
incurred definition in accounting

incurred definition in accounting refers to the recognition of an expense or liability when it is committed,
regardless of when the actual payment is made. This concept is fundamental in accrual accounting, which
matches expenses to the periods in which they are incurred rather than when cash transactions occur.
Understanding the incurred definition in accounting is essential for accurate financial reporting, compliance
with accounting standards, and effective financial management. This article covers the meaning of incurred
expenses, how they differ from other accounting terms, examples of incurred costs, and their impact on
financial statements. Additionally, it explores common scenarios where the concept of incurring expenses
plays a critical role and discusses the implications for businesses and accountants alike. The comprehensive
overview aims to clarify this pivotal accounting principle and its practical applications.
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Understanding the Incurred Definition in Accounting
The incurred definition in accounting means that an expense or liability is recognized at the time it is
incurred, not necessarily when cash changes hands. This is a cornerstone of the accrual basis of accounting,
which contrasts with cash basis accounting where expenses are recorded only when paid. Incurred
expenses represent obligations that a company has committed to, such as services received or goods
consumed, even if payment will occur in the future. Recognizing incurred expenses ensures that financial
statements reflect the true economic activity within a specific period, providing a more accurate picture of
a company's financial position and performance.

Accrual Accounting and Its Relation to Incurred Expenses
Accrual accounting requires businesses to record revenues and expenses when they are earned or
incurred, respectively, regardless of cash flow timing. Under this method, the incurred definition in
accounting ensures expenses are matched with related revenues in the same accounting period. This



matching principle enhances the relevance and reliability of financial statements, allowing stakeholders to
make informed decisions based on the company’s actual economic activities rather than cash transactions
alone.

Recognition Criteria for Incurred Expenses
An expense is considered incurred when a company has a present obligation resulting from past events,
and the payment is probable and measurable. These criteria align with accounting standards such as
Generally Accepted Accounting Principles (GAAP) and International Financial Reporting Standards
(IFRS). For example, when a business receives utility services during the month, the expense is incurred
even if the bill has not yet been paid by the end of that period.

Difference Between Incurred and Paid Expenses
It is crucial to distinguish between incurred and paid expenses to understand financial reporting properly.
Incurred expenses relate to costs a company commits to during an accounting period, whereas paid
expenses refer to the actual outflow of cash to settle those obligations. This distinction affects how expenses
are recorded and reported in the financial statements.

Timing Differences and Their Effects
Timing differences arise because expenses may be incurred in one accounting period but paid in another.
These differences result in the creation of accounts payable or accrued liabilities on the balance sheet. For
example, a company might receive office supplies in December but pay the supplier in January. Under the
incurred definition in accounting, the expense is recognized in December, aligning with when the supplies
were consumed.

Cash Basis vs. Accrual Basis Accounting
Cash basis accounting records expenses only when cash is disbursed, ignoring when the expense is
incurred. In contrast, accrual basis accounting records expenses at the time they are incurred regardless of
payment. The incurred definition in accounting is a fundamental component of the accrual method,
providing a more accurate reflection of a company’s obligations and profitability over time.

Examples of Incurred Expenses in Business
Many common business expenses are recognized as incurred even if payment occurs later. These examples
illustrate how the incurred definition in accounting applies in various scenarios, emphasizing the



importance of timing in expense recognition.

Utilities: Electricity, water, and gas expenses incurred during a month but paid the following month.

Salaries and Wages: Employee compensation earned during a pay period but paid after the period
ends.

Rent: Lease payments for office or warehouse space due at the end of a month but accrued during
the month of use.

Interest Expense: Interest on loans that accrues over time but is paid periodically.

Supplies and Materials: Goods received and used in operations before payment is made to vendors.

Accrued Expenses and Their Recognition
Accrued expenses are liabilities that represent costs incurred but not yet paid. Recording accrued expenses
is a direct application of the incurred definition in accounting. It ensures that expenses are properly
matched with the revenues they help generate, improving the accuracy of net income reporting.

Impact of Incurred Expenses on Financial Statements
The recognition of incurred expenses affects multiple financial statements, primarily the income statement
and the balance sheet, playing a vital role in portraying a company’s financial health.

Effect on the Income Statement
Incurred expenses are recorded as expenses on the income statement in the period they occur. This reduces
the net income for that period, reflecting the cost of operations accurately. Failure to recognize incurred
expenses timely can lead to overstated profits and misleading financial results.

Effect on the Balance Sheet
When expenses are incurred but not yet paid, they create liabilities on the balance sheet, typically in the
form of accounts payable or accrued expenses. These liabilities indicate the company's obligations to pay for
goods or services already received, providing a complete view of financial commitments.



