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Unrecorded Expenses

* Accounting principles require that expenses be recorded when they are incurred,
regardless of when the payment is made as this affects owners' equity.

Unrecorded expenses are incurred in the current period but paid later.

* An example of a typical 'unrecorded expense' is a salary earned in the current
month but paid in the following month.

* Another common example would be the interest paid on a bank loan and the
expenses incurred for utilities. o
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Unrecorded Expenses - Example 1

* To better understand this principle, let us look at the First Example: A company =
may pay its employees for the previous month's salary during the current months.

* The employees entitle a total of RM24,000 in salaries in January, but they have to
wait until February to receive their January salary.

* The company should show in its accounts that the salary in question was earned
by the employee in January and that the owner's equity was reduced in January,
not when the salary was paid in February. =

* To ensure accurate financial statements for January, the company should accrue ..
the salaries earned in January at the end of January. :
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Unrecorded Expenses - Example 1

* Simply put, the company's responsibilities have increased in January.

The accountant should debit the Salaries Expense Account and credit the accrued
Salaries Payable Account according to the principles of Debit Credit Language. And
this record should be made at least once a month, that is after the payroll has
been generated.

Journal Entries

Account Debit Credit —

Salaries Expenses 24,000
Accrued Salaries Payable Account 24,000
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Unrecorded Expenses - Example 1

* In addition to this, when the company pays its employees in February, at which
point the company's liability to the employees is reduced, the accountant should
debit the accrued salary account and credit the cash account.

Journal Entries

Account Debit Credit
Accrued Salaries Payable Account 24,000
Cash Account 24,000 =
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or further consultation, please contact:

Chin Chee Seng
Partner

+6012 365 4331
cschin@ccs-co.com

Wong Woei Teng
Audit Partner

+6017 237 8233
woeiteng@ccs-co.com

Jared Low
Assurance Director
+6018 763 4813
jared@ccs-co.com
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