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When A Company Buys Equipment For $150,000 And Pays For One Third In Cash And
The Other Two Thirds Is a common scenario in business transactions that
involves strategic financial planning and accounting considerations.
Understanding how to record such a purchase accurately is essential for
maintaining precise financial statements, ensuring compliance with accounting
standards, and assessing the company’s liquidity and leverage. This article
explores the key aspects of this transaction, including the payment
structure, accounting treatments, implications for financial statements, and
best practices for managing such equipment acquisitions.

Understanding the Payment Structure: One Third
in Cash and Two Thirds on Credit

The purchase of equipment valued at $150,000 with a split payment
method—where one third is paid in cash and the remaining two thirds are
financed or paid on credit—is typical in many business transactions. This
approach allows companies to conserve cash flow while acquiring essential
assets.

Breakdown of the Payment

e Cash Payment: One third of the total purchase price, which amounts to
$50,000, paid upfront in cash.

e Credit or Financing: The remaining two thirds, totaling $100,000,

payable through credit arrangements, installment payments, or financing
agreements.

Reasons for Such Payment Arrangements

e Cash Flow Management: Preserving cash reserves for operational needs.

e Leverage and Financing Benefits: Taking advantage of low-interest rates
or favorable loan terms.

e Asset Acquisition Flexibility: Spreading out payments over time while



utilizing the equipment immediately.

Accounting for the Equipment Purchase

Proper accounting treatment of the equipment purchase involves recording the
asset at its cost and recognizing liabilities when payments are financed.
Accurate recording ensures transparency and compliance with accounting
standards like GAAP or IFRS.

Recording the Asset

e Initial Recognition: The equipment should be recorded at its purchase
price of $150,000, including any costs necessary to bring the asset to
its intended use (e.g., transportation, installation).

e Debit Entry: Equipment (or Property, Plant, and Equipment) account is
debited for $150,000.

e Credit Entry: Cash account is credited for $50,000, representing the
immediate cash payment.

e Credit for the Liability: A liability account (e.g., Accounts Payable or

Notes Payable) is credited for $100,000, reflecting the amount owed for
the financed portion.

Journal Entry Example

““plaintext
Debit: Equipment ........... ..., $150,000
Credit: Cash ...... .. i, $50,000
Credit: Notes Payable ................... $100,000

Implications for Financial Statements

The transaction influences several financial statement components, including
the balance sheet, income statement, and cash flow statement.

Balance Sheet Impact

e Assets: Increase in Equipment by $150,000, reflecting the addition of



the new asset.

e Liabilities: Increase in Notes Payable by $100,000, representing the
financed amount.

e Cash: Decrease by $50,000 due to the cash payment.

Income Statement Considerations

- The equipment’s depreciation expense will be recognized over its useful
life, affecting net income.

- No immediate impact on the income statement at the point of purchase, aside
from depreciation.

Cash Flow Statement

- The cash outflow of $50,000 is reflected under investing activities.
- The financing arrangement appears as an inflow under financing activities,
with subsequent repayments affecting cash flows over time.

Managing the Financing Arrangement

Financing equipment purchases requires careful planning to ensure timely
payments and maintain financial health.

Types of Financing Options

e Bank Loans or Notes Payable: Formal agreements with interest terms.

e Leasing: Operating or capital lease arrangements that may differ in
accounting treatment.

e Trade Credit: Agreements with suppliers allowing deferred payments.

Repayment Strategies

e Establishing a repayment schedule aligning with cash flow cycles.
e Monitoring interest rates and loan terms to optimize costs.

e Ensuring compliance with loan covenants and payment deadlines.



Tax Implications and Benefits

Understanding the tax treatment of equipment purchases is vital for
maximizing financial benefits.

Depreciation Deductions

- The equipment’s cost basis ($150,000) is depreciated over its useful life,
providing tax deductions.

- Accelerated depreciation methods, like bonus depreciation or Section 179,
may allow for immediate expensing of part of the asset’s cost.

Interest Expense

- Interest paid on financed amounts ($100,000) is generally deductible,
reducing taxable income.

Best Practices for Equipment Purchase
Transactions

To ensure sound financial management, companies should follow best practices
when executing such transactions.

Thorough Documentation

- Maintain detailed records of purchase agreements, invoices, and financing
terms.

Accurate Record-Keeping

- Ensure timely and precise journal entries reflecting the transaction.

Regular Asset and Liability Review

- Monitor the book value of equipment and outstanding liabilities.

Consultation with Accounting and Tax Experts

- Obtain guidance on the most advantageous depreciation methods and tax
strategies.



