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‘@J Unit - 3 :: Measurement of Business Income

Capital Expenditure : Capital expenditure can be defined as
(© aditure incurred on the purchase, alteration or improvement of fixed
pe xample, the purchase of a car to be use to deliver goods is

elS. For € x . : y
:;:,ital expenditure. Included in capital expenditure are such costs as:

t i pelivery of fixed assets;
. i) [nstallation of fixed assets;
p [mprovement (but not repair) of fixed assets;
(iv) Legal costs of buying property;
) Demolition costs;
(vi) Architects fees:;
es v
: (és °§ Revenue Expenditures : Revenue expenditure is expenditure incurred
ginning g in the running / management of the business. For example, the cost of
In a 2OV4 petrol or diesel for cars is revenue expenditure. Other revenue expenditure:
dr?wm 8 i) Maintenance of Fixed Assets;
3 PONS (i) Administration of the business;
| (iij)  Selling and distribution expenses.
Capitalized Expenditure : Expenditure connected with the purchase
“| of fixed asset are called capitalized expenditure e.g. wages paid for the
installation of machinery.

18. What are the treatment
Expenditures?

of Capital and Revenue
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et) and at times unexpired costs are also treated as assets.
se is an example for such unexpired costs (treated as assets).
certaining all revenues (as in Step 2) and expenses (as4n
d to earn revenues, business income is calculated by
e Statement (Profit and Loss Account) for the accoumin'g

of an 8sS
id expen
guep 42 ATIET 2
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Explain the salient features of business income.

gost

e ¢, ' 15
o Ans : Some of the special features of business income are detailed
§ as follows:
£ Pering : : ' :
Accounting period convention: The very first step in the

. S (a
;Tm o ﬁo)mputation.of busilj.ess income is the determination of accounting period.
the ¢ O} 5. business INcCOme 1S based on the accounting period convention. It reflects
o 1. the financial position of the business entities for a specified accounting
> basis, period.
ed and

. Once (b)\/gévenue principles: Business income 1S also based on the

revenue principles, as the computation of business income requires the

clating
whic f definition, measurement and recognition of revenue. /
begins § (c) Realisation concept: This concept plays a vital role in revenue

recognition. Realisation concept is another important feature of business

income.

(d) Objective evidence: All transactions relating to measurement of
business income are based on objective evidence. They are verifiable;
thereby depicting a true and accurate figure on net income arrived at.
Only the actual transacti ns which occurred in the specified accounting

L |

k.
ncome measures €Xpenses in terms of

M

revenue with related cost or
ylied for the business income

epresents the excess of the
f the previous year. Future
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4 Unit - 3 :: Measurement of Business Income

you mean by “matching principle™?

what do
h to measurement of net income of the business is

e ﬂ:s ; This 8PPrO2®
s " ".*matchi“g of incomes and expenses.” This concept of matching principle
Finney and Miller: “The concept of business income is a

is gefined BY * :
¢ of matching revenue with related cost or expense, that is, if revenue

gﬂized matte Ty
Eamed is deferred because 1t 15 regarded as not yet earned, all elemgnts of
b“iti% expenses related to su'ch deferred revenue .mus.t be defer_red also in order
es a % achiCVe- a ma.tchmg gf revenue which is essential tp a prgper
)ens: Jetermination of income.” Expenses that are dlrec.tly assoc'late.d wnh a
| Whes pmicular type of revenue are recognised expenses 1n th; period in which
0 the revenues are recognised. Expenses that are not directly associated
with revenues are treated as expenses of the period in which they are
>S are recognised.
e 11. What is «realisation concept™? \V
ment Ans : This concept speaks about recording of only those transactions
crual which are actually realized. For example Sale or Profit on sales will be
nding taken into account only when money s realized i.e. either cash is received
'ts & or legal ownership is transferred.
12. Explain the term “gccounting period.”
Ans : Determination of accounting period. First, the accounting period
has to be determined for computing the business income. A pre-determined
\ting and.speci.ﬁed period of time is the basic.: need for t.he measurement of
ot business income. Generally, the accounting period is of 12 rflon.ths, i.e.
one year. The financial statement should be prepared on a periodic basis.
3 'o The notion of realisation, matching and accounting are interrelated and

ned in the absence of any of the three. Once
can be matched with revenues, relating
year is the accounting period which

 whereas a financial year begins

-t

: concept of income?
xsumption in a specified period
< that the economic income
ets” and “capital.” According
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Unit - 3 :: Measurement of Business Income

Transaction Approach : Transactions are mostlzj/ rcl:lla;]ed to produc_‘ifx
or the purchase of goods and the sale of goods an ah t esettr;;‘r;sactmm
directly or indirectly related to the rgvenue or to the co;o.r rgef%
surplus collection of the revenue by selling gpods, spe;: over : ,: » \ij.c(;l o
or purchasing the goods is the measure of income. 11is syste > idel
followed by the enterprises where double entry system adopted.

/1 Which are factors helpful in Measurement of Busines
Income? ‘

Ans : There are following two factors which are helpful in the
) estimation of an income :

Revenues : Sale of goods and rendering of services are the way to
generate revenue. Therefore, it can be defined as consideration, recovered
by the business for rendering services and goods to its customers.

Expenses : An expense is an expired cost. We can say the cost that
- have been consumed in a process of producing revenue are the expired

cost. Expenses tell us - how assets are decreased as a result of the services
performed by a business.

Measurement of Revenue : Measurement of the revenue is based on
an accrual concept. Accounting period, in which revenue earned, is the
period of revenue accrues. Therefore, a receipt of cash and revenue
earned are the two different things. We can say that revenue is earned
only when it is actually realized and not necessarily,

Measurement of Expenses : In case of deli
is a direct identification with the revenue.

when it is received.

very of goods to its customers

$ are an indirect association with the revenue
otevents that need proper consideration about as o
and expenditure and cash payment made i
1s “Expenditure, which are expenses of t°

® made prior to this period and has beco™

RAdi:Zp l'(
this year, becomes expense in the ’:’;;
WPI€, purchase of fixed assets and depre’®

/

-
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o Ans : Some of the special features of business income are detailed
§ as follows:
£ Pering : : ' :
Accounting period convention: The very first step in the

. S (a
;Tm o ﬁo)mputation.of busilj.ess income is the determination of accounting period.
the ¢ O} 5. business INcCOme 1S based on the accounting period convention. It reflects
o 1. the financial position of the business entities for a specified accounting
> basis, period.
ed and

. Once (b)\/gévenue principles: Business income 1S also based on the

revenue principles, as the computation of business income requires the

clating
whic f definition, measurement and recognition of revenue. /
begins § (c) Realisation concept: This concept plays a vital role in revenue

recognition. Realisation concept is another important feature of business

income.

(d) Objective evidence: All transactions relating to measurement of
business income are based on objective evidence. They are verifiable;
thereby depicting a true and accurate figure on net income arrived at.
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