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Abstract

Income is the gross inflow of economic benefits during the accounting period,
which results from the regular activities of a business entity and which results in
an increase in its capital, except for increases related to the contributions of
capital owners. There are different names for certain types of income: income
from sales, commissions, interest, dividends, royalties. The standard is applied for
the accounting inclusion of income arising from the following transactions and
events: sale of goods, provision of services and use of assets of the business entity
by others, which generate income in the form of interest, royalties and dividends.
The framework and almost all IAS and IFRS refer, in part, to revenues, in terms of
their: definition, origin and structure: accounting coverage. Therefore, the
question can be raised whether IAS 18 is not a repetition of what other accounting
standards and the Framework contain about income.

Keywords: accounting treatment of income, financial operations
Introduction
Generally speaking, revenues are recognized when: it is probable that future

economic benefits will flow to the business entity and when their amount can be
reliably determined. Revenues are valued at the gross fair value of the received
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compensation or receivables, less trade discounts and rebates. IAS 18 is consistent
with regard to the definition of income and the principle of the occurrence of a
business event, as a condition for the recognition of income, and it does not offer
any new knowledge in relation to other standards and the Framework. The
standard starts from the definition, from the Framework, that income is an
increase in economic benefits during the accounting period in the form of an
inflow or increase in assets or a decrease in liabilities, which result in an increase
in capital, not counting the increase based on the payments of participants in the
capital.

This standard deals with income "inside", ie. has in mind that income is generated
in various ways, i.e. that business events are different and that their origin is not
clear-cut and therefore neither are incomes.

IAS 18 deals not only with whether income can be recognized but also when it
can be recognized, i.e. whether the event actually occurred and how its occurrence
can be expressed through income. For example, if the installation of the
equipment has not been carried out, and it is an integral part of the transaction or
business event (according to IAS 18), there are no conditions for recognizing
revenue even though the equipment has been delivered (ASB, 2003). This is not a
deviation from the principle of the occurrence of a business event, but only its
complete identification in the function of the established recognition of income.

The aim of the paper is to explain the changes in other standards for the
application of this standard in relation to: what can be recognized as income from
certain business events or economic transactions; when income can be recognized
and accounted for. The standard for revenue recognition is based on the criteria of
the Framework, with the fact that it identifies the circumstances in which those
criteria will be met, in order for the revenue to be recognized.

This standard refers to revenues generated from: sales of goods; performance of
services; interest, royalties and dividends for funds provided for use by other
persons. Goods are understood to mean: products produced by a legal entity for
sale; goods purchased for resale; land and other real estate held for resale. The
provision of services under one contract may last for several accounting periods
(Camfferman & Zeff, 2015). If these services are connected within the
construction contract, such as engineering and design services, that income is not
processed within this standard, but is calculated in accordance with IAS 11.
Income based on assets given for use to another entity are: interest —
compensation for the use of cash, or cash equivalents, or for amounts owed to a
legal entity; royalties for the use of long-term assets of a legal entity (patents,
trademarks, copyrights and computer software); dividends from shares in the
capital of legal entities or banks, except for dividends from affiliated legal entities.
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Valuation and recognition of income from the sale of goods

The standard uses the concept of gross income, which means the full amount of
income without offsetting or reporting in net amounts, but not the parts that refer
to third parties, such as value added tax, etc.

Revenue is measured at the fair value of the consideration received or
consideration claimed. The amount of income based on a business transaction,
such as: the sale of goods and the performed service, is determined by an
agreement between the seller and the buyer, that is, the user of the service. This
agreed amount is expressed in the nominal amount of the received compensation
or claim, without any trade discounts and rebates agreed upon during the purchase
and sale, and generally corresponds to the fair value of the received compensation
or claim (Christensen & Nikolaev, 2017). This is in accordance with the stated
request.

Deviations from fair value are possible if the contracted nominal fee is paid on a
delayed basis, without interest or with interest that does not compensate for
changes in the value of money over time. In that case, the fair value of the
compensation may be lower than the nominally contracted amount that is claimed.
For example, if the payment is made after one year in the agreed nominal amount
of, for example, 100,000 dinars, then the fair value of the compensation for the
delivered goods is less than the agreed price, approximately by the amount of one
year's interest included in some placement that after one year provides together
with a capital inflow of 100,000 dinars. When contracting a deferred payment
based on a business and financial transaction, the fair value is determined at the
level of the net present value. It is obtained by discounting all future receipts
using an interest rate, which can be determined as the interest rate that is most
common for a similar instrument of an issuer with similar creditworthiness, or as
an interest rate that discounts the nominal amount of the instrument to the current
cash price of selling goods or services (IASB, 2018).

The fair value of the sold goods determined in this way is recognized in the
income of the accounting period when the goods are sold. The difference is
recognized as interest income in the accounting periods in which the collection of
deferred installments is due.

