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A Company Purchased A Delivery Van For $22,800 With A Salvage Value Of $2,400
On September 1, Year 1. This significant acquisition marks an important step
in the company's operational expansion and asset management strategy.
Understanding the accounting treatment, depreciation methods, and financial
implications of such a purchase is essential for accurate financial reporting
and effective decision-making. In this comprehensive guide, we will explore
all aspects related to the purchase, including the initial recording,
depreciation calculations, tax considerations, and the impact on financial
statements.

Understanding the Purchase of a Delivery Van

The purchase of a delivery van is a typical example of acquiring a fixed
asset, classified as property, plant, and equipment (PP&E). These assets are
vital for business operations, especially for companies engaged in logistics,
delivery services, or distribution. When a company purchases such an asset,
it must record the transaction properly in its accounting books, considering
various factors such as cost, salvage value, useful life, and depreciation.

Key Details of the Purchase

Purchase Price: $22,800

Salvage Value: $2,400

Purchase Date: September 1, Year 1

Asset Type: Delivery Van

These details are fundamental in determining how the asset will be
capitalized and depreciated over its useful life.

Initial Recording of the Asset

The initial journal entry to record the purchase of the delivery van involves



debiting the asset account and crediting the cash or accounts payable
account. The asset is recorded at its purchase price, which includes all
expenditures necessary to acquire the asset and prepare it for use.

Journal Entry on September 1, Year 1

- Debit: Delivery Van (Asset) $22,800
- Credit: Cash (or Accounts Payable) $22,800

This entry reflects the company's acquisition of the van and sets the
foundation for subsequent depreciation calculations.

Determining the Depreciation Method

Depreciation allocates the cost of the asset over its useful life, matching
expenses with revenue generated. Selecting an appropriate depreciation method
depends on the company's policies, the nature of the asset, and tax
regulations. The most common methods include:

1. Straight-Line Depreciation

The straight-line method spreads the cost evenly over the asset's useful
life.

2. Declining Balance Method

This accelerates depreciation in the early years of the asset's life, useful
for assets that lose value quickly.

3. Units of Production Method

Depreciation is based on usage or output, suitable for assets with variable
usage.

For simplicity and common practice, many companies choose the straight-line
method for vehicles like delivery vans.



Calculating Depreciation

Assuming the company opts for straight-line depreciation, the calculation
involves:

- Cost of the Asset: $22,800
- Salvage Value: $2,400
- Useful Life: An estimate based on industry standards or company policy

Estimating Useful Life

Typically, delivery vans are expected to have a useful life ranging from 5 to
8 years. For this example, let's assume a useful life of 5 years.

Annual Depreciation Expense

Using the straight-line method:

\[
\text{Annual Depreciation} = \frac{\text{Cost} - \text{Salvage
Value}}{\text{Useful Life}}
\]

\[
= \frac{22,800 - 2,400}{5} = \frac{20,400}{5} = 4,080
\]

Thus, the company will recognize $4,080 as depreciation expense annually.

Depreciation for the First Year

Since the van was purchased on September 1, Year 1, depreciation for the
first year should be prorated based on the number of months the asset was in
use.

- Number of months in Year 1: September to December = 4 months
- Annual depreciation: $4,080

Monthly depreciation:

\[
\frac{4,080}{12} = 340
\]



Depreciation expense for 4 months:

\[
340 \times 4 = 1,360
\]

The journal entry at the end of Year 1:

- Debit: Depreciation Expense $1,360
- Credit: Accumulated Depreciation $1,360

Note: The remaining depreciation of $2,720 ($4,080 - $1,360) will be
recognized over the next four years.

Financial Statement Impact

Understanding how the purchase and depreciation affect financial statements
is vital for stakeholders.

Balance Sheet

- The delivery van is recorded at its historical cost of $22,800.
- Accumulated depreciation reduces the net book value.
- After Year 1 depreciation, net book value:

\[
22,800 - 1,360 = 21,440
\]

Income Statement

- The depreciation expense ($1,360 in Year 1) reduces net income.
- This expense reflects the usage and wear of the asset during the period.

