
A Company Purchased A Delivery Van For
$23,000 With A Salvage Value Of $3,000 On
October 1, Year 1. It
A Company Purchased A Delivery Van For $23,000 With A Salvage Value Of $3,000 On
October 1, Year 1. It marks the beginning of a comprehensive accounting journey to understand
how this asset is recorded, depreciated, and reported over its useful life. This article delves into the
key concepts related to the purchase, depreciation methods, and the financial implications for the
company, providing an in-depth exploration suitable for accounting students, professionals, and
business owners alike.

Initial Acquisition and Recording of the Van

Understanding the Purchase Details
When a company acquires a long-term asset such as a delivery van, it must record the asset at its
cost, which includes the purchase price and any additional costs necessary to bring the asset to its
intended use. In this case:
- Purchase Price: $23,000
- Salvage Value (Estimated at end of useful life): $3,000
- Purchase Date: October 1, Year 1

The salvage value is the estimated residual amount the company expects to recover at the end of the
asset's useful life, and it plays a crucial role in depreciation calculations.

Recording the Asset in the Accounting Records
The initial journal entry on October 1, Year 1, would be:

Debit: Delivery Van (Asset account) — $23,000

Credit: Cash or Accounts Payable — $23,000

This entry reflects the company's acquisition of the van as an asset on its balance sheet.

Determining the Useful Life and Depreciation



Estimating the Useful Life
Before calculating depreciation, the company must estimate the van’s useful life, which is the period
over which the asset is expected to generate economic benefits. This estimate can vary based on
industry standards, company policies, and the nature of the asset. Commonly, delivery vans have a
useful life ranging from 5 to 10 years.

Suppose the company estimates the van's useful life at 5 years for this example.

Choosing a Depreciation Method
The method used to allocate the asset's cost over its useful life significantly impacts financial
statements. Common methods include:

Straight-Line Method

Declining Balance Method

Units of Production Method

For simplicity and consistency, many companies opt for the straight-line method, which allocates an
equal amount of depreciation expense each year.

Calculating Depreciation

Straight-Line Depreciation Method
Under the straight-line method, annual depreciation expense is calculated as:

Depreciation Expense = (Cost - Salvage Value) / Useful Life

Applying the figures:
- Cost: $23,000
- Salvage Value: $3,000
- Useful Life: 5 years

Calculation:
\[
\frac{\$23,000 - \$3,000}{5} = \frac{\$20,000}{5} = \$4,000 \text{ per year}
\]

Since the van was purchased on October 1, Year 1, depreciation for the first year should be prorated.



Prorated Depreciation for the First Year
The first year, from October 1 to December 31, includes 3 months.

Annual depreciation: $4,000

Monthly depreciation: $4,000 / 12 = $333.33

For 3 months:
\[
\$333.33 \times 3 = \$999.99 \approx \$1,000
\]

Thus, the depreciation expense for Year 1 is approximately $1,000.

Depreciation Journal Entry for Year 1
The entry on December 31, Year 1:

Debit: Depreciation Expense — $1,000

Credit: Accumulated Depreciation — $1,000

Financial Statement Impacts

Balance Sheet Effects
- The initial cost of $23,000 is recorded under Property, Plant, and Equipment.
- Accumulated depreciation increases each year, reducing the net book value of the asset.
- After Year 1, net book value:

\[
\$23,000 - \$1,000 = \$22,000
\]

Income Statement Effects
- Depreciation expense reduces net income, reflecting the usage and wear of the asset over time.
- For Year 1, depreciation expense is $1,000, reducing pre-tax income accordingly.

Subsequent Years’ Depreciation



Annual Depreciation Calculation
In subsequent years, depreciation expense will be $4,000 annually, assuming straight-line, until the
asset’s book value approaches its salvage value.

End-of-Life Considerations
- After 5 years, the accumulated depreciation will total $20,000.
- The asset’s net book value will then be:

\[
\$23,000 - \$20,000 = \$3,000
\]

- This matches the salvage value, which is the estimated residual amount at the end of useful life.

Alternative Depreciation Methods and Their
Implications

Declining Balance Method
- Accelerated depreciation method.
- Higher depreciation expenses in early years.
- Useful if the asset is more productive or loses value faster initially.

Units of Production Method
- Depreciation based on usage rather than time.
- Suitable if the van’s wear correlates with miles driven or hours operated.

Impact of Disposal or Sale of the Van

When the Asset Is Sold or Disposed
- The company must record the sale or disposal at fair value.
- Any difference between the sales price and the book value results in a gain or loss.

Accounting Entry for Disposal
Suppose the van is sold at the end of Year 5 for its salvage value of $3,000:
- Remove the asset and related accumulated depreciation.
- Record any gain or loss on sale.



