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Expenses & Revenues

* Every company incurs expenditures while conducting its operations and produces =
income.

* When a company manufactures things to be sold or provides services to be
offered, it reduces the value of the company's assets.

— In this situation, the company makes payments to suppliers or expects to
make payments to suppliers. =|

— This decrease in assets reduces the Owner’s Equity, which is referred to as «:
“Expense”. 0

Expenses & Revenues

* Rent charges, insurance expenses, electricity expenses, salaries, and other
expenses are all instances of expenses that a company might encounter. ——

*  When a company sells goods or provides services, it enhances the value of its
assets. In this scenario, the company receives money from consumers or
anticipates receiving payments from customers.

— This growth in assets results in an increase in the Owner’s Equity, referred to
as “Revenue”.

— The generation of additional Owners’ Equity occurs when revenues exceed e
operating expenditures. We call this additional Owners’ Equity “Retained '\

1 Earnings”.
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* Assume that you own a company that manufactures wooden toys.

— The company pays its employees RM15,000 in wages to manufacture its
items, purchases wood stuff for RM24,000, and pays electricity for RM8,000.

58

All the above payments resulted in a total cash decrease of RM47,000 and an
RM47,000 decrease in the Owner’s Equity in the form of expenses.
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— The company sells its wood toys for a total of RM72,000 in cash.

— This positive cash flow results in an RM72,000 revenue gain to the Owner’s
Equity.
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