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Nearly all businesses have assets that they use to generate their income, but the value of many of these assets changes through use, which can make it difficult to assign an accurate book value for inclusion in a company's financial reports. This guide will examine several different types of assets and the methods used to calculate their value for inclusion in financial reports. The discussion will be limited to procedures and practices associated with the cost principle and will begin with defining exactly what constitutes an asset, before moving on to look at fixed assets and depreciation.
Assets
At its core, an asset is a resource controlled by a company that will provide future benefits for that company (Weygandt, Chalmers, Mitrione, Kieso, Fyfe, & Kimmel, 2010, p. 15). There are many different types of asset including, but not limited to, cash, machinery, vehicles, land, contracts, copyright, and patents. Control is the defining characteristic of whether something can or cannot be included as an asset in the financial reports of a company. For the establishment of control, a company needs to show that there was an event or transaction in the past that will direct the future economic benefits of the controlled item to the company (Deegan, 2010, p. 62). Ownership is not an absolute necessity to establishing control because there are various lease and rental agreements that cut the tie between ownership of the item and control of future economic benefits that flow from the item. For example, some vehicle leasing agreements give control of the vehicle to the leaseholder and not the owner.
Fixed Assets
The fixed assets of a business are its property, plant, and equipment (PPE), which all share three defining characteristics: (i) they are physical objects, (ii) they are not for sale, and (iii) they are integral to the operation of a business (Weygandt et al, 2010, p. 407). When accounting for fixed assets, it is important to remember that it is an asset's value and the way that it changes over time that is of most concern.
The cost principle requires that fixed assets be recorded at their cost price (2010, p. 407). Calculating the cost of a fixed asset has two components. The first is the cost of acquisition of the asset, and the second is the sum of the incidental costs incurred in making the asset functional. For example, Hack'n'Slash Network Computers purchased a new building to expand its retail network. The price tag on the building was $100,000, which was its direct acquisition cost. But the price tag alone did not constitute the entire cost of the building. There were also incidental expenses, made up of $1,500 for legal fees to transfer the title, and $2000 to update the electrical wiring. Therefore, the cost of the building to Hack'n'Slash was (100,000 + 1,500 + 2,000) = $103,500.
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