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When a company acquires a long-term asset like a truck, understanding the
proper accounting treatment of all associated costs is essential. These costs
include the purchase price, applicable sales tax, shipping expenses, and any
other costs necessary to bring the asset to its intended use. Properly
capitalizing these costs ensures accurate financial statements and compliance
with accounting standards. This article explores how Ngo Company should
record the purchase of the truck, the components that comprise the total
cost, and best practices for accounting for such acquisitions.

Understanding the Components of the Purchase
Price

1. The Purchase Price

The initial cost of the truck is $54,000. This represents the agreed-upon
amount paid to the seller for the vehicle itself, exclusive of any additional
costs.

2. Sales Tax

Sales tax of $5,400 is payable on the purchase. This tax is a mandatory
government levy based on the purchase price and is directly attributable to
acquiring the asset.

3. Shipping Costs

Shipping costs of $1,200 are incurred to transport the truck from the
seller’s location to Ngo Company’s premises. These transportation costs are
necessary to deliver the asset to its intended location for use.



Accounting for the Costs of the Truck

1. Capitalizing the Asset

According to generally accepted accounting principles (GAAP) and
International Financial Reporting Standards (IFRS), all costs necessary to
acquire an asset and prepare it for use should be capitalized. This means the
total cost of the truck includes the purchase price, sales tax, and shipping
costs.

2. Exclusions from Capitalized Cost

Any costs that are not directly attributable to bringing the asset to its
intended use, such as administrative expenses, insurance during transit (if
not paid upfront), or maintenance costs, should be expensed as incurred.

3. Calculating the Total Capitalized Cost

The total cost to be recorded on Ngo Company’s balance sheet is:
e Purchase Price: $54,000
e Sales Tax: $5,400

e Shipping Costs: $1,200

Total capitalized cost = $54,000 + $5,400 + $1,200 = $60,600

Journal Entries for Recording the Purchase

1. Initial Recognition

To record the acquisition, Ngo Company would make the following journal
entry:

Dr. Truck (Asset) .......iiiiiiiiinnenns $60,600
Cr. Cash or Accounts Payable .......... $60,600

This entry recognizes the truck as a long-term asset at its total capitalized
cost.



2. Breakdown of the Entry

- The debit to the Truck account increases the asset account, reflecting the
value of the truck on the company's books.

- The credit to Cash or Accounts Payable indicates the company’s obligation
or payment for the asset.

Implications for Financial Statements

1. Impact on the Balance Sheet

The truck will appear under property, plant, and equipment at its capitalized
cost of $60,600. This increases the company's assets and reflects the
investment made in the asset.

2. Depreciation Considerations

Over the useful life of the truck, Ngo Company should systematically allocate
the cost through depreciation. Factors influencing depreciation include:

e Estimated useful life
e Salvage value

e Depreciation method (e.g., straight-line, declining balance)

Proper depreciation ensures expense recognition aligns with the asset's usage
and economic benefits.

3. Income Statement Effects

While the initial purchase increases assets, depreciation expense related to
the truck will be recorded periodically, affecting net income over time.

Additional Considerations and Best Practices



1. Capitalization of Related Costs

Ngo Company should ensure that only costs directly attributable to bringing
the truck to usable condition are capitalized. For example:

e Transportation costs
e Purchase-related taxes

e Preparation costs (e.g., inspection, modifications)

2. Costs Not to be Capitalized

Expenses such as:
e Routine maintenance

e Insurance during transit (unless paid upfront and included in the asset
cost)

e Repairs after acquisition

should be expensed as incurred.

3. Documentation and Recordkeeping

Maintaining detailed records of all costs associated with the asset is
crucial for audit purposes and accurate financial reporting.

4. Tax Implications

The capitalized costs may influence tax depreciation deductions. Consulting
with tax professionals ensures compliance with tax laws and maximizes
allowable deductions.