Cash Flow Statement Considerations
Although incurred expenses do not immediately affect cash flow, they influence future cash outflows.
Properly recording incurred expenses helps in forecasting cash requirements and managing liquidity
effectively.

Common Accounting Practices Involving Incurred Expenses
Accountants employ several practices to ensure incurred expenses are recorded correctly, adhering to
accounting principles and regulatory requirements. These practices help maintain accurate and compliant
financial records.

Use of Accruals and Adjusting Entries
Adjusting entries are made at the end of an accounting period to record expenses that have been incurred
but not yet paid. These accruals align expenses with the period in which they occur, facilitating accurate
financial reporting. For example, an adjusting entry might debit an expense account and credit an accrued
liabilities account.

Documentation and Verification
Proper documentation, such as invoices, contracts, and service agreements, is essential to substantiate
incurred expenses. Verification ensures that expenses are legitimate, measurable, and appropriately
recorded, supporting audit and compliance processes.

Monitoring and Reporting
Regular monitoring of incurred expenses helps companies control costs and improve budgeting accuracy.
Detailed reporting of accrued expenses allows management to assess financial obligations and make
informed decisions regarding resource allocation and cash management.

Identify expenses incurred based on received goods or services.1.

Verify amounts and supporting documentation.2.

Record adjusting entries at period-end for accrued expenses.3.

Review accounts payable and accrued liabilities regularly.4.



Ensure compliance with accounting standards and principles.5.

Frequently Asked Questions

What does 'incurred' mean in accounting?
In accounting, 'incurred' refers to an expense or liability that a company has become responsible for,
regardless of whether it has been paid yet.

How is an incurred expense recognized in accounting?
An incurred expense is recognized when the obligation arises, meaning when the company has received
goods or services, not necessarily when the payment is made.

What is the difference between incurred and paid expenses?
Incurred expenses are those that a company is liable for, even if not yet paid, while paid expenses are those
for which the payment has already been made.

Why is the concept of 'incurred' important in accrual accounting?
Because accrual accounting recognizes expenses when they are incurred rather than when paid, ensuring
financial statements reflect the true financial position and performance.

Can revenues be incurred in accounting?
No, the term 'incurred' typically applies to expenses and liabilities, indicating an obligation has arisen.
Revenues are usually recognized when earned.

How do incurred expenses affect financial statements?
Incurred expenses increase liabilities or reduce assets and decrease net income on the income statement,
providing an accurate picture of the company's obligations and performance.

Is an incurred expense always recorded immediately?
Yes, in accrual accounting, expenses are recorded as soon as they are incurred to match revenues with
expenses in the correct accounting period.



What are some examples of incurred expenses?
Examples include utilities used but not yet paid, wages earned by employees but not yet paid, and services
received on credit.

How does incurred expense relate to accounts payable?
When an expense is incurred but not yet paid, it creates a liability recorded as accounts payable on the
balance sheet.

Additional Resources
1. Understanding Incurred Costs in Accounting
This book provides a comprehensive overview of incurred costs, explaining their definition, recognition,
and treatment in accounting. It covers various types of expenses that businesses may incur and how to
accurately record them in financial statements. The text also includes practical examples and case studies to
help readers grasp the concept clearly.

2. Accounting Principles: Focus on Incurred Expenses
Designed for both students and professionals, this book delves into the principles behind incurred expenses
and their impact on financial reporting. It discusses the timing of expense recognition and the matching
principle in accounting. Readers will find detailed explanations on how incurred expenses affect
profitability and tax calculations.

3. Cost Accounting and Incurred Costs Management
This title explores the role of incurred costs within cost accounting frameworks, emphasizing cost control
and analysis. It guides readers through identifying, measuring, and managing expenses as they are
incurred during business operations. The book includes strategies for minimizing unnecessary costs while
maintaining accurate financial records.

4. Financial Accounting: Recording and Reporting Incurred Expenses
A practical guide for accountants, this book focuses on the recording and reporting processes related to
incurred expenses. It outlines the accounting standards and policies that govern expense recognition,
ensuring compliance and transparency. The book also discusses common challenges and solutions in tracking
incurred costs.

5. Incurred vs. Accrued Expenses: An Accounting Comparison
This book clarifies the differences and similarities between incurred and accrued expenses, two critical
concepts in accounting. It explains the timing and recognition criteria for each type of expense and their
effects on financial statements. The comparative approach helps readers avoid common accounting errors
related to expense recording.



6. Expense Recognition and the Concept of Incurred Costs
Focusing on the theoretical foundations, this book examines the expense recognition process with particular
attention to incurred costs. It discusses relevant accounting frameworks such as GAAP and IFRS and how
they address incurred expenses. The book includes illustrative examples to demonstrate the application of
these concepts in real-world scenarios.

