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Johnson Consulting Purchased A Truck For $18,000. The Truck Is Expected To
Last 60 Months And Have No significant issues, representing a strategic
investment to support the company’s operations and growth. This article will
provide a comprehensive overview of the purchase, including the financial
implications, accounting treatment, depreciation methods, and other relevant
considerations to ensure optimal management and reporting.

Overview of the Truck Purchase

Details of the Acquisition

Johnson Consulting acquired a commercial truck at a purchase price of
$18,000. The expected useful life of the truck is 60 months (or 5 years),
which aligns with the company's operational needs. Given the nature of this
asset, it is classified as a fixed asset or property, plant, and equipment
(PP&E) on the company's balance sheet.

Purpose and Strategic Importance

The truck is intended to facilitate logistics, transportation, or service
delivery, depending on Johnson Consulting’s industry. Investing in a reliable
vehicle can improve efficiency, reduce reliance on third-party transportation
services, and ultimately contribute to cost savings and customer
satisfaction.

Financial Implications of the Purchase

Initial Recording of the Asset

At the time of purchase, the truck should be recorded at its original cost,
which includes:

e Purchase price: $18,000

e Any additional costs necessary to prepare the asset for use, such as
transportation fees, installation, or setup costs



In this case, assuming no additional costs, the initial journal entry would
be:

Debit: Property, Plant, and Equipment — Truck $18,000
Credit: Cash or Accounts Payable $18,000

Impact on Financial Statements

- Balance Sheet: The truck appears as a non-current asset at its historical
cost.

- Income Statement: Depreciation expense related to the truck will be
recorded periodically, impacting net income.

Depreciation of the Truck

Understanding Depreciation

Depreciation allocates the cost of a tangible asset over its useful life,
reflecting wear and tear, obsolescence, or usage. For Johnson Consulting’s
truck, with a useful life of 60 months, depreciation will systematically
reduce its book value over this period.

Common Depreciation Methods

The choice of depreciation method affects how expenses are recognized:
e Straight-Line Method: Equal expense amount each month or year.

e Declining Balance Method: Higher expenses in the early years, decreasing
over time.

e Units of Production: Based on usage or mileage, suitable if the truck’s
usage varies significantly.

Applying the Straight-Line Method

Given its simplicity and common usage, Johnson Consulting might opt for the
straight-1line depreciation:

- Annual Depreciation Expense: $18,000 / 5 = $3,600

- Monthly Depreciation Expense: $3,600 / 12 = $300

Each month, the company would record:

Debit: Depreciation Expense $300



Credit: Accumulated Depreciation — Truck $300

Over 60 months, the accumulated depreciation will total $18,000, fully
depreciating the asset.

Tax Implications and Benefits

Tax Deduction Opportunities

Depreciation expense reduces taxable income, providing tax benefits.
Depending on jurisdiction and tax laws, Johnson Consulting can adopt specific
depreciation schedules or accelerated depreciation methods such as MACRS
(Modified Accelerated Cost Recovery System) in the U.S., which allows larger
deductions in the early years.

Section 179 and Bonus Depreciation

- Section 179: Allows immediate expensing of qualifying assets up to a
certain limit.

- Bonus Depreciation: Enables additional depreciation deductions in the first
year.

Consulting with tax professionals ensures the company maximizes available
incentives while complying with regulations.

Maintenance and Operating Costs

Ongoing Expenses

Beyond depreciation, owning a truck entails various operating costs,
including:

e Fuel

Maintenance and repairs

e Tnsurance

Licensing and registration fees

Driver salaries (if applicable)



Tracking these expenses separately from depreciation provides a clearer
picture of the asset’s total cost of ownership.

Asset Management and Disposal

Monitoring the Truck’s Condition

Regular maintenance ensures the truck’s longevity and performance, aligning
with its expected 60-month lifespan. Keeping detailed records helps in
planning replacements or upgrades.

Disposal or Replacement

At the end of its useful life, the truck may be sold, scrapped, or replaced.
The accounting treatment involves:

- Recording the disposal or sale proceeds

- Removing the asset and related accumulated depreciation from the books

- Recognizing any gain or loss on disposal

Example journal entry upon sale:

Debit: Cash (sale proceeds)

Debit: Accumulated Depreciation — Truck
Credit: Property, Plant, and Equipment — Truck
Credit/Debit: Gain or Loss on Disposal

Conclusion

Investing $18,000 in a truck with an expected lifespan of 60 months is a
strategic move for Johnson Consulting, supporting its operational needs while
offering potential tax benefits through depreciation. Proper accounting
treatment, including initial recognition, systematic depreciation, and
eventual disposal, ensures accurate financial reporting and compliance.
Additionally, diligent maintenance and management of operating costs further
optimize the asset’s value and contribution to the company’s success.

