION IS APPLIED TO THE PREVIOUS YEAR'S DEPRECIATED VALUE, COMPOUNDING ANNUALLY.

How DOES UNDERSTANDING DEPRECIATION HELP IN ACCOUNTING FOR ASSETS?

IT HELPS IN ACCURATELY REFLECTING THE ASSET’'S DECREASING VALUE OVER TIME, IMPACTING FINANCIAL STATEMENTS AND TAX
CALCULATIONS.

\WHAT FACTORS COULD AFFECT THE DEPRECIATION RATES APPLIED IN THIS SCENARIOP

FACTORS INCLUDE THE TYPE OF MACHINE, USAGE INTENSITY, TECHNOLOGICAL OBSOLESCENCE, AND INDUSTRY STANDARDS.

ADDITIONAL RESOURCES

A MACHINE DEPReCIATES BY 409% IN THE FIRST YEAR, BY 25% IN THE SECOND YEAR AND BY 109 Per ANNUM For: AN IN-
DePTH ANALYSIS OF MACHINERY DEPRECIATION PATTERNS AND IMPLICATIONS

INTRODUCTION

DEPRECIATION IS AN ESSENTIAL CONCEPT IN ACCOUNTING, ASSET MANAGEMENT, AND FINANCIAL PLANNING, REPRESENTING THE
REDUCTION IN VALUE OF TANGIBLE ASSETS OVER TIME. AMONG THE MYRIAD DEPRECIATION PATTERNS OBSERVED ACROSS
DIFFERENT TYPES OF MACHINERY AND EQUIPMENT, A COMMON AND NOTEWORTHY PATTERN INVOLVES A SIGNIFICANT INITIAL LOSS
OF VALUE FOLLOWED BY MORE GRADUAL DECLINES. SPECIFICALLY, A DEPRECIATION SCHEDULE WHERE A MACHINE DEPRECIATES BY
40% IN THE FIRST YEAR, 25% IN THE SECOND YEAR, AND THEN APPROXIMATELY 10% PER ANNUM THEREAFTER IS FREQUENTLY
USED IN INDUSTRIES SUCH AS MANUFACTURING, CONSTRUCTION, AND HEAVY EQUIPMENT LEASING.

THIS ARTICLE AIMS TO EXPLORE THIS DEPRECIATION PATTERN IN DETAIL, EXAMINING ITS RATIONALE, MATHEMATICAL MODELING,
PRACTICAL IMPLICATIONS, AND HOW IT INFLUENCES FINANCIAL DECISION-MAKING. WE WILL ALSO ANALYZE HOW THIS

DEPRECIATION SCHEDULE COMPARES WITH STANDARD METHODS, ITS ADVANTAGES AND LIMITATIONS, AND ITS RELEVANCE IN
CONTEMPORARY ASSET MANAGEMENT.

(UNDERSTANDING THE DEPRECIATION PATTERN

THE DEPRECIATION SCHEDULE BREAKDOWN

THE SPECIFIED DEPRECIATION PATTERN CAN BE SUMMARIZED AS FOLLOWS:
- Year 1: 40% DEPRECIATION

- YEAR 2: 259, DEPRECIATION

- SUBSEQUENT YEARS: 109% PER ANNUM

THIS SCHEDULE INDICATES A STEEP INITIAL DECREASE IN VALUE, REFLECTING THE RAPID OBSOLESCENCE OR WEAR AND TEAR
DURING THE EARLY YEARS OF A MACHINE'S LIFE. THE SUBSEQUENT YEARS WITNESS A SLOWER, MORE PREDICTABLE DECLINE.



RATIONALE BEHIND THE DEPRECIATION PATTERN
1. INIT1AL RAPID DepreciaTION (40% N YEAR 1)

THE HIGH DEPRECIATION RATE IN THE FIRST YEAR OFTEN CORRELATES WITH THE CONCEPT OF INITIAL LOSS IN VALUE DUE TO
FACTORS SUCH AS:

- OBSOLESCENCE: TECHNOLOGICAL ADVANCEMENTS MAY RENDER THE MACHINE LESS VALUABLE SHORTLY AFTER PURCHASE.
- WEAR AND TEAR: THE FIRST YEAR OFTEN INVOLVES INTENSIVE USE, LEADING TO SIGNIFICANT PHYSICAL DEPRECIATION.