7. Managing Business Expenses: The Role of Incurred Costs
This book offers insights into managing and controlling business expenses by understanding incurred costs.
It provides practical advice on budgeting, cost allocation, and financial planning, emphasizing the
importance of accurate expense tracking. The content is suitable for managers and accountants aiming to
improve financial efficiency.

8. Audit and Compliance: Verifying Incurred Expenses
A specialized resource for auditors, this book focuses on auditing procedures related to incurred expenses. It
covers techniques for verifying the accuracy and legitimacy of expenses recorded in financial statements.
The book also discusses regulatory requirements and best practices to ensure compliance and prevent fraud.

9. The Accountant’s Guide to Incurred Cost Submissions
This guide is tailored for accountants involved in preparing and submitting incurred cost reports, especially
in government contracting and regulated industries. It explains the documentation and calculation methods
required to support incurred expenses. Readers will benefit from templates, checklists, and tips to
streamline the submission process.
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contexts, providing readers with an applied understanding of how current United States accounting
standards were derived and where we might be headed in the future. Readers will find learning tools
such as questions, cases, problems and writing assignments to solidify their understanding of
accounting theory and gain new insights into this evolving field.
  incurred definition in accounting: Issues in Financial Accounting Scott Henderson, Graham
Peirson, Kathy Herbohn, Bryan Howieson, 2015-05-20 Issues in Financial Accounting addresses the
controversial issues in financial accounting that have been debated by the preparers, users, auditors
and regulators of financial statements. Henderson provides the best balance of technical and
theoretical coverage in any Financial Accounting text on the market today, with its presentation of
real-world examples, current debates and the underlying rationale for the accounting concepts
demonstrated. Throughout the text, academic studies and professional accounting research are
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This includes the Australian Accounting Standard Board's (AASB) program of changes to make
accounting standards equivalent to International Financial Reporting Standards.
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  incurred definition in accounting: The Taxation of Companies 2021 Tom Maguire,
2021-04-09 This key book provides the most comprehensive analysis and commentary available on
the taxation of companies in Ireland. Written by Tom Maguire, this new edition is updated to the
Finance Act 2020. An extremely practical book, it features detailed worked examples and extensive
references to case law throughout the work. The guidance and advice outlines how to successfully
apply the new tax reliefs, keeping your client's tax liabilities as low as possible. Updates included in
this edition are: - The Finance Act 2020 provisions on transfer pricing exclusions, albeit subject to
Ministerial order at time of writing - Discussions on Revenue guidance issued on various provisions
in previous year e.g. hybrid transactions An overview of recently decided case law at the courts and
at the Tax Appeals Commission Discussion of certain Covid-19 related provisions.
  incurred definition in accounting: Problem Solving Survival Guide t/a Financial
Accounting Jerry J. Weygandt, Donald E. Kieso, Paul D. Kimmel, 2010-08-09 This study guide is a
powerful tool for in classroom use and for preparing for exams. Each chapter of the guide includes
study objectives, a chapter review consisting of 20-30 key points, and a demonstration problem
linked to study objectives in the textbook. True/false, multiple-choice, and matching questions in it
provide additional practice opportunities. Solutions to the exercises are detailed and therefore
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  incurred definition in accounting: Cambridge VCE Accounting Units 3 and 4 Anthony
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the skills necessary to succeed. This market-leading series scaffolds students through the course
introducing basic concepts and building on these until students are able to apply their skills to
complex exam scenarios. The highly-regarded author team of VCE Accounting examiners provide an
authoritative and easy-to-understand narrative on the Units 1 & 2 course. This is supported by
Review Questions for each section to consolidate learning, and carefully graded exercises at the end
of each chapter that closely resemble the style found in the external exams. Key feature include: •
Comprehensive colour coding of specific transactions in the accounting process provides extra visual
support for students • Selected answers provided at the back of the text encourage students to work
independently.
  incurred definition in accounting: Accountants' Handbook, Volume 1 D. R. Carmichael, O.
Ray Whittington, Lynford Graham, 2007-06-04 This highly regarded reference is relied on by a
considerable part of the accounting profession in their day-to-day work. This handbook is the first
place many accountants look to find answers to practice questions. Its comprehensive scope is
widely recognized and relied on. It is designed as a single reference source that provides answers to