Tax Implications of Asset Purchase and
Depreciation

Depreciation is a non-cash expense that provides tax benefits. The company
can deduct depreciation expenses from taxable income, reducing tax liability.



Tax Depreciation Methods

- Many companies use Modified Accelerated Cost Recovery System (MACRS) or
other tax-specific depreciation methods.
- Accelerated depreciation methods can lead to larger deductions in earlier
years, improving cash flow.

Implications for Tax Planning

- Proper depreciation schedules can optimize tax savings.
- The salvage value is generally not relevant for tax purposes, as the asset
is depreciated over its life.

Disposal and Replacement of the Delivery Van

At the end of its useful life, or when the company decides to replace the
van, the asset will be disposed of.

Calculating Gain or Loss on Disposal

- Determine the net book value at the time of disposal.
- Compare it with the sale or salvage proceeds.

Example Scenario

Suppose after 5 years, the van is sold for $3,000:

- Book value at disposal:

\[
\text{Cost} - (\text{Annual Depreciation} \times 5) = 22,800 - (4,080 \times
5) = 22,800 - 20,400 = 2,400
\]

- Sale proceeds: $3,000

- Gain on sale:

\[
3,000 - 2,400 = 600
\]



The company would record:

- Debit: Cash $3,000
- Credit: Delivery Van (Asset) $22,800
- Credit: Accumulated Depreciation $20,400
- Credit: Gain on Sale of Asset $600

This gain increases net income, while a loss would decrease it.

Conclusion

The purchase of a delivery van for $22,800 with a salvage value of $2,400
involves several accounting considerations. Proper initial recording,
selection of an appropriate depreciation method, and accurate calculation of
depreciation expense are crucial for transparent financial reporting.
Additionally, understanding tax implications allows for strategic planning
and maximization of benefits. As assets age and are eventually sold or
disposed of, companies must carefully account for gains or losses to reflect
true financial position. Overall, effective management of fixed assets
ensures operational efficiency and compliance with accounting standards.

In summary:

- Record the purchase at cost.
- Choose a suitable depreciation method based on company policy.
- Calculate depreciation accurately, considering partial-year depreciation.
- Reflect depreciation in financial statements to present a true picture of
asset value.
- Plan for asset disposal, considering potential gains or losses.
- Leverage depreciation for tax benefits.

By adhering to these principles, companies can optimize their asset
management strategies and maintain accurate, compliant financial records.

Frequently Asked Questions

How should A Company record the purchase of the
delivery van on September 1, Year 1?
The company should record the van at its purchase price of $22,800, including
any related costs necessary to acquire and prepare the asset for use.

What is the salvage value of the delivery van, and



how does it affect depreciation calculations?
The salvage value of $2,400 is the estimated residual value at the end of the
van's useful life and is used to determine the depreciable amount for
depreciation calculations.

What depreciation method is most appropriate for
this delivery van?
Common methods include straight-line and declining balance. The choice
depends on the company's accounting policies, but straight-line is frequently
used for vehicles for simplicity.

How do you calculate annual depreciation expense for
the van?
Using the straight-line method, annual depreciation = (Cost - Salvage Value)
/ Estimated Useful Life. For example, if useful life is 5 years: (22,800 -
2,400) / 5 = 4,320 per year.

When should the company begin depreciation of the
delivery van?
Depreciation begins when the asset is placed into service, which in this case
is September 1, Year 1.

How is depreciation for the first year calculated if
the van is purchased on September 1?
For the first year, depreciation is prorated based on the months in service.
For example, if using straight-line depreciation over 12 months, the first
year's depreciation would be (Annual depreciation) x (4 months / 12 months).

What journal entry is made to record the purchase of
the delivery van?
Debit: Delivery Van Asset $22,800; Credit: Cash or Accounts Payable $22,800.
Depreciation entries are made periodically based on the chosen method and
useful life.