- MARKET FACTORS: NEW MACHINERY MAY BE PRICED AT A PREMIUM, WITH SUBSEQUENT RESALE VALUE DROPPING SHARPLY.

THIS STEEP DECLINE ALIGNS WITH THE ACCELERATED DEPRECIATION METHODS, REFLECTING THE REALITY THAT ASSETS TEND TO
LOSE VALUE QUICKLY WHEN NEW.

2. MoberATE DroP IN YEAR 2 (259%)

THE SECOND YEAR'S DEPRECIATION SUGGESTS A CONTINUED BUT MODERATED DECLINE, POSSIBLY ACCOUNTING FOR:

- FURTHER WEAR AND TEAR: ONGOING USAGE CONTINUES TO REDUCE VALUE BUT AT A SLOWER RATE.

- MARKET ADJUSTMENT: THE INITIAL RAPID DEVALUATION STABILIZES, AND RESALE VALUES BECOME MORE PREDICT ABLE.
- TECHNOLOGICAL STABILITY: MINIMAL GAINS IN TECH OBSOLESCENCE AFTER THE INITIAL PHASE.

3. STEADY ANNUAL DepreciaTION (109%) THEREAFTER

POST THE INITIAL TWO YEARS, THE ASSET DEPRECIATES AT A CONSISTENT 109% ANNUALLY, REFLECTING:

- PHYSICAL WEAR AND TEAR: GRADUAL DETERIORATION OVER THE ASSET'S REMAINING USEFUL LIFE.

- OBSOLESCENCE RATE: SLOWER TECHNOLOGICAL CHANGES IMPACTING VALUE.

- ResibuAL V ALUE CONSIDERATIONS: THE MACHINE RETAINS A SIGNIFICANT RESIDUAL VALUE, USEFUL FOR PLANNING AND
TAXATION.

MATHEMATICAL MODELING OF THE DEPRECIATION PATTERN

THIS SCHEDULE CAN BE MODELED AS A STEPW/ISE DEPRECIATION PROCESS, OFTEN USING A COMBINATION OF DECLINING BALANCE
AND STRAIGHT-LINE METHODS.

1. YEAR 1 DEPRECIATION

- InmiaL cosT: \(C\)

- Year 1 pepreciaTion: \( 0.40 \TiMes C \)

- ReMAINING Book VALUE AFTER YEAR 1: \( C_{\7exT{Year 1}}=C-0.40C=0.60C\)
2. YEAR 2 DEPRECIATION

- DepreciaTION: \( 0.25 \TIMES \) INITIAL COST, BUT OFTEN BASED ON THE REMAINING BOOK VALUE.

HOWEVER, IN THIS SCENARIO, SINCE THE SCHEDULE SPECIFIES A FLAT PERCENTAGE OF THE ORIGINAL COST, THE DEPRECIATION
FOR YEAR 2 IS:

- Year 2 pepreciaTion: \(0.25 \1iMes C \)
- REMAINING BOOK VALUE AFTER YEAR 2: \( 0.60C-0.25C=0.35C\)

ALTEENATIVELY, IF DEPRECIATION IS BASED ON THE REMAINING BOOK VALUE!:

- Year 2 pepreciaTion: \(0.25 \TiMes 0.60 C=0.15C\)
- RemaINING VALUE: \(0.60C-0.15C=0.45C\)



THE EXACT APPROACH DEPENDS ON WHETHER THE PERCENTAGES ARE APPLIED TO THE ORIGINAL COST OR THE DECLINING
BALANCE. FOR SIMPLICITY, THE SCHEDULE OFTEN APPLIES THE DEPRECIATION PERCENTAGES TO THE ORIGINAL COST, LEADING TO
STRAIGHTFORWARD CALCULATIONS.