Conclusion

Proper accounting treatment of asset purchases like Ngo Company’s truck
acquisition is vital for accurate financial reporting. All costs necessary to
acquire and prepare the asset for use—namely the purchase price, sales tax,
and shipping costs—should be capitalized into the asset’s cost basis.
Consequently, the total recorded amount for the truck will be $60,600, which



will be depreciated over its useful life. Adhering to these practices ensures
compliance with accounting standards, provides clear financial insights, and
aids in effective asset management.

By understanding the components of the purchase and applying correct
accounting procedures, Ngo Company can accurately reflect its assets on the
balance sheet and ensure proper expense recognition over time.

Frequently Asked Questions

How should Ngo Company record the total cost of the
truck including purchase price, sales tax, and
shipping costs?

Ngo Company should record the truck's cost at $60,600, which includes the
purchase price of $54,000, sales tax of $5,400, and shipping costs of $1,200,
as these are all capitalizable costs related to acquiring the asset.

Is sales tax on the purchase of a truck considered
part of the asset's cost?

Yes, sales tax on the purchase is included in the cost of the asset because
it is a necessary expense to acquire the truck and prepare it for use.

Should shipping costs be included in the asset's
capitalized cost for Ngo Company?

Yes, shipping costs are included in the capitalized cost of the truck because
they are directly attributable to bringing the asset to its intended location
and condition for use.

How does the inclusion of sales tax and shipping
costs affect Ngo Company's depreciation
calculations?

Including sales tax and shipping costs in the asset's initial cost increases
the basis for depreciation, thereby potentially increasing depreciation
expense over the asset's useful life.

What accounting entry would Ngo Company make to
record the purchase of the truck and related costs?

The journal entry would debit the Truck asset account for $60,600 and credit
Cash or Accounts Payable for the same amount, reflecting the purchase price,



sales tax, and shipping costs combined.

Are there any other costs Ngo Company should
consider when capitalizing the truck?

Yes, any additional costs necessary to prepare the truck for use, such as
installation or modifications, should also be capitalized if applicable.

Additional Resources

Analyzing the Acquisition of a Truck by NGO Company: Financial Implications
and Accounting Perspectives

Introduction

In the realm of non-governmental organizations (NGOs), operational efficiency
and prudent financial management are essential for fulfilling their missions
sustainably. When NGOs acquire capital assets such as trucks, understanding
the full scope of costs involved is crucial-not only for accurate financial
reporting but also for strategic planning and resource allocation. Recently,
NGO Company purchased a truck at a cost of $54,000, with additional expenses
including sales tax of $5,400 and shipping costs amounting to $1,200. This
transaction encapsulates several key accounting principles and financial
considerations that warrant a detailed review.

This article aims to dissect this procurement, examining the components of
the total cost, their implications for accounting treatment, and broader
insights into asset capitalization within NGO financial frameworks. By
exploring each element meticulously, stakeholders can better appreciate how
such transactions influence financial statements and organizational decision-
making.

Section 1: Breakdown of the Purchase Cost

1.1 The Base Purchase Price

The core of the transaction is the truck’s purchase price, set at $54,000.
This figure represents the negotiated amount payable directly to the seller
for acquiring the asset. In accounting terms, this amount is the initial cost
of the asset and forms the basis for subsequent capitalized costs.

1.2 Sales Tax — A Necessary Expense

The sales tax of $5,400 is an obligatory government levy applied to the
purchase of tangible assets such as vehicles. From an accounting perspective,



sales tax is viewed as a cost directly attributable to acquiring the asset,
and thus, it should be included in the asset's capitalized cost.

- Implication: Including sales tax in the asset's cost ensures accurate
valuation and depreciation calculations over the asset's useful life.

1.3 Shipping Costs — Transportation Expenses
Shipping costs of $1,200 account for the transportation of the truck from the
seller to NGO Company’s location. This expense is also considered a necessary

expenditure to bring the asset to its intended use, qualifying it for
capitalization.

- Implication: Capitalizing shipping costs aligns with accounting standards
that stipulate all costs necessary to prepare an asset for use should be
included in its initial cost.