When goods or services are exchanged for other goods or services, then the
income is measured according to the fair value of the goods or services received.
If the fair value of the goods or services received cannot be reliably determined,
the income is determined according to the fair value of the goods or services sold
(Zeft, 2018).
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If the same or similar goods or services are exchanged in terms of nature and
value, this exchange is not considered to generate income. An example of such an
exchange is when legal entity "A" from Belgrade and legal entity "B" from
Krusevac exchange the same type of goods in order to complete the assortment of
goods in the stores of legal entity "A" in KruSevac and the stores of legal entity
"B" in Belgrade.

The basic issue is identifying the transaction, i.e. when income can be recognised,
which is what this standard insists on, based on the large differences in the
realization of income by various legal entities and various ways of carrying out
the realization of a job (Amacha & Dastane, 2017).

The income per transaction was realized as a whole when the process of
delivering the goods was completed. In certain circumstances, it is necessary to
apply recognition criteria to the components of a transaction (Savi¢ & Bonic,
2022). The transaction may include the delivery of goods and assembly or service
obligations. The delivery of the goods is then one component of the transaction.
Assembly is another. Servicing is the third component of a transaction. The
meaning of the requirements of the standard is to identify the part of the income
that refers to, in this case, the second and third components and to make that part
of the income according to the execution of those components of the transaction.

Example:

The product, i.e. the equipment, was delivered with the obligation of installation
and servicing within a warranty period of 12 months from the day of installation.
The total value of the transaction is 630,000 dinars. VAT of 18% is calculated on
it. The customer has confirmed receipt of the equipment and the invoice.

In accordance with the requirement of IAS 18:
- the invoice value of the machine of 500,000 dinars is paid on the day of

delivery;

- the value of the assembly service of 50,000 dinars is earned on the day of the
completed assembly;

- the service value of 80,000 dinars is paid according to the contract, for example,
quarterly or after the warranty period expires, regardless of whether there was an
expected volume of servicing.

Posting:
Ord. Account Descrintion Amount
Num.|[ Debit | Credit P Debit | Credit
1 2 3 4 5 6
1 202 Customers in the country 743.400
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Income from the sale of products and 500.000

612 services on the domestic market

491 Calpulated revenues of the future 80.000;
period - for service revenues
Deferred income and donations 50.000;

495 received - for assembly income

Obligations for value added tax on
invoices issued at the general rate

(except advances received) — for the 113.400
delivered equipment
Calculated revenues of the future 80.000,
period - for service revenues
Deferred income and donations 50.000
495 received - for assembly income

470

2 491

Income from the sale of products and 130.000
612 services on the domestic market for
equipment assembly and service

Production can be long-term (for example, building a ship or an industrial facility)
and extend over several accounting periods. These differences are differences in
the assessment of the occurrence of the event, which is a condition for the
recognition of income. Income is created and it does not have to be disputed
whether it exists, but it is a matter of determining the moment when it can be
determined and recognized.

Sale of goods - Income from the sale of goods should be recognized (paragraph
14) if all the following conditions are met (Dutta et al., 2020):

- when the legal entity has transferred to the buyer significant risks and
benefits from the ownership of the goods;

- when the legal entity does not retain direct participation in the management
resulting from ownership, nor does it retain control over the goods;

- when the amount of income can be reliably measured;

- when it is likely that the economic benefits from the transaction will flow to
the legal entity;

- when the costs that have already been incurred or will be incurred in
connection with the transaction can be reliably measured.

Fulfillment of the first condition depends on the transaction. This is realized
immediately in the sale of goods, i.e. in retail sales - when the sold goods are
charged immediately (Savi¢ et al., 2024). There are also such transactions in
which, due to the nature of the object of sale or delivery, risks based on ownership
are necessarily retained. That transaction cannot be considered as a basis for
revenue recognition.
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Examples of such situations are (Hindasah & Nuryakin, 2020):

- when a legal entity has undertaken an obligation for possibly unsatisfactory
performance, which is not covered by a guarantee;

- when the collection based on the sale is conditional on the income that the
buyer should realize from the sale of his goods;

- when the subject of the contract is the installation of the sold equipment,
and this obligation has not yet been fulfilled;

- when the buyer has a contractual right to cancel the purchase of goods,
which is why the seller assumes such a possibility.

There are also situations when retaining control of the goods sold is not a
limitation for revenue recognition. If it is agreed that the seller retains ownership
of the goods in order to ensure their payment, and that all other rights and risks
are transferred to the buyer, in that case it is a sale transaction and there are
conditions for revenue recognition (paragraph 17). Revenue may also be
recognized if, for example, it 1s probable that part of the goods will be returned, if
the seller can reliably estimate future returns and recognize a liability for returns
based on past experience and other factors (IAS 37).