Example:
- Book value at end of Year 5 = $3,000 (salvage value)
- Sale price = $3,000
- No gain or loss recorded.

Tax Implications of Depreciation

Tax Deductions
- Depreciation reduces taxable income.
- Different jurisdictions and tax laws may allow accelerated depreciation methods for tax purposes,
which can provide immediate tax benefits.

Deferred Tax Effects
- Differences between book depreciation and tax depreciation may lead to deferred tax assets or
liabilities.

Conclusion
The purchase of a delivery van for $23,000 with an estimated salvage value of $3,000 involves
multiple accounting considerations. Proper initial recording, choosing an appropriate depreciation
method, and accurately calculating depreciation expenses ensure compliance with accounting
standards and provide meaningful financial insights. Over its useful life, the van’s book value
decreases as depreciation accumulates, reflecting its usage and wear. When disposed of, the
company must recognize any gains or losses, which influence financial statements and tax filings.

Understanding these concepts helps businesses make informed decisions about asset management,
financial reporting, and tax planning, ultimately contributing to sound financial health and
transparency.

Frequently Asked Questions

What is the initial cost of the delivery van purchased by the
company?
The initial cost of the delivery van is $23,000.

What is the salvage value of the van at the end of its useful
life?
The salvage value of the van is $3,000.



When was the delivery van purchased by the company?
The van was purchased on October 1, Year 1.

What depreciation method can be used to allocate the van's
cost over its useful life?
Common methods include straight-line depreciation and declining balance method.

How do you calculate annual depreciation expense using the
straight-line method?
Annual depreciation expense = (Cost - Salvage value) / Useful life.

If the van has a useful life of 5 years, what would be the
annual depreciation expense using straight-line method?
Annual depreciation expense = ($23,000 - $3,000) / 5 = $4,000 per year.

How does the purchase date (October 1) affect depreciation
calculations?
Depreciation should be prorated for the first year, accounting for the 3 months from October 1 to
December 31.

What journal entry is made at the time of purchase?
Debit Delivery Van $23,000; credit Cash or Accounts Payable $23,000.

How is the salvage value treated in depreciation calculations?
Salvage value is subtracted from the cost to determine the total amount to be depreciated over the
asset's useful life.

What impact does depreciation have on the company's
financial statements?
Depreciation reduces net income on the income statement and decreases the book value of the asset
on the balance sheet over time.

Additional Resources
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When a company invests in assets such as a delivery van, understanding how to account for the
purchase, depreciation, and eventual disposal is crucial for accurate financial reporting and decision-
making. The purchase of a delivery van for $23,000 with a salvage value of $3,000 on October 1, Year
1, involves several accounting considerations, including determining the appropriate depreciation
method, calculating annual or monthly depreciation expenses, and planning for asset disposal. This
review provides a comprehensive analysis of these aspects, including the implications for financial
statements, tax planning, and operational efficiency.

---

Overview of the Purchase

The initial purchase of the delivery van sets the foundation for the company's fixed assets. The key
details include:

- Purchase Price: $23,000
- Salvage Value: $3,000
- Purchase Date: October 1, Year 1
- Expected Useful Life: Typically estimated based on industry standards or company policy (commonly
5-10 years for delivery vans)
- Usage: Delivery operations, which influence depreciation and maintenance costs

The purchase price indicates the initial investment made by the company, while the salvage value
represents the estimated residual value at the end of the van's useful life. These figures are essential
for depreciation calculations, which systematically allocate the cost of the asset over its useful
lifespan.

---

Understanding Depreciation

Depreciation is the process of allocating the cost of a tangible asset over its useful life. It matches
expenses with revenue generated from using the asset, ensuring accurate financial statements.
Several depreciation methods are available, each with its advantages and implications:

Common Depreciation Methods

- Straight-Line Method: Equal expense amounts over each period.
- Declining Balance Method: Accelerated depreciation, higher expenses in initial years.
- Units of Production Method: Based on usage or output.

For delivery vans, the straight-line method is often preferred due to its simplicity and consistency, but
accelerated methods may be used if the asset is expected to lose value rapidly early on.

---



Calculating Depreciation

Given the purchase details, the most common approach is the straight-line depreciation method.
Here's how it applies:

Step 1: Determine the depreciable amount

Depreciable amount = Purchase price - Salvage value
= $23,000 - $3,000 = $20,000

Step 2: Estimate useful life

Suppose the van's useful life is estimated at 5 years, a typical period for such assets.