3. SUBSEQUENT YEARS

- EACH SUBSEQUENT YEAR, 10% OF THE ORIGINAL COST IS DEPRECIATED:

- Year 3 pepreciaTion: \(0.10 \1iMes C \)
- Year 4 pepreciaTion: \( 0.10 \Times C \), eTc.

- REMAINING BOOK VALUE AFTER YEAR 2:
- [F INITIAL CALCULATIONS USED ORIGINAL COST BASIS:
\(\TexT{RemaninG} = C-(0.40C+0.25C)=0.35C\)

- THE RESIDUAL VALUE AT THE END OF EACH YEAR CAN BE TRACKED SIMILARLY.

PRACTICAL IMPLICATIONS AND INDUSTRY APPLICATIONS

1. FINANCIAL REPORTING AND TAXATION

THIS DEPRECIATION PATTERN IMPACTS PROFIT CALCULATIONS AND TAX LIABILITIES. AN ACCELERATED DEPRECIATION IN EARLY
YEARS RESULTS IN HIGHER EXPENSES, REDUCING TAXABLE INCOME. |T ALIGNS WITH THE MODIFIED ACCELERATED COST RECOVERY
SvsTeM (MACRS) UsED IN THE U.S. AND SIMILAR SCHEMES ELSEWHERE.

2. ASSET MANAGEMENT AND REPLACEMENT PLANNING

UNDERSTANDING THE RAPID INITIAL DEPRECIATION ASSISTS COMPANIES IN PLANNING FOR REPLACEMENTS, UPGRADES, OR RESALE.
SINCE THE ASSET LOSES SIGNIFICANT VALUE EARLY, COMPANIES MIGHT CHOOSE LEASING OPTIONS OR PLAN FOR EARLY
UPGRADES.

3. RESALE AND SALVAGE VALUE

THE SCHEDULE SUGGESTS A RESIDUAL VALUE THAT REMAINS SUBSTANTIAL AFTER TWO YEARS, MAKING RESALE OR SCRAP
VALUE PREDICTABLE AND FACILITATING BETTER FINANCIAL PLANNING.

ADVANTAGES AND LIMITATIONS OF THIS DEPRECIATION PATTERN
ADVANTAGES

- ReEFLECTS ACTUAL ASSET WEAR: MIRRORS REAL-WORLD USAGE WHERE ASSETS LOSE VALUE QUICKLY AT THE START.
- TAX BENEFITS: ACCELERATED DEPRECIATION REDUCES TAXABLE INCOME IN EARLY YEARS.

- ENHANCED CASH FLoW: TAX SAVINGS CAN IMPROVE LIQUIDITY.

- BETTER ASSET MANAGEMENT: PROVIDES A REALISTIC VIEW OF ASSET VALUE DECLINE.

LIMITATIONS

- OVERLY SIMPLISTIC: ASSUMES UNIFORM DEPRECIATION PERCENTAGES WITHOUT ACCOUNTING FOR ACTUAL USAGE.
- POTENTIAL FOR MISSTATEMENT: IF ACTUAL WEAR DIFFERS, DEPRECIATION MAY NOT REFLECT REALITY.

- ResibuAL VALUE ASSUMPTION: MAY UNDERESTIMATE OR OVERESTIMATE SALVAGE VALUE.

- INCOMPATIBILITY WITH STRAIGHT-LINE ACCOUNTING: MAY COMPLICATE FINANCIAL STATEMENTS.



COMPARING WITH STANDARD DEPRECIATION METHODS
| MeTHoD | DepreciaTION PATTERN | SuiTABILITY | PROS | Cons |

| STRAIGHT-LINE | EQUAL ANNUAL DEPRECIATION OVER USEFUL LIFE | ASSETS WITH STABLE USAGE | SIMPLICITY, CONSISTENCY
DOESN'T REFLECT RAPID INITIAL LOSS |

| DECLINING BALANCE | HIGHER DEPRECIATION EARLY ON | ASSETS WITH RAPID OBSOLESCENCE | TAX BENEFITS, MATCHES ASSET
USAGE | MORE COMPLEX CALCULATIONS |

| SUM-OF-YEARS-DIGITS | ACCELERATED DEPRECIATION | ASSETS LOSING VALUE QUICKLY | GOOD FOR TAX PURPOSES | MORE
COMPLEX |

| CusTom ScHepuLE (40%, 25%, 10%.) | FRONT-LOADED, THEN STEADY DECLINE | MACHINERY WITH RAPID INITIAL
DEPRECIATION | REALISTIC REFLECTION OF ASSET DECAY | MAY REQUIRE DETAILED TRACKING |