Until there is a sufficient probability that economic benefits will flow to the legal
entity based on the transaction (which is a key criterion for revenue recognition),
revenue recognition is deferred. For example, the collection of exported goods
may be uncertain, due to measures prohibiting the transfer of funds from the
authorities of a foreign country, while all other conditions for the recognition of
income are met. Then there is no probability of an inflow of economic benefit to
the legal entity based on that sale. When the uncertainty is removed, income can
be recognized (paragraph 18). A distinction should be made between this
uncertainty and the uncertainty of collection of already recognized income. In the
second case, there was a condition for recognition of income at the moment of
delivery of the goods. Income income is not canceled, but an expense is
recognized in the amount of the probably uncollectible amount (Plumlee et al.,
2015).

Income and expenses for the same transaction are recognized simultaneously
(matching of income and expenses). Warranty costs and other costs that may
follow the delivery of goods can usually be predicted and measured, when other
conditions for revenue recognition are met. Income cannot be recognized when
expenses cannot be reliably measured. In such circumstances, any compensation
received should be treated as an advance liability (paragraph 19).

It can be concluded that the recognition of income requires a careful and
individual assessment of each transaction, in terms of whether the conditions from
paragraph 14 are met, i.e. whether the process of earning income from the sale of
goods or products is completed or mostly completed, so that, with certain
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provisions for subsequent foreseeable expenses, the recognition of income and
related expenses could be done (Sugiyanto & Sumantri, 2019).

Provision of services - There are services that are performed in a shorter period of
time. Income and expenses related to a specific service are recognized at the time
of completion of the contracted service. There are services, such as those in the
field of investment construction, when the execution of the entire contracted
service requires time longer than one accounting period. Respecting the principle
of the occurrence of a business event or transaction, it may be necessary to
recognize income and associated costs of the period in those cases as well.

When the result of a transaction involving the provision of services can be reliably
estimated, revenue should be recognized according to the degree of completion of
the transaction at the balance sheet date (paragraph 20). The result of the
transaction, in terms of realized income, can be reliably estimated when the
following conditions are met (Astami et al., 2017):

- if the amount of income can be reliably measured,;

- if it 1s likely that the economic benefits related to the performance of the
service will flow into the legal face;

- if the degree of service completion by the balance sheet date can be reliably
measured;

- if the incurred costs, due to the performance of the service up to the date of
the balance sheet, can be reliable measured.

The recognition of income according to the degree of completion, which is
expressed as a percentage of the total contract price, enables the income to be
recognized in the accounting period when it is realized. Revenue recognition, on
this basis, is dealt with by IAS 11. The requirements of that standard are in
agreement with this standard (paragraph 21).

As in the case of income from the sale of goods, the uncertainty in the collection
of all or part of the claim, arising when the service has already been performed
and the income recognized, is accounted for as an expense based on the correction
of the claim, and not as a reversal of income (paragraph 22).

The legal entity is able to reliably assess the probability of economic benefits
from the performance of the service (paragraph 23), if they have been agreed with
the other contracting party (Donatella et al., 2019):

- the rights of the contracting parties;

- fees to be exchanged;

- method and conditions of settlement of the obligation. The degree of
completion can be determined by:

- by inspecting and comparing the completed work according to the total
work;
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- according to the hours of work spent in relation to the total planned hours of
work for the execution of the contracted work;
- according to realized costs in relation to planned costs (paragraph 24).

If it 1s not possible to reliably measure the performance of the service (which may
be the case in the earlier stage of performance, when additional jobs appear whose
contracting or recognition by the service user is yet to follow, so the outcome is
uncertain), income should be recognized only up to the amount of incurred
recoverable costs ( paragraph 26 and 27).

If there is a high degree of uncertainty regarding the collection of the work
performed due to, for example, the investor's bankruptcy, the unpaid part of the
service is not recognized as income, and the incurred costs are charged to the
expenses of the period (Stankov & Roganovi¢, 2022; Savi¢ et al., 2023). When
the uncertainty is removed, revenues are recognized (paragraph 28) within the
amount receivable.

Valuation and recognition of income from interest, royalties and dividends

Interest, royalties and dividends - Income based on the funds of a legal entity used
by another entity, in the form of interest, royalties or dividends, should be
recognized (paragraph 30) under the condition (Zalata et al., 2018):

- that it is likely that the economic benefits associated with these transactions
will flow to the legal entity;
- that the amount of income can be reliably measured.

These revenues should be recognized (paragraph 30) on the following basis
(Svabova et al., 2020):

- interest should be recognized using the effective interest rate method, in
accordance with IAS 39;

- royalties for the use of funds should be recognized on the principle of
occurrence of the event, in accordance with the contract;

- dividends are recognized when the shareholder's right to receive dividend
payment is established, i.e. when the decision of the competent authority
paying the dividend is made, and not when the dividend is received.