Conclusion

When a company buys equipment for $150,000 and pays for one third in cash
while the remaining two thirds is financed, it involves several critical
accounting and financial considerations. Properly recording the transaction
ensures accurate financial statements, compliance with standards, and
informed decision-making. Managing the financing arrangement effectively can
help optimize cash flow, minimize costs, and support the company’s strategic
growth. By understanding the intricacies of such transactions—covering
initial recognition, impact on financial statements, tax implications, and
best practices—businesses can make smarter investments and sustain long-term
success.

Frequently Asked Questions

What is the journal entry when a company purchases
equipment for $150,000 with one-third paid in cash
and two-thirds on credit?

The journal entry would be: Debit Equipment $150,000; Credit Cash $50,000
(one-third of $150,000); Credit Accounts Payable $100,000 (two-thirds of
$150,000).

How does the payment method affect the company's
cash flow when buying equipment?

Paying one-third in cash reduces immediate cash flow by $50,000, while the
remaining two-thirds on credit does not affect cash immediately but creates a
liability, impacting future cash flows when paid.

What are the accounting implications of paying two-
thirds of the equipment cost on credit?

Paying two-thirds on credit increases liabilities (accounts payable),
affecting the company's balance sheet and potentially its debt ratios, until
the amount is paid.

How should a company record the equipment purchase
if it pays $50,000 in cash and signs a note for
$100,0007?

Record: Debit Equipment $150,000; Credit Cash $50,000; Credit Notes Payable
$100,000, reflecting the cash paid and the liability incurred.



What are the potential tax benefits of purchasing
equipment with partial cash and credit?

Depreciation can be claimed on the equipment's cost, potentially reducing
taxable income. The method of payment does not affect depreciation, but
financing interest may have tax implications.

How does the split payment arrangement impact the
company's financial ratios?

The cash ratio decreases due to reduced cash holdings, while liabilities
increase because of the accounts payable or notes payable, affecting
liquidity and solvency ratios.

What are the considerations for a company when
deciding to pay part of equipment costs in cash and
part on credit?

Considerations include cash flow impact, interest costs, supplier terms,
creditworthiness, and how the arrangement aligns with financial strategies
and obligations.

What are the typical journal entries involved in
this purchase scenario over time?

Initial entry: Debit Equipment $150,000; Credit Cash $50,000; Credit Accounts
Payable $100,000. Subsequent entries include paying off the payable: Debit
Accounts Payable $100,000; Credit Cash or Bank $100,000.

Additional Resources

When A Company Buys Equipment For $150,000 And Pays For One Third In Cash And
The Other Two Thirds Is

In the world of business accounting, understanding how companies record
equipment purchases and the associated payment methods is crucial for
accurate financial reporting. One common scenario involves a company
acquiring equipment at a significant cost and choosing to finance part of the
purchase rather than paying entirely in cash. Specifically, when a company
buys equipment for $150,000 and pays for one third in cash while financing
the remaining two thirds, it raises important questions about how this
transaction should be recorded on the books, how it impacts financial
statements, and what implications it has for cash flow management.

This article delves into the intricacies of such equipment purchases,
exploring the accounting principles involved, the journal entries required,
and the broader financial considerations that accompany such transactions. By



the end, readers will gain a comprehensive understanding of how to approach
this common purchase scenario from a technical yet accessible perspective.

Understanding the Purchase: Cost and Payment Breakdown

Before diving into accounting entries, it’'s essential to clarify the key
details of the transaction:

- Total Equipment Cost: $150,000
- Cash Paid (One Third): $50,000
- Financed Amount (Two Thirds): $100,000

This breakdown illustrates a typical scenario where a company leverages both
cash reserves and financing options to acquire assets. The decision to

finance part of the purchase often depends on cash flow considerations,
interest costs, and strategic financial planning.

The Accounting Principles at Play

When recording equipment purchases, several accounting principles and
standards govern the treatment:

- Historical Cost Principle: Assets should be recorded at their purchase
cost, including all costs necessary to bring the asset to its intended use.

- Matching Principle: Expenses related to the acquisition should be
recognized in the same period as the revenues they help generate.

- Conservatism Principle: Avoid overstating assets or income; record
liabilities accurately.

In this context, the equipment should be recorded at its full purchase price
of $150,000, regardless of how the payment is made. The method of payment

(cash and financing) affects the cash flow statement and liabilities, but not
the initial asset valuation.

Recording the Equipment Purchase: Journal Entries

The core accounting entry involves recognizing the equipment asset and the
corresponding liabilities and cash outflow.

Step 1: Record the Equipment Asset

Since the equipment is acquired at a cost of $150,000, the initial entry is:



Debit: Equipment $150,000

This increases the company's assets on the balance sheet.
Step 2: Record the Cash Payment

The company pays $50,000 in cash upfront:
Credit: Cash $50,000

This reduces cash assets and reflects the immediate payment.