THE SCHEDULE UNDER DISCUSSION RESEMBLES A HYBRID OF DECLINING BALANCE AND STRAIGHT-LINE APPROACHES, TAILORED TO
SPECIFIC INDUSTRY NEEDS.

PracTicAL CASE STUDY: HEAVY MACHINERY IN CONSTRUCTION

SUPPOSE A CONSTRUCTION COMPANY PURCHASES A NEW EXCAVATOR AT $500,000. APPLYING THE DEPRECIATION SCHEDULE:
- YEAR 1: DepreciaTE 409, $200,000; RemAINING VALUE: $300,000

- YEAR 2: DEPRECIATE 25% $125,000; RemaINING vALUE: $175,000

- YEAR 3+: DePReCIATE 109 ANNUALLY

THIS APPROACH ALIGNS WITH INDUSTRY PRACTICES WHERE EQUIPMENT DEPRECIATES SHARPLY DUE TO HEAVY USAGE AND
TECHNOLOGICAL OBSOLESCENCE BUT RETAINS RESIDUAL VALUE FOR RESALE OR SCRAP.

FUTURE CONSIDERATIONS AND TRENDS
1. TECHNOLOGICAL ADVANCES

RAPID INNOVATION MAY ACCELERATE DEPRECIATION BEYOND TRADITIONAL SCHEDULES, ESPECIALLY IN INDUSTRIES LIKE
ELECTRONICS OR AUTOMATION.

2. ENVIRONMENTAL REGULATIONS

STRICTER ENVIRONMENTAL STANDARDS CAN INFLUENCE DEPRECIATION PATTERNS, AS MACHINERY MAY BECOME OBSOLETE FASTER
DUE TO COMPLIANCE ISSUES.

3. EcoNoMIc FLUCTUATIONS

MARKET DOWNTURNS CAN AFFECT RESALE VALUES, IMPACTING THE ACCURACY OF DEPRECIATION SCHEDULES.

CoNCLUSION

THE DEPRECIATION PATTERN WHERE A MACHINE DEPRECIATES BY 409% IN THE FIRST YEAR, 25% IN THE SECOND YEAR, AND 10%
ANNUALLY THEREAFTER OFFERS A PRACTICAL AND INDUSTRY-ALIGNED APPROACH TO ASSET VALUATION. |T CAPTURES THE
RAPID INITIAL LOSS IN VALUE COMMON TO MANY TYPES OF MACHINERY, WHILE PROVIDING A PREDICT ABLE FRAMEWORK FOR
ONGOING DEPRECIATION.

UNDERSTANDING THIS SCHEDULE'S RATIONALE, MATHEMATICAL MODELING, AND IMPLICATIONS ENABLES COMPANIES,
ACCOUNTANTS, AND INVESTORS TO MAKE INFORMED DECISIONS REGARDING ASSET MANAGEMENT, TAX PLANNING, AND FINANCIAL
REPORTING. WHILE IT HAS LIMITATIONS, ESPECIALLY IF NOT TAILORED TO SPECIFIC ASSETS, IT REMAINS A VALUABLE TOOL IN



THE BROADER CONTEXT OF DEPRECIATION STRATEGIES.

AS INDUSTRIES EVOLVE AND ASSETS BECOME MORE SOPHISTICATED, DEPRECIATION SCHEDULES WILL NEED TO ADAPT, BUT THE
CORE PRINCIPLES EXEMPLIFIED BY THIS PATTERN—INITIAL RAPID DEPRECIATION FOLLOWED BY STEADY DECLINE—WILL LIKELY
REMAIN RELEVANT IN VARIOUS FORMS.
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