The effective interest rate is the interest rate that equates the present value of
future income, during the lifetime of the asset or debt repayment, with the initially
stated amount of the asset (Dasi¢ et al., 2023).

On the example of the sale of goods on credit, the calculation of the amount of
interest recognized as interest income at the time of payment will be shown
(Milanovié, 2023).

Example:
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The legal entity sold the equipment at a price of 2,000,000 dinars, with payment
in installments without the agreed interest. If the agreed payment upon delivery of
the equipment, the buyer would have paid 2,000,000 dinars all at once. This
would correspond to the fair value of the equipment (Jankovi¢ & Golubovié,
2024). But, since the buyer pays for the equipment in installments over a period
of, for example, five years, it is likely that the fair value of the equipment will be
less than the agreed amount due to changes in the value of money over time. In
order to calculate this difference, which, in fact, represents the interest that is
recognized in income, during the collection of the contracted price of the
equipment, it is assumed that the prevailing (most common) interest rate at which
the customer could secure a loan for the purchase of the equipment would be 10%
per annum .

For five equal annual payments, if the first installment is paid at the end of the
first year, the total interest will amount to 483,800 dinars, and the fair value of the
equipment fee will be 1,516,200 dinars (2,000,000 — 483,800). Interest per year is
calculated as shown in the table:

T?heerg;? ' Should Principal ins;l;l(l)fléllqlent
1 2 3=(2x10%) 4(2-3) 5

Date of sale 1,516.200

End of first year 1,516.200] 151.620 248.380 400.000
End of second year 1,267.820 126.782 273.218 400.000
End of third year 994.602 99.460 300.540 400.000
End of fourth year 694.062 69.406 330.594 400.000
End of fifth year 363.468 36.532 363.468 400,000
In total - 483.800 1,516.200  2,000.000

According to this standard, the legal entity-seller should record the transaction
from this example as follows:

Ord. Account L Amount
: . Description : -
Num | Debit | Credit Debit Credit
1 2 3 4 5 6
1 034 |[Long-term loans in the country 2,360.000]
Income from the sale of products and
612 [services on the domestic market
1,516.200
491 Calculated income of the future period
483.800
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Obligations for value added tax on
issued invoices at the general rate
(except for advances received) - for
equipment sold on credit 360.000
2 241 Current (business) accounts 400.000

|[Long-term loans in the country - for 400.000
ayment of the first installment

Calculated income of the future period

470

034

3] 91 151.600

Interest income — for interest income 151.600
from the first installment

662

Fees from royalties charged for leased assets (software, patents, etc.) are realized
in accordance with the contract. Revenue recognition is possible: 1) if the contract
is concluded, 2) if the asset is transferred, 3) if a fixed fee is determined or the fee
is determinable, 4) if collection is probable (paragraph 33).

The right of a shareholder to receive a dividend on the capital of another legal
entity arises from the decision of the authority responsible for approving financial
statements (the shareholders' meeting) to pay dividends to shareholders. When
such a decision is announced, there are conditions for recognizing income based
on dividends. If after the end of the period, due to certain circumstances, it
becomes known that the payment of the dividend will be absent, the previously
recognized income (as in the case of the sale of goods and the provision of
services), through the correction of the claim for the dividend, is recognized in the
expenses of the period (Milenkovi¢ et al., 2023).

Conclusion

In order to properly apply the regulations and standards that regulate the
recognition and accounting measurement of income, the legal entity should
disclose: the adopted accounting policies for the recognition of income, including
the adopted method of determining the degree of service completion; the amount
of each significant category of recognized income based on: sales of goods,
services performed, interest, royalties and dividends (within the report; if
necessary, also in the notes); the amount of income generated by the exchange
within each category of income.

Any potential gain or loss is disclosed in accordance with IAS 37. These gains or
losses can arise most often based on the costs of guarantees, claims, but also other
events.

Real estate can be sold with a certain degree of continued involvement of the
seller, and the risks and benefits are not transferred. Such examples are contracts
on sale and repurchase, according to which the buyer is allowed to enter the
possession for a certain period of time or guarantees the return of the deposit
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during a certain period. In these cases, it is assessed what kind of transaction it is
and how it will be accounted for - whether as a sale, financing, lease or some
other arrangement for profit sharing. If revenue is generated, the contractual
arrangement may require deferred revenue recognition. Assembly services are
recognized in revenue according to the degree of completion of the assembly. If
the value of the assembly is insignificant (activating a television receiver,
assembly of furniture, etc.), it is recognized as income when the goods are sold.
Service costs included in the price of the product. If servicing costs can be
identified (after-sales support, product improvement when selling software), that
part of the price is earned subsequently during the period in which the services are
performed. That amount of deferred revenue should cover servicing costs and
reasonable profit.
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