Step 3: Record the Liability for the Financed Portion

The remaining two thirds, $100,000, is financed through a loan or credit
agreement:

Credit: Notes Payable (or Loan Payable) $100,000

This liability indicates an obligation to pay the financier over time.

The Complete Journal Entry

Combining these steps, the full journal entry for the purchase looks like
this:

| Account | Debit | Credit |

| Equipment | $150,000 | |

| Cash | | $50,000 |

| Notes Payable | | $100,000 |

Note: If the purchase involves additional costs such as transportation,

installation, or testing, these should be included in the equipment’s
capitalized cost.

Impact on Financial Statements

Understanding how this transaction affects financial statements is vital for
stakeholders:



Balance Sheet

- Assets: Equipment increases by $150,000.
- Liabilities: Notes payable increases by $100,000.
- Assets (Cash): Decreases by $50,000.

Income Statement

- No immediate effect; expenses related to the equipment will be recognized
over its useful life through depreciation.

Cash Flow Statement

- Operating Activities: Cash outflow of $50,000.

- Investing Activities: Purchase of equipment is recorded as an investing
cash outflow.

- Financing Activities: The $100,000 financed amount appears as a cash inflow
under financing.

Depreciation and Asset Management

Once the equipment is recorded, the company must account for depreciation to
allocate the asset’s cost over its useful life. This ensures compliance with
the matching principle and provides a realistic view of asset value and
expenses:

- Depreciation Method: Straight-line, declining balance, or units of
production, depending on the company’s policy.

- Useful Life: Estimated based on the type of equipment (e.g., 5, 10, or 15
years).

- Residual Value: Estimated salvage value at the end of useful life.

For example, if the equipment has a useful life of 10 years and no residual
value, annual depreciation would be $15,000 ($150,000 / 10).

Financing Considerations and Interest Expense

The financed portion ($100,000) often involves interest payments, which must
be accounted for separately:

- Interest Expense: Over the life of the loan, interest expense is recognized
on the income statement, affecting net income.

- Amortization of Loan: The company might set up an amortization schedule
reflecting principal and interest payments over time.

It’'s also important to distinguish between the principal repayment (reducing
the liability) and interest expense (cost of borrowing).



Managing Cash Flow and Financial Ratios
This purchase impacts various financial metrics:

- Liquidity Ratios: The immediate cash outflow reduces liquidity, affecting
ratios like current and quick ratios.

- Leverage Ratios: The increase in liabilities raises debt-to-equity and debt
ratios, influencing perceptions of financial stability.

- Asset Turnover: The addition of equipment can improve efficiency metrics if
it contributes to higher revenue.

Strategically, companies need to balance asset acquisition with maintaining
healthy cash reserves and manageable debt levels.

Practical Example: What Happens Over Time?

Suppose the company finances the $100,000 at an annual interest rate of 5%,
payable annually. The journal entries over the years would include:

- Recording interest expense:

AN

Debit: Interest Expense
Credit: Interest Payable (or cash when paid)

AN

- Repayment of the principal:
Debit: Notes Payable
Credit: Cash

In addition, depreciation continues annually, affecting net income and tax
liabilities.

Additional Considerations: Tax Implications
The purchase of equipment offers potential tax benefits:

- Depreciation Deductions: Reduces taxable income over the equipment’s useful
life.

- Interest Deduction: Interest paid on the financed amount is deductible.

- Section 179 and Bonus Depreciation: Depending on jurisdiction, accelerated
depreciation methods might be available, allowing larger deductions in the
initial years.

Companies should consult tax professionals to optimize these benefits.



Final Thoughts: Strategic and Financial Impacts

Acquiring equipment through a combination of cash and financing is a common
strategy that allows businesses to preserve cash flow while investing in
growth. Proper accounting ensures transparency and compliance, providing
stakeholders with an accurate picture of the company’s financial position.

By understanding the detailed journal entries, the impact on financial
statements, and the strategic implications of such transactions, companies
can make informed decisions that align with their long-term goals.

In summary, when a company buys equipment for $150,000 and pays for one third
in cash and the remaining two thirds through financing, the transaction
involves:

- Recognizing the full equipment cost as an asset.

- Recording a cash outflow for the upfront payment.

- Establishing a liability for the financed amount.

- Managing depreciation and interest expenses over time.

- Monitoring cash flow and financial ratios to maintain financial health.

This comprehensive approach ensures that the company’s financial records
accurately reflect its assets, liabilities, and overall financial position,
facilitating better decision-making and strategic planning.
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