1.4 Total Capitalized Cost Calculation

Adding these components yields the total capitalized cost of the truck:

| Component | Amount |

| Purchase Price | $54,000 |

| Sales Tax | $5,400 |

| Shipping Costs | $1,200 |

| Total Cost | $60,600 |

This comprehensive figure ($60,600) represents the initial asset cost on the

NGO’'s balance sheet, forming the basis for depreciation and future financial
reporting.

Section 2: Accounting Treatment of the Acquisition

2.1 Recognizing the Asset

Under generally accepted accounting principles (GAAP) and International
Financial Reporting Standards (IFRS), NGOs are required to recognize capital
assets at their cost basis. This includes all expenditures necessary to
acquire the asset and prepare it for use.

- Initial Entry: The journal entry upon purchase would typically be:

Debit: Property, Plant, and Equipment (Truck) $60,600
Credit: Cash or Accounts Payable $60,600

- Rationale: This ensures the asset is recorded at its total acquisition



cost, including the purchase price, taxes, and shipping.
2.2 Depreciation Considerations

Once capitalized, the truck will be subjected to depreciation over its
estimated useful life. This process systematically allocates the asset’s cost
as an expense, matching the expense to the periods benefitting from the
asset.

- Depreciation Methods: Common methods include straight-line, declining
balance, or units of production.

- Impact of Cost Inclusion: Including all relevant costs ensures depreciation
accurately reflects the asset’s true value consumption.

2.3 Exclusions and Special Cases

While most costs are capitalized, some expenses—such as routine maintenance
or repairs—are expensed immediately rather than added to the asset’s cost. It
is crucial for NGOs to differentiate between costs that extend the asset’s
useful life and those that do not.

Section 3: Broader Financial and Strategic Implications
3.1 Impact on the NGO’s Financial Statements

The inclusion of the total cost ($60,600) influences several financial
statement components:

- Balance Sheet: Shows a higher initial asset value, which can improve the
organization’s asset base.

- Income Statement: Depreciation expenses will reduce net income over time,
affecting budget planning and reporting.

- Cash Flow Statement: The actual cash outflow is $60,600, but in practice,
payment might be staggered, affecting cash flow management.

3.2 Budgeting and Fund Allocation

For NGOs, understanding the total capital expenditure is vital for:

- Funding Requests: Demonstrating comprehensive asset costs can strengthen
grant applications.

- Resource Planning: Anticipating depreciation expenses aids in maintaining
operational budgets.

- Asset Management: Proper tracking ensures timely maintenance and
replacement planning.

3.3 Compliance and Transparency

Accurate recording of all costs associated with asset acquisition aligns with



transparency standards and regulatory compliance. It assures donors,
regulators, and stakeholders that funds are managed responsibly and in
accordance with accounting standards.

Section 4: Strategic Considerations for NGOs
4.1 Asset Lifecycle Management

NGOs should implement policies for managing assets, including:

Regular maintenance schedules.
Depreciation and impairment assessments.
Disposal procedures when assets reach end-of-life.

4.2 Cost-Benefit Analysis

Prior to asset purchase, NGOs should evaluate:

The expected useful life and residual value.
Operational efficiencies gained.
Potential impact on program delivery.

4.3 Environmental and Social Responsibility

Transporting and operating capital assets like trucks have environmental
implications. NGOs should consider:

- Fuel efficiency.
- Emissions standards.
- Potential for adopting eco-friendly alternatives.

Conclusion

The purchase of a truck by NGO Company, totaling $60,600 inclusive of
purchase price, sales tax, and shipping costs, exemplifies the comprehensive
approach needed for accurate asset accounting and strategic resource
management. Recognizing all relevant costs ensures that financial statements
accurately reflect the organization’s assets, facilitating transparent
reporting and sound decision-making.

For NGOs, such transactions underscore the importance of meticulous financial
planning and adherence to accounting standards, which collectively bolster
organizational credibility and operational sustainability. As NGOs continue
to expand their reach and impact, understanding the financial nuances of
their capital investments remains a cornerstone of responsible management and
accountability.
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