By understanding these key aspects, Johnson Consulting can maximize the

benefits of its truck investment, ensuring it remains a valuable asset for
the years to come.

Frequently Asked Questions



What is the typical depreciation method used for a
truck purchased by Johnson Consulting?

Johnson Consulting is likely to use straight-line depreciation, spreading the
$18,000 cost evenly over the 60-month expected lifespan of the truck.

How does the purchase of the truck impact Johnson
Consulting's financial statements?

The purchase increases assets on the balance sheet and, through depreciation
expense, reduces net income over the truck's useful life.

What are the tax implications of purchasing a truck
for business use?

The company may be eligible for depreciation deductions and possibly other
tax credits, reducing taxable income over the truck's useful life.

What maintenance costs should Johnson Consulting
consider for the truck during its 60-month lifespan?

Regular maintenance costs, such as oil changes, tire replacements, and
repairs, should be budgeted separately from the initial purchase price.

What accounting entries are made when Johnson
Consulting records the purchase of the truck?

The journal entry would debit the truck asset account and credit cash or
accounts payable for $18,000, with subsequent depreciation entries over time.

What does 'have no' imply in the context of the
truck's expected lifespan?

It appears to be an incomplete statement; possibly it was meant to specify no
salvage value or residual value at the end of 60 months.

Additional Resources

Johnson Consulting Purchased A Truck For $18,000: An In-Depth Review and
Analysis

When a company like Johnson Consulting invests in a new truck valued at
$18,000, it's essential to understand the comprehensive financial,
operational, and strategic implications of this decision. This review dives
deep into the various facets associated with such a purchase, including
accounting considerations, depreciation strategies, operational utility, and



long-term financial planning. Let’s explore every aspect thoroughly.

Introduction to the Purchase

Johnson Consulting’s acquisition of a truck for $18,000 signifies a strategic
move to bolster operational capacity, whether for transportation, logistics,
or service delivery. The purchase price reflects the truck's fair market
value and the company’s commitment to maintaining or expanding its service
offerings.

Key Details:

- Purchase Price: $18,000

- Expected Lifespan: 60 months (5 years)

- Usage: Presumably for business operations such as transportation, service
delivery, or logistics

- No mention of residual value or salvage value (discussed later)

Understanding this purchase involves examining accounting treatment,
depreciation methods, operational benefits, and strategic considerations.

Financial Accounting Implications

The purchase of a truck is classified as a capital expenditure, which has
direct implications on financial statements.

Capital Asset Recognition

- Initial Recording: The truck will be recorded as a long-term asset on the
balance sheet at its purchase price of $18,000.

- Asset Category: It falls under property, plant, and equipment (PP&E).

- Implication: The asset will be depreciated over its useful life, affecting
net income through depreciation expenses.

Impact on Financial Ratios

- Asset Turnover Ratio: An increase due to addition of a new asset.

- Debt-to-Equity Ratio: If financed through debt, this ratio might increase.
- Profitability Ratios: Depreciation expense reduces net income but does not
affect cash flow directly.



Depreciation Strategies

Since the truck is expected to last 60 months, depreciation is a crucial
consideration.

Depreciation Methods

The company can choose from several depreciation methods, each with different
impacts:

1. Straight-Line Depreciation

Method: Equal expense over the useful life.

Calculation: $18,000 / 60 months = $300 per month.
Advantages: Simple, predictable expense.

Impact: Consistent depreciation expense of $3,600 annually.

2. Declining Balance Method

Method: Accelerated depreciation, higher in early years.

Advantages: Matches higher usage or wear and tear early in the asset’s
life.

- Impact: Larger expenses upfront, lower later.

3. Units of Production

Method: Based on actual usage (e.g., miles driven).
Advantages: Reflects actual wear and tear.
Applicability: Suitable if usage varies significantly.

Given the expected lifespan and no residual value, the straight-line method
is often preferred for simplicity unless operational data suggests otherwise.

