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A Company Purchased A Delivery Van For $24 800 With A Salvage Value Of $3,300 On October 1.

Year 1. It marks the beginning of an important asset management process that involves various

accounting principles and depreciation methods. For business owners and accounting professionals

alike, understanding how to record, depreciate, and manage such assets is crucial for accurate

financial reporting and tax compliance. This article explores the details surrounding this purchase,

including how to account for the asset, apply depreciation methods, and understand the impact on

financial statements.

Details of the Purchase

Key Data Points

- Purchase Price: $24,800

- Salvage Value: $3,300

- Purchase Date: October 1, Year 1

- Asset Type: Delivery Van

- Estimated Useful Life: Typically ranges from 5 to 10 years for vehicles (but varies depending on



company policy and vehicle usage)

Significance of the Purchase

Buying a delivery van represents a significant investment for a company, often classified as a fixed or

capital asset. Properly recording this purchase ensures accurate reflection of the company's assets

and liabilities. It also impacts depreciation calculations, which in turn influence net income and taxable

income.

Accounting for the Purchase

Recording the Asset

When the company purchases the van, it must be recorded on the balance sheet as a fixed asset. The

journal entry typically involves debiting the asset account and crediting cash or accounts payable.

Sample Journal Entry:

| Account | Debit | Credit |

|---------------------|-----------|----------|

| Delivery Van | $24,800 | |

| Cash / Accounts Payable | | $24,800 |

This entry increases the company's assets and decreases its cash or increases liabilities, depending

on the payment method.



Initial Cost Basis

The initial cost basis for the van is $24,800. This amount will be used for depreciation calculations over

the asset's useful life.

Depreciation Methods and Calculations

Depreciation is a method of allocating the cost of a tangible asset over its useful life. It reflects the

wear and tear, obsolescence, and usage of the asset.

Common Depreciation Methods

- Straight-Line Method

- Declining Balance Method

- Units of Production Method

The choice of method depends on the company's accounting policies and the nature of the asset.

Applying the Straight-Line Method

The straight-line method is the simplest and most commonly used for vehicles. It assumes equal

expense allocation over the useful life.

Steps to calculate annual depreciation:

1. Determine the depreciable amount:

`Depreciable Amount = Cost - Salvage Value`

2. Calculate annual depreciation expense:



`Depreciation Expense = Depreciable Amount / Useful Life`

Example Calculation:

Assuming a useful life of 5 years:

- Depreciable Amount = $24,800 - $3,300 = $21,500

- Annual Depreciation Expense = $21,500 / 5 = $4,300

Since the van was purchased on October 1, Year 1, the company might consider partial-year

depreciation for Year 1.

Partial Year Depreciation:

- Time in Year 1: 3 months (October, November, December)

- Year 1 Depreciation = $4,300 × (3/12) = $1,075

Accounting for Depreciation

Each year, the company records depreciation expense, reducing the book value of the asset.

Sample Entry for Year 1:

| Account | Debit | Credit |

|---------------------------|---------|---------|

| Depreciation Expense | $1,075 | |

| Accumulated Depreciation | | $1,075 |

This process continues annually, adjusting for partial periods as needed.



Impact on Financial Statements

Balance Sheet

The van appears under fixed assets, initially at its purchase price, less accumulated depreciation. Over

time, the book value decreases, reflecting wear and tear.

Example:

| Asset | Amount |

|---------------------|----------|

| Delivery Van (Cost) | $24,800 |

| Less: Accumulated Depreciation (Year 1) | $1,075 |

| Book Value (End of Year 1) | $23,725 |

Income Statement

Depreciation expense appears as an operating expense, reducing net income.

Tax Implications and Benefits

Proper depreciation accounting impacts taxable income. Businesses can often deduct depreciation

expenses, reducing their tax liability.

Section 179 and Bonus Depreciation

In some jurisdictions, companies may be eligible for accelerated depreciation methods such as Section

179 or bonus depreciation, allowing for larger deductions in the initial years.



Tax Planning Strategies

- Maximize deductions through allowable depreciation methods.

- Plan for partial-year depreciation when assets are purchased mid-year.

- Consult with tax professionals for compliance and optimization.

Alternative Depreciation Approaches

Declining Balance Method

This method accelerates depreciation expenses in the early years of the asset's life, which can be

advantageous for tax purposes.

Units of Production Method

If the van's usage varies significantly, depreciation based on miles driven might be more accurate.

Remaining Salvage Value and Asset Disposal

When the van reaches the end of its useful life or is sold, the company must:

1. Calculate the net book value.

2. Determine any gain or loss on disposal:

- Gain if sale price exceeds book value.