all reasonable questions on accounting and financial reporting asked by accountants, auditors,
bankers, lawyers, financial analysts, and other preparers and users of accounting information.
  incurred definition in accounting: Accountants' Handbook, Financial Accounting and
General Topics D. R. Carmichael, Paul H. Rosenfield, 2003-05-12 The premier accounting
reference, revised and expanded The Accountants' Handbook series has the longest tradition of any
reference of providing comprehensive coverage of the field to both accounting professionals and
professionals in other fields who need or desire quick, understandable, and thorough exposure to
complex accounting-related subjects. Like its predecessors, the Tenth Edition is designed as a single
reference source that provides answers to all reasonable questions on accounting and financial
reporting asked by accountants, auditors, bankers, lawyers, financial analysts, and other preparers
and users of accounting information. Written by nationally recognized accounting professionals,
including partners in major public accounting firms, financial executives, financial analysts, and
other relevant business professionals, the Handbook covers both financial accounting and reporting
and industry specific accounting issues in separate volumes for easy reference. Its comprehensive
content provides analysis on over 43 critical areas of accounting.
  incurred definition in accounting: Internal Revenue Cumulative Bulletin United States.
Internal Revenue Service, 1997
  incurred definition in accounting: Code of Federal Regulations , 1993 Special edition of the
Federal Register, containing a codification of documents of general applicability and future effect ...
with ancillaries.
  incurred definition in accounting: The Code of Federal Regulations of the United States
of America , 2002 The Code of Federal Regulations is the codification of the general and permanent
rules published in the Federal Register by the executive departments and agencies of the Federal
Government.
  incurred definition in accounting: Federal Register , 2002-11
  incurred definition in accounting: Code of Federal Regulations United States. Internal
Revenue Service, 2011 Special edition of the Federal register, containing a codification of
documents of general applicability and future effect as of April 1 ... with ancillaries.
  incurred definition in accounting: Internal Revenue Bulletin United States. Internal
Revenue Service, 1991
  incurred definition in accounting: Accounting Standards , 2007
  incurred definition in accounting: Federal Procurement Regulations , 1981 Transmits
new or revised Federal procurement regulations material prescribed by the Administrator of General
Services under the Federal property and administrative services act of 1949.
  incurred definition in accounting: Accountants' Legal Liability Guide George W. Spellmire,
1993
  incurred definition in accounting: Curiosities and Anomalies in The Federal Income Taxation
of Trusts and Estates, 4th Ed. Lyndon Maither, a mere B.Comm, who did the work, with a woman on
his mind, throughout., 1987-04-15 1400+ evaluated historic commonwealth case fitted to how they
apply to the basic 2016 ITA that was developed in love with the spirit of a very driven
success-in-the-clear-making. The law evolved, she evolved, and I did just a bit in relation to both. If
you'd like to open your eyes and appreciate how the ITA applies to common-law trusts and estates,
from a historic perspective, in Canada, circa 2016, by understanding how ours and others have
considered its taxing statutes you should spend the effort and bury yourself in this old encyclopedia
of case. ...It will turn you into something, like it did me - then it's just a question about what you'll do
with it. ...and that is how to teach yourself how to swim in case like a barracuda, as you watch the
others get the benefit of The Opening Tour. https://www.youtube.com/watch?v=uSrKff0w6CU
...when you're compelled, and you have no other possibility to enjoy the essences of an encounter
with a woman who is, in fact, very much a proven, peer-accepted, Queen of her clear high
virtues...desparetely. https://www.youtube.com/watch?v=hE839qo-fWY Kim Scott Neufeld (CA. LLB)
led to the improvement of our ITA back when this was written thru my continually testing of the



skimish-line calls/letters to CRA Rulings (and a few trips to Ottawa to research some Libraries there)
to ask what-if questions, sensitizing them: when you're continually thinking of someone, you have to
learn their language. (20 minutes of conversation in total - I was too amazed to talk anymore:
https://www.youtube.com/watch?v=cfDwQbxRoEo ) 1987 was the Very Best Year of my Life!
https://www.youtube.com/watch?v=dlcrH4y9dAs https://www.youtube.com/watch?v=C9Igc1gRU64
https://www.youtube.com/watch?v=eHQG6-DojVw If thou must love me, let it be for nought Except
for love's sake only. Do not say I love her for her smile ... her look ... her way Of speaking gently, ...
for a trick of thought That falls in well with mine, and certes brought A sense of pleasant ease on
such a day'— For these things in themselves, Beloved, may Be changed, or change for thee,—and
love, so wrought, May be unwrought so. Neither love me for Thine own dear pity's wiping my cheeks
dry,— A creature might forget to weep, who bore Thy comfort long, and lose thy love thereby! But
love me for love's sake, that evermore Thou may'st love on, through love's eternity. --- Elizabeth
Barrett Browning. If Thou Must Love Me. What does a joe like me have to do to dance