Additional Resources
Delivery Van Acquisition Analysis: A Comprehensive Review of the $22,800
Investment with $2,400 Salvage Value

---



When a company invests in a new delivery vehicle, such as a van, it’s more
than just a transaction; it’s a strategic decision that impacts operations,
finances, and future planning. The purchase of a delivery van for $22,800
with an anticipated salvage value of $2,400 on September 1, Year 1, offers a
prime case study to explore the nuances of asset acquisition, depreciation,
and financial reporting. In this article, we delve into the critical aspects
of this purchase, examining the key accounting principles, practical
implications, and strategic considerations involved.

---

Understanding the Initial Purchase

Cost of the Asset

The initial cost of the delivery van is $22,800, which encompasses all
expenditures necessary to acquire the asset and prepare it for use. This
typically includes:

- Purchase Price: The listed price of the van.
- Sales Tax: Any applicable sales taxes paid at purchase.
- Transportation Costs: Costs incurred to deliver the van to the company's
location.
- Installation and Setup: If any modifications or initial setup are required
to make the vehicle operational.
- Registration and Licensing Fees: Necessary legal expenses to register the
vehicle.

The sum of these components forms the historical cost of the asset, which is
fundamental under accounting standards such as GAAP (Generally Accepted
Accounting Principles) and IFRS (International Financial Reporting
Standards).

Example Breakdown:

| Item | Cost ($) |
|--------------------------|--------------|
| Purchase Price | 22,000 |
| Sales Tax | 400 |
| Transportation | 300 |
| Registration & Fees | 100 |
| Total Cost | 22,800 |

This total becomes the basis for subsequent depreciation calculations and
financial reporting.



Timing of the Purchase

The purchase date, September 1, Year 1, is significant because it determines
the period in which depreciation begins. Since the company acquired the van
mid-year, it must account for depreciation on a prorated basis, reflecting
the asset's use during that period.

---

Salvage Value and Its Significance

Definition and Role

The salvage value of $2,400 represents the estimated amount the company
expects to recover at the end of the vehicle’s useful life, assuming normal
wear and tear. This figure is crucial in depreciation calculations, as it
defines the residual value that the asset is expected to retain after its
service life.

Why is salvage value important?

- It limits the total depreciation expense.
- It influences the annual depreciation amounts.
- It provides a realistic estimate of asset residual worth, aiding in
financial planning.

Estimating Salvage Value

Estimating salvage value involves considering:

- Historical market data for similar vehicles.
- Expected usage and wear.
- Industry standards and manufacturer estimates.
- Potential resale or scrap value.

In practice, the salvage value should be reviewed periodically for accuracy,
especially if market conditions or asset utilization change.

---



Depreciation: Allocating Cost Over Time

Choosing a Depreciation Method

The method used to depreciate the van significantly impacts reported expenses
and profit margins. Common methods include:

- Straight-Line Method: Spreads depreciation evenly over the useful life.
- Declining Balance Method: Accelerates depreciation in early years.
- Units of Production: Based on usage or miles driven.

For most vehicles, the straight-line method is standard due to its simplicity
and consistency.

Calculating Depreciation Using the Straight-Line
Method

Formula:

\[
\text{Annual Depreciation Expense} = \frac{\text{Cost} - \text{Salvage
Value}}{\text{Useful Life}}
\]

Assumptions:

- Suppose the vehicle’s estimated useful life is 5 years.
- Purchase date: September 1, Year 1.
- The company operates on a calendar year basis.

Calculation:

\[
\text{Annual Depreciation} = \frac{22,800 - 2,400}{5} = \frac{20,400}{5} =
4,080 \text{ per year}
\]

Prorated Depreciation for Year 1:

Since the purchase is made on September 1, depreciation for Year 1 covers 4
months (September to December):

\[
\text{Depreciation Year 1} = \frac{4,080}{12} \times 4 = 1,360
\]



This means the company records $1,360 as depreciation expense for Year 1.

Subsequent years will record $4,080 annually until the asset’s book value
reaches the salvage value.

---

Financial Statement Implications

Balance Sheet Impact

- Initial Asset Recognition: The van appears as a non-current asset at its
purchase cost of $22,800.
- Accumulated Depreciation: Over time, depreciation reduces the book value of
the asset.
- Net Book Value: The difference between the asset’s cost and accumulated
depreciation; it reflects the asset’s carrying amount.