Residual or Salvage Value

- The phrase “and have no” suggests there is no residual or salvage value at
the end of 60 months.
- Implication: Entire $18,000 will be depreciated over 60 months.

Depreciation Schedule Example (Straight-Line)

| Year | Depreciation Expense | Accumulated Depreciation | Book Value |

RS P T EIS St SRR R CCELORLLERTCREEEEE e |
| | $0 | $0 | $18,000 |



| $3,600 | $3,600 | $14,400 |
| $3,600 | $7,200 | $10,800 |
| $3,600 | $10,800 | $7,200 |
| $3,600 | $14,400 | $3,600 |
| $3,600 | $18,000 | $0 |
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Operational Benefits and Usage

The primary reason for acquiring the truck is operational enhancement.
Analyzing its utility involves:

Enhanced Mobility and Logistics

- Increased Capacity: The truck allows Johnson Consulting to handle larger or
more frequent jobs.

- Reduced Dependence on Third Parties: Owning a truck reduces reliance on
rental or third-party logistics providers.

- Improved Service Delivery: Faster turnaround times and reliable scheduling.

Cost Savings Over Time

- While the initial investment is significant, owning the truck can be more
cost-effective than leasing or renting.

- Maintenance costs are predictable and manageable.

- The company can plan for fuel efficiency, maintenance, and other
operational expenses.

Operational Considerations

- Maintenance and Repairs: Regular maintenance extends lifespan and ensures
safety.

- Fuel Efficiency: Impact on operating costs; selecting a fuel-efficient
model benefits long-term profitability.

- Usage Patterns: How often and intensively the truck is used affects
depreciation and operational costs.



Strategic and Long-Term Financial Planning

The purchase reflects a strategic decision with long-term implications.

Asset Utilization and Expansion

- The truck can facilitate expansion into new markets or services.
- It supports scalability, allowing Johnson Consulting to take on larger or
more projects.

Tax Implications

- Depreciation Deduction: The company can deduct depreciation expenses
annually, reducing taxable income.

- Section 179 Deduction: If applicable, the company might expense the entire
cost in the first year, subject to limits and rules.

- Bonus Depreciation: Additional depreciation benefits might be available
under current tax laws.

Financial Metrics and ROI

- Return on Investment (ROI): Calculated by comparing increased revenue or
operational efficiencies against the $18,000 outlay.

- Payback Period: Time taken for cost savings or additional revenue to
recover the purchase cost.

- Break-Even Analysis: When the operational benefits offset the initial
expenditure.

Maintenance and Lifecycle Management

Proper maintenance is critical to maximize the truck’s utility and lifespan.

Key Maintenance Activities:

- Regular o0il changes and inspections.
- Tire rotations and replacements.

- Brake system checks.

- Transmission and engine servicing.

Lifecycle Considerations:
- Expected lifespan of 60 months.



- Potential for extending the useful life through diligent maintenance.
- Planning for replacement or resale at the end of the term, despite no
salvage value assumed.

Potential Risks and Challenges

Every investment carries inherent risks, which should be carefully
considered.

Operational Risks:
- Accidents or damages affecting operational capacity.
- Increased maintenance costs if the truck is overused or poorly maintained.

Financial Risks:

- Depreciation impacts on financial statements.

- Unexpected costs such as repairs or fuel price fluctuations.

- Changes in market conditions affecting the truck’s residual value.

Regulatory Risks:
- Compliance with transportation regulations.
- Emission standards or licensing requirements.

Conclusion and Final Thoughts

Johnson Consulting’s purchase of an $18,000 truck with an expected 60-month
lifespan represents a strategic investment aimed at strengthening operational
capabilities. From an accounting perspective, it’s a capital asset that will
be depreciated over its useful life, affecting earnings and financial ratios.
Operationally, owning the truck provides flexibility, cost savings, and
enhanced service capacity.

When considering depreciation, the company should evaluate the most
appropriate method, likely straight-line given the straightforward lifespan
and no salvage value. Proper maintenance planning will be vital to maximize
the truck’s utility, and the investment should be viewed within the broader
strategic context—supporting growth, improving efficiency, and potentially
providing competitive advantages.

Ultimately, this purchase exemplifies a significant capital expenditure that,
if managed well, can deliver substantial operational benefits and contribute
positively to Johnson Consulting's long-term success. Regular review of
operational performance, financial impacts, and strategic alignment will



ensure the investment remains sound and beneficial over its lifespan.
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