CAPITALIZATION, AMORTIZATION, AND DEPRECIATION INTRODUCTION
pdf
1: EBITDA (video) | Stocks and bonds | Khan Academy
Capitalization, Amortization, and Depreciation Introduction In general, expenses are deductible if allowed by a specific
code section. Capital.

Difference between Amortization and Capitalization October 20, , Wandimi Jean , Leave a comment
Introduction In accounting, there are principals of valuing an asset called amortization and capitalization.
While getting the cost of an asset, a person considers depreciation and amortization. In the later method people
subtract the salvage value of the particular asset from its cost. Amortization is the act of spreading the cost of
an intangible asset over the life of that asset. The life of the asset is called the useful life. For example,
manufacturers give the useful life of different assets when they make them. For example if a manufacturer
gives that the useful life on a computer is 10 years the accountant has to record this in the income statement.
Capitalization is the total amount of the long term debts stock and the retained earnings of a company. While
the two concepts are ideas in accounting, they are very different. Discussion Amortization Amortization
happens over a long period of time. It can happen in two instances. One is the amortization of expenses while
the other is the amortization of loans. In this case, an accountant makes subtractions from the capital expenses.
Capital expenses refers to the money that the company spends on equipment machinery and buildings. This
money helps to ease manufacturing or production in the company in the long run Stern np. All these assets
have a certain value in the future. In amortization of theses expenses, the finance team simply subtracts the
residual value of the asset from the initial cost of the asset. For example, if a machine was 50million and the
patent was lasting for 25 years then the amortization expense amounts to 2million annually. In amortization,
an individual can pay a loan over periodic payments. Amortization loans are not the same in nature as other
types of loans. In an amortization loan, one portion of the amount that an individual pays services the loan
while the other pays for the interest of the loan. Capitalization Capitalization is the total amount of the long
term debts stock and the retained earnings of a company. It is the equity of the company on the balance sheet
and the debt commitment. Capitalization is an activity that helps companies when they are developing
different projects. It also helps in fund expansion in a company sec. Capitalization is the combined value of a
company. In a business perspective, market capitalization is the number of shares that re available or
outstanding X the market price of the shares. Capitalizing and amortizing assets Capitalization involves assets
that are useful over the life of the business. However, some of the expenses and assets only last a year.
Sometimes, the tax body in a country may need to tax an asset over the time of its life and so they capitalize
the asset Irs np. A point to note is that amortization does not involve tangible assets like machines and
computers. These assets go through depreciation. Amortization only includes intangible assets like patents
copyrights, startup costs trademarks and licenses. Conclusion In conclusion, the difference in amortization
comes about in the definition. These are two terms that are present in finance. Amortization is a practice in
accounting for given amount of time. It includes the subtraction of different expenses over time while
capitalization combines the value of the company. Another difference is capitalization includes tangible assets
while amortization includes intangible assets like patents copyrights, startup costs trademarks and licenses.
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Capitalization, Amortization, and Depreciation Introduction In general, expenses are deductible if allowed by a specific
code section. Capital expenditures, in contrast, are not deductible; instead, they must be added to the basis of an asset.

Rationale for charging depreciation: This is accompanied by retaining the amount of depreciation charge in the
profit and loss account in the business. As the value of fixed assets depletes gradually by consumption during
the process of production, it is necessary that such consumption of value be charged in the account for
determination of the true cost of production, and mechanism of providing depreciation does this. Depreciation
being an expanse represented by the loss in the value of fixed asset arising due to use. As the amount of
depreciation charged in the profit and loss account retained in the business, it goes on accumulating and
eventually provides funds, for replacement of fixed assets when their useful life is over. Need for providing
depreciation on human body: Like other assets depreciation should be provided on human body which is
employed in business. To earn revenue, to increase production and productivity human body is required to
work hard, take risk and live under various mental pressures and physical tensions. This process emerges the
need of depreciation of human body. Gradually all parts of human body starts to depreciate due to more
tension and more exertion. Application of money measurement concept: At this stage, if we take money
measurement concept into consideration, it will be clear from this concept that business only records those
activities and transactions which will be measured in terms of money. Here, it is necessary to point out that the
efficiency of human body cannot be measured in terms of money. Therefore, it is not recorded. Until
depreciation and repairs are not considered to be part of Human Resource Accounting, this branch of
accounting will remain incomplete. Entitlement for charging depreciation: A business man is entitled for
depreciation on assets if he employs machinery or plant, if the same is not employed, he will not be entitled to
provide depreciation. Human body is more complicated and sophisticated as compared to manmade machinery
or plant Actually, plant and machinery is replaceable, repairable and can be overhauled but human body is
neither replaceable nor repairable. If it is damaged, it will remain damaged for whole life. Creating
depreciation fund for human body: Like other expenditures depreciation is not a visible expenditure.
Contradiction between income tax act and Indian companies act: As per article published in June in the journal
of I. The court has disallowed the claim though he claimed it as repairs of a plant. In Income Tax Assessment
she wanted exemption from these expenditure, but only medical expenditure were allowed to be exempted.
Thereafter, the lady raised her claim before Income Tax Court, where she emphasized that her human body is
like appliance of blood-plasma and to maintain the same she should get as cost regarding medical allowance
and depletion allowance, but these claim were not accepted by the Court, whereas, in addition to medical
expense allowed by Income Tax Department, The court allowed also for her Diet Allowance and Travelling
Allowance. The court took lady as container of blood-plasma, therefore travelling allowance was allowed. So,
we can conclude that: A time may come when provision for depreciation, repairs and maintenance on human
body will also be made as Plant and Machinery.
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Amortization and capitalization represents two aspects of finance. Amortization can be called as a process of accounting
for an increasing amount over a period of time. In simple words, Amortization can be defined as the deduction of capital
expenses over a period of time. Capitalization is a.