Income Statement Impact

- Depreciation Expense: Recorded annually, it reduces net income.
- Operational Costs: The depreciation expense accounts for wear and tear,
obsolescence, and usage.

Cash Flow Considerations

- The purchase impacts investing cash flows.
- Depreciation is a non-cash expense, affecting net income but not cash flow
directly.

---

Strategic and Practical Considerations

Asset Management and Planning

- The company must monitor the van’s condition, maintenance costs, and
operational efficiency.
- Planning for eventual replacement or resale based on residual value and



operational needs.

Tax Implications

- Depreciation deductions reduce taxable income.
- The salvage value influences tax calculations upon disposal or sale.

Resale and Disposal

- At the end of useful life, the company may sell the vehicle.
- The sale proceeds should be compared with the book value to determine gain
or loss.

---

Conclusion: Making the Most of the Investment

The purchase of a delivery van for $22,800 with a salvage value of $2,400
exemplifies sound asset management and accounting principles. Properly
accounting for the initial cost, estimating useful life, and applying
appropriate depreciation methods ensures accurate financial reporting and
strategic planning. The prorated depreciation calculation for Year 1 reflects
prudent recognition of expenses, aligning with best practices.

This investment is not just a fixed cost; it’s a vital component of the
company’s logistics framework. By understanding the nuances of depreciation,
salvage value, and asset management, businesses can maximize the value
derived from such assets, optimize tax benefits, and ensure long-term
operational efficiency.

---

Final Thoughts

Asset acquisition like this delivery van purchase is a cornerstone of
business expansion and efficiency. Proper accounting treatment, strategic
planning for depreciation, and realistic salvage value estimates are
essential for maintaining financial health and operational readiness. As
companies navigate market changes and technological advancements, ongoing
assessment of asset utility and value becomes critical, ensuring investments
continue to serve the company’s best interests over their useful lives.



A Company Purchased A Delivery Van For 22 800 With A
Salvage Value Of 2 400 On September 1 Year 1

A Company Purchased A Delivery Van For 22 800 With A Salvage Value Of 2 400 On September 1
Year 1

Related Articles
1. Seafood Plays An Important Part Of Our Daily Nutrition. Mr. Beeg Ate 1/6 Of The Fish For
Breakfast
When You Board A Ferris Wheel Your Feet Are 1 Foot Off The Ground. At The Highest Point Of
The Ride,
A Bullet Is Fired Horizontally 0.58 Meters Off The Ground. Assuming Gravity Is 9.8 M/s2, How
Long (t)

Back to Home

https://sip.evo9x.com/ma16/a-company-purchased-a-delivery-van-for-22-800-with-a-salvage-value-of-2-400-on-september-1-year-1.pdf
https://sip.evo9x.com/ma16/a-company-purchased-a-delivery-van-for-22-800-with-a-salvage-value-of-2-400-on-september-1-year-1.pdf
https://sip.evo9x.com/ma16/1-seafood-plays-an-important-part-of-our-daily-nutrition-mr-beeg-ate-1-6-of-the-fish-for-breakfast.pdf
https://sip.evo9x.com/ma16/1-seafood-plays-an-important-part-of-our-daily-nutrition-mr-beeg-ate-1-6-of-the-fish-for-breakfast.pdf
https://sip.evo9x.com/ma16/when-you-board-a-ferris-wheel-your-feet-are-1-foot-off-the-ground-at-the-highest-point-of-the-ride.pdf
https://sip.evo9x.com/ma16/when-you-board-a-ferris-wheel-your-feet-are-1-foot-off-the-ground-at-the-highest-point-of-the-ride.pdf
https://sip.evo9x.com/ma16/a-bullet-is-fired-horizontally-0-58-meters-off-the-ground-assuming-gravity-is-9-8-m-s2-how-long-t.pdf
https://sip.evo9x.com/ma16/a-bullet-is-fired-horizontally-0-58-meters-off-the-ground-assuming-gravity-is-9-8-m-s2-how-long-t.pdf
https://sip.evo9x.com