Step 3: Calculate annual depreciation expense

Annual depreciation = Depreciable amount / Useful life
= $20,000 / 5 = $4,000 per year

Step 4: Prorate for partial-year depreciation

Since the van was purchased on October 1, Year 1, depreciation for Year 1 covers 3 months (October
to December).

Monthly depreciation = $4,000 / 12 = approximately $333.33

Depreciation for Year 1 (October–December) = $333.33 × 3 ≈ $1,000

Depreciation for subsequent full years would be $4,000 annually.

---

Implications of Purchase and Depreciation on Financial
Statements

Effective accounting for the purchase and depreciation impacts several key financial statements:

Balance Sheet
- Initial Asset Recognition: The van appears as a fixed asset at $23,000.
- Accumulated Depreciation: Over time, the accumulated depreciation reduces the net book value of
the asset.
- Net Book Value: The depreciation expense reduces the asset's carrying amount. For example, after
Year 1, the net book value would be:

$23,000 - $1,000 (Year 1 depreciation) = $22,000



Income Statement
- Depreciation Expense: The depreciation amount ($1,000 for Year 1) appears as an expense,
reducing net income.
- Operational Costs: Maintenance and fuel costs are also recorded separately.

Cash Flow Statement
- Impact: Purchase outflow is recorded in investing activities; depreciation is a non-cash expense.

---

Tax Implications and Benefits

Depreciation not only affects financial reporting but also has significant tax implications:

- Tax Deduction: Depreciation reduces taxable income, providing tax relief.
- Section 179 or Bonus Depreciation: Depending on jurisdiction, companies may accelerate
depreciation deductions, potentially deducting the entire cost in the first year.
- Tax Planning: Choosing the depreciation method can optimize cash flow and tax liabilities.

---

Disposal and Salvage Value Considerations

At the end of the van's useful life, the company may dispose of or sell the asset:

- Disposal Accounting: Remove the asset and accumulated depreciation from books.
- Gain or Loss: If the sale price exceeds the net book value, a gain is recognized; if less, a loss.

Suppose the van is sold for $2,500 at the end of Year 5:

- Net Book Value at Disposal:
$23,000 - ($4,000 × 4.75 years) ≈ $23,000 - $19,000 = $4,000

- Loss on Disposal:
Sale price ($2,500) - Net book value ($4,000) = -$1,500

This loss reduces taxable income and impacts financial statements accordingly.

---



Pros and Cons of Different Approaches

Straight-Line Depreciation

Pros:
- Simplicity and ease of calculation.
- Provides consistent expense recognition.
- Helpful for assets with uniform usage.

Cons:
- May not reflect actual wear and tear.
- Less suitable if the asset's value declines rapidly.

Accelerated Depreciation (e.g., Declining Balance)

Pros:
- Larger deductions in early years, improving cash flow.
- Better matches assets that lose value quickly.

Cons:
- More complex calculations.
- Higher depreciation expenses initially, potentially affecting net income.

---

Operational and Strategic Considerations

Beyond accounting, the purchase of a delivery van influences operational efficiency and strategic
planning:

- Operational Benefits:
- Increased delivery capacity.
- Improved customer service.
- Flexibility in scheduling and routes.

- Cost Management:
- Regular maintenance costs.
- Fuel efficiency considerations.
- Insurance and registration expenses.

- Strategic Impacts:
- Asset lifespan influences fleet planning.
- Replacement cycles tied to depreciation schedules.
- Potential for resale value to fund future investments.

---



Conclusion

The purchase of a delivery van for $23,000 with a salvage value of $3,000 on October 1, Year 1,
exemplifies typical fixed asset management challenges and opportunities. Properly accounting for
depreciation ensures accurate financial statements and tax compliance, while strategic considerations
can optimize operational efficiency and financial performance. Selecting an appropriate depreciation
method, estimating useful life accurately, and planning for disposal are critical components of
effective asset management.

While the straight-line method offers simplicity and predictability, businesses should evaluate whether
accelerated methods better match their asset usage patterns. Additionally, understanding the tax
implications of depreciation strategies can lead to significant financial benefits. Ultimately, a well-
managed asset lifecycle—from purchase through depreciation to disposal—supports the company's
long-term operational and financial health, enabling informed decision-making and sustainable
growth.

---

Key Takeaways:

- Accurate calculation of depreciation affects both financial reporting and tax filings.
- The choice of depreciation method should align with asset usage and business strategy.
- Proper planning for asset disposal ensures optimal recovery of asset value.
- Operational benefits derived from the van should be balanced with costs and maintenance
considerations.
- Strategic asset management contributes to overall business efficiency and profitability.

---

If you need further insights into specific depreciation methods, tax strategies, or asset management
best practices, consulting with accounting professionals or financial advisors is recommended to tailor
approaches to your company's unique context.
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