Share Loading the player So investors need to exercise judgment when examining numbers on financial
statements. Investors need to be aware of the assumptions and accounting methods that produce the figures.
While there are rules governing how depreciation is expensed, there is still plenty of room for management to
make creative accounting decisions that can mislead investors. It pays to examine depreciation closely. Each
time a company prepares its financial statements, it records a depreciation expense to allocate a portion of the
cost of the buildings, machines or equipment it has purchased to the current fiscal year. The purpose of
recording depreciation as an expense is to spread the initial price of the asset over its useful life. For intangible
assets - such as brands and intellectual property - this process of allocating costs over time is called
amortization. Management makes the call on the following things: Method and rate of depreciation Useful life
of the asset Scrap value of the asset Calculation Choices Depending on their own preferences, companies are
free to choose from several methods to calculate the depreciation expense. Straight-line method - This takes an
estimated scrap value of the asset at the end of its life and subtracts it from its original cost. The company
expenses the same amount of depreciation each year. Here is the formula for the straight-line method:
Generally, the purpose behind this is to minimize taxable income. That means there is an impact on earnings.
If Tricky is looking to cut costs and boost earnings per share, it will choose the straight-line method, which
will boost its bottom line. A lot of investors believe that book value, or net asset value NAV , offers a fairly
precise and unbiased valuation metric. But, again, be careful. Learn more about these methods of depreciation
in Depreciation: Information technology typically becomes obsolete quite quickly, so most companies
depreciate information technology over a shorter period, say, five to eight years. And a lower depreciation
raises reported earnings and boosts book value. Conclusion A closer look at depreciation should remind
investors that improvements in earnings per share and book value can, in some cases, result from little more
than strokes of the pen. Trading Center Want to learn how to invest? Get a free 10 week email series that will
teach you how to start investing. Delivered twice a week, straight to your inbox.
4: An Introduction To Depreciation
Unlike depreciation, amortization is typically expensed on a straight-line basis, meaning the same amount is expensed
in each period over the asset's useful life. Also, assets that are expensed.

5: The Difference Between Capitalization & Depreciation | Bizfluent
Introduction In accounting, there are principals of valuing an asset called amortization and capitalization. While getting
the cost of an asset, a person considers depreciation and amortization.

6: Difference between Amortization and Capitalization - A Knowledge Archive
Capitalization is not, as the term might lead one to believe, about ow much capital a company
www.enganchecubano.comd, it is the measure of a company's total value. It is the sum of a company's stock, its.

7: Depreciation: Introduction, Causes and other Details ( Words)
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I understand deprecation relates to fixed assets and amortization is depreciation for intangible assets, but what is
capitalization? I remember doing it to intangibles for tax purposes but I don't understand why or what it is.

8: Amortization and depreciation (video) | Khan Academy
The Difference Between Capitalization & Depreciation by Matt Petryni - Updated September 26, Businesses generally
account for their purchases in one of two ways -- as expenses reported on the income statement or as capital costs
reported on the balance sheet.

9: GAAP Rules on Amortization and Capitalization Costs | Bizfluent
The terms "capitalization" and "amortization" refer to the same principle when talking about business assets -- spreading
the cost of the assets over a number of years, as opposed to accounting.
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