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		Though it may be long, the useful life of a  xed asset is limited Eventu  ally the asset will lose all productive worth and will possess only salvage value or scrap value The accrual basis of accounting demands a periodby-period matching of costs against derived revenues Hence the cost of a  xed asset (over its scrap value) is distributed over the asset s entire es  timated lifetime This spreading of the cost over the periods that receive bene ts is known as depreciation To determine depreciation expense for a  xed asset, we need the fol  lowing information: 1 Cost The total purchase price of the item, including its initial cost, transportation, sales tax, installation and any other expense to make it ready for use 2 Estimated Useful Life The projected life during which the busi  ness expects the asset to function.
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A line passes through the center of a circle if it is perpendicular to a tangent at its point of contact.
Thus if AB is tangent to circle O at P in Fig. 6-18, and CP ' AB at P, then CP extended will pass through the center O.
PRINCIPLE 5:
The segment from the center of a circle to an outside point bisects the angle between the tangents from the point to the circle.
Fig. 6-19
The line of centers of two circles is the line joining their centers. Thus, OO9 is the line of centers of circles O and O9 in Fig. 6-20.
This may be expressed in years, miles, units of production, or any other measure appropriate 3 Residual Value Also called scrap or salvage value, residual val  ue is the estimated value of the asset when it is fully depreciated When subtracted from the cost of the asset, it produces the  depreciable cost  Depreciation decreases the  xed asset s book value and also de  creases capital Depreciation is considered an operating expense of the business It may be recorded by an entry at the end of each month or at the end of the year, usually depending on the frequency of preparing    nancial statements Fixed assets are recorded at cost and remain at that  gure as long as they are held The depreciation taken to date is shown as a credit in the contra asset account Accumulated Depreciation and is deducted from the asset account on the balance sheet.
Fig. 6-20
Fig. 6-21
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