
‘Expense’: scope and application
（会計基準：経費について）
Q: What is the meaning and scope of ‘expense’?

A:
The notion of ‘expense’ is a term with a broad definition which applies to a great number of events. An ‘expense’ is essentially an event which has the effect of decreasing the value in the firm either through an appreciation in liabilities or a depreciation in the value of assets. Ultimately this causes an ‘outflow’ or ‘depletion’. ‘Expenses’ encompass the cost of sales, wages and depreciation. The principal point of reference for the definition of ‘expense’ is provided by the Framework. 
‘Expense’ relates intrinsically to the equity of the firm. Upon the fluctuation in the value of assets or liabilities, it correspondingly results in a decrease in the equity of the firm. An expense may accrue in a variety of ways, each one fundamentally tied by the concept of future economic benefits. For example, the company acquiring a good and using it in the future, whether in one transaction or in several, or, the firm may use the good immediately. In each event, an expense is incurred which causes a decrease in economic benefit. 
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Q: How should a loss be treated in relation to ‘expenses’? 
A:
It is an important concept that losses constitute expenses. The Framework used here in Australia clearly categorises a loss as an ‘expense’. The practice of differentiating between expenses and losses occurring inside and outside of ordinary hours as ‘extraordinary’ in the income statement, breaches accounting standards and must be avoided. However, the alternate view, which distinguishes losses from expenses, remains in use internationally, implemented by the United States Financial Accounting Standards Board (FASB). 
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Q: What then is required to be presented on the income statement?

A:
The presentation of items on the income statement is strictly regulated (IAS 1/AASB 101Presentation of Financial Statements). It requires the presentation of the amount of revenue, finance costs, share of profit or loss of associates and joint ventures, tax expense, discontinued operations and profit and loss. Additionally, all items of income and expense are to be included in profit and loss. In the case of gains and losses flowing from remeasuring “available for sale financial assets”, they are to be recorded in equity. 
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Q: How should the value of depreciable assets be determined, for example, in the case that they have an operating life of several years or will not reach maturity for several years?

A:
There are a variety of options for recording when this circumstance arises. Essentially, the accountant has discretion as to how to proportion and match expenses against revenues in each successive period. For example, IAS 16/AASB 116 Property, Plant and Equipment allows for the determination of the value of a depreciable asset to be carried out using the most appropriate method, which best‘reflect(s) the pattern in which the asset’s future economic benefits are expected to be consumed by the entity’ (paragraph 60). Paragraph 62 lists several options, which are not exhaustive. 

1. Straight-line method: results in a constant charge over the useful life if the asset’s residual value does not change.
2. Diminishing balance method: results in a decreasing charge over the useful life.
3. Units of production method: results in a charge based on the expected use or output.
That method is applied consistently from period to period unless there is a change in the expected pattern of consumption of those future economic benefits.
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Q: How should donations be recorded? Are they expenses?

A:
In the case where there is no output of value or ‘outflow’, for example in the case of a donation, no expense is incurred. Conversely, it is suggested that in such a case, the event should be recorded in the asset account and the credit to the general reserve. It is integral that the depreciation in value of such a donation is not recorded as an expense for the firm. Alternatively, an accountant could record the donation as a depreciation expense on the grounds of the costs associated with using the donation; if, for example, it is a tangible item. This view is forwarded by Godfrey, Hodgson, Holmes and Tarca in Accounting Theory (6th ed), 2007. 
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Q: How is the definition of ‘expense’ interpreted?

A:
Care must be taken when interpreting the definition. The definition may blur the finer subtleties possible when treating a cost. Godfrey et al advise that a cost ordinarily represents an item or event of value, in most cases it is an asset, but may also be share capital. In the latter case, if there is a decrease in equity it may reflect an expense.
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Q: Can events constitute an interest expense when they are not assets, liabilities or shareholders’ equity?

A:
Essentially yes, they can, in certain circumstances. Godfrey et al give the example of the case of amortization of debentures which are issued at either less or more than their nominal value. An issue of debentures in either fashion offsets and balances the cash amount of interest, which ultimately alters the sum of interest expense.  


The IAS 23/AASB 123 Borrowing costs similarly provides the core principal that borrowing costs incurred to enable the acquisition of an asset, may be included as part of the cost of that asset. Other borrowing costs are recognised as an expense.
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