- Loss if sale price is less than book value.

3. Record the disposal in the accounting records.



Example:

If after 5 years, the van is sold for $2,500:

- Book value: approximately $3,300 (salvage value) or adjusted based on accumulated depreciation.

- Recognize gain or loss accordingly.

Conclusion: Managing Vehicle Assets Effectively

Purchasing a delivery van involves careful accounting and strategic depreciation planning. By

understanding the purchase details, selecting appropriate depreciation methods, and accurately

recording asset values, companies can ensure their financial statements reflect a true and fair view of

their assets. Proper management not only aids in compliance with accounting standards but also

provides valuable insights for operational and financial decision-making.

For business owners, staying informed about depreciation options and tax implications can lead to

significant savings and optimized asset utilization. Regularly reviewing asset life and salvage value

estimates ensures depreciation remains aligned with actual usage and market conditions.

Whether your company uses straight-line or accelerated depreciation, the goal remains the same: to

accurately reflect the asset’s consumption over its useful life while optimizing tax benefits. By following

best practices in asset management and depreciation accounting, your business can maintain financial

health and readiness for future growth.

---

Note: Always consult with professional accountants or financial advisors to tailor depreciation

strategies to your specific circumstances and ensure compliance with local regulations.



Frequently Asked Questions

How is the depreciation of the delivery van calculated using the

straight-line method for Year 1?

The depreciation expense is calculated by subtracting the salvage value from the purchase cost and

dividing by the useful life. For example, if the useful life is 5 years, depreciation = ($24,800 - $3,300) /

5 = $4,900 annually. Since the van was purchased on October 1, Year 1, depreciation for Year 1

would be proportional to 3 months: $4,900 × (3/12) = $1,225.

What financial statement impacts does the van purchase have in the

first year?

The purchase increases the company's assets through the delivery van account and decreases cash

or increases liabilities if financed. Over time, depreciation expense reduces net income, and

accumulated depreciation reduces the book value of the asset on the balance sheet.

How do you record the purchase of the delivery van in the company's

accounting journal entries?

The journal entry on October 1 would be: Debit 'Delivery Van' for $24,800 and Credit 'Cash' or

'Accounts Payable' for $24,800. At year-end, depreciation expense of $1,225 (for three months) would

be debited, and accumulated depreciation credited.

What is the significance of the salvage value in calculating

depreciation for the delivery van?

The salvage value represents the estimated residual value of the van at the end of its useful life. It is

subtracted from the cost to determine the total amount to be depreciated over its useful life, ensuring

the asset is not depreciated below its expected residual value.



If the company uses the declining balance method instead of straight-

line, how would depreciation for Year 1 be calculated?

Using the declining balance method, depreciation is calculated as a fixed percentage of the book value

at the beginning of each period. For example, if the rate is double straight-line (40%), depreciation for

Year 1 would be 40% of $24,800 = $9,920, with adjustments made to not depreciate below salvage

value over the asset's useful life.

Additional Resources

Delivery Van Acquisition: A Comprehensive Analysis of Cost, Depreciation, and Financial Impact

When a company invests in a delivery van, such as the purchase of a vehicle for $24,800 with an

expected salvage value of $3,300 on October 1 of Year 1, it marks a significant step in expanding

operational capacity. This article provides an in-depth exploration of the key accounting principles,

depreciation methods, and financial considerations involved in such a purchase, offering valuable

insights for managers, accountants, and financial analysts alike.

---

Understanding the Purchase: Cost and Salvage Value

Defining the Purchase Cost

The initial cost of a fixed asset like a delivery van encompasses all expenses necessary to acquire the

vehicle and prepare it for use. In this case, the purchase price is $24,800. This amount includes:

- Purchase price negotiated with the seller

- Taxes (sales tax, VAT if applicable)



- Registration and licensing fees

- Delivery charges (transportation costs to move the vehicle to the company's premises)

- Any modifications or initial inspections required before the vehicle starts operations

Salvage Value Significance

Salvage value, also known as residual value, is the estimated amount the company expects to recover

at the end of the vehicle's useful life. Here, the salvage value is $3,300, anticipated as of October 1 of

Year 1. This figure is crucial for calculating depreciation, as it represents the vehicle's estimated worth

after depreciation over its useful life.

---

Determining the Useful Life and Depreciation Method

Estimating the Useful Life

Before depreciation calculations can commence, the company must estimate how long the van will be

useful in operations. Factors influencing this include:

- Industry standards for vehicle lifespan

- Expected wear and tear based on usage

- Technological obsolescence

- Maintenance records

Suppose the company estimates the van's useful life at 5 years. This assumption significantly impacts

depreciation expenses and financial planning.

Choosing a Depreciation Method



Various methods exist to allocate the cost of a fixed asset over its useful life. The most common

include:

- Straight-Line Method: Equal expense allocation each year

- Declining Balance Method: Accelerated depreciation, higher expense in early years

- Units of Production Method: Based on usage or mileage

For simplicity and consistency, many companies prefer the straight-line method, especially for assets

like delivery vans with predictable usage.

---

Calculating Depreciation: A Step-by-Step Approach

Step 1: Determine the depreciable amount

\[

\text{Depreciable Amount} = \text{Cost} - \text{Salvage Value}

\]

\[

= \$24,800 - \$3,300 = \$21,500

\]

Step 2: Calculate annual depreciation expense

Using the straight-line method over 5 years:

\[

\text{Annual Depreciation} = \frac{\text{Depreciable Amount}}{\text{Useful Life}}



\]

\[

= \frac{\$21,500}{5} = \$4,300

\]

This means each year, the company recognizes depreciation expense of $4,300.

Step 3: Adjust for partial years

Since the vehicle was purchased on October 1, Year 1, the depreciation for the first year should be

prorated:

- Number of months in Year 1: October, November, December = 3 months

- Total months in the year: 12

Pro rated depreciation:

\[

\text{Depreciation for Year 1} = \$4,300 \times \frac{3}{12} = \$1,075

\]

Step 4: Depreciation for subsequent years

From Year 2 onwards, the full annual depreciation of $4,300 applies, unless there's a change in

estimates or other accounting adjustments.

---



Accounting for the Purchase and Depreciation

Initial Journal Entry

At the date of purchase (October 1, Year 1):

| Account | Debit | Credit |

|---|---|---|

| Delivery Van (Asset) | \$24,800 | |

| Cash / Accounts Payable | | \$24,800 |

This entry recognizes the asset acquisition.

Monthly or Annual Depreciation

At the end of Year 1, the depreciation expense of $1,075 is recorded:

| Account | Debit | Credit |

|---|---|---|

| Depreciation Expense | \$1,075 | |

| Accumulated Depreciation | | \$1,075 |

This reduces the net book value of the van on the balance sheet.

---

Impact on Financial Statements

Balance Sheet



- The initial asset is recorded at \$24,800.

- Accumulated depreciation reduces the book value over time.

- After Year 1, net book value:

\[

\$24,800 - \$1,075 = \$23,725

\]

Income Statement

- Depreciation expense of \$1,075 reduces net income for Year 1.

- Consistent depreciation expenses of \$4,300 annually are recognized in subsequent years.

---

Additional Considerations in Asset Management

Maintenance and Operating Costs

While depreciation accounts for the reduction in asset value, ongoing maintenance costs are separate

expenses. Regular servicing ensures the van remains operational, influencing the actual useful life and

potentially adjusting depreciation estimates.

Residual Value Reassessment

Quarterly or annual reassessment of salvage value might be necessary to reflect market conditions. If

the salvage value decreases or increases, depreciation calculations should be adjusted accordingly.

Disposal and Replacement



At the end of the asset's useful life, or sooner if the asset becomes obsolete, the company must

record the disposal of the van. The net book value at disposal and any gain or loss are recognized in

the financial statements.

---

Strategic Implications of Asset Purchase

Operational Efficiency

Investing in a reliable delivery vehicle enhances the company's distribution capabilities, potentially

leading to faster deliveries, improved customer satisfaction, and increased sales.

Financial Planning and Budgeting

Understanding depreciation impacts helps in accurate budgeting, tax planning, and assessing the true

cost of operations.

Tax Considerations

Depreciation expenses are deductible, reducing taxable income. The choice of depreciation method

and useful life influences tax liabilities.

---

Conclusion: A Holistic View of Asset Investment

Purchasing a delivery van for $24,800 with a salvage value of $3,300 involves careful consideration of



initial costs, depreciation methods, useful life estimations, and ongoing operational factors. Employing

the straight-line method offers simplicity and predictability, but companies should remain flexible to

adjust depreciation schedules based on actual usage and market conditions.

This investment not only affects financial statements but also operational efficiency and strategic

planning. Proper accounting for the van ensures transparent reporting, compliance with accounting

standards, and sound financial management, ultimately supporting the company’s growth and service

excellence.

---

In summary, a purchase of this nature is more than a simple transaction; it is a strategic asset that

requires meticulous accounting, prudent depreciation planning, and ongoing management to maximize

its value and contribution to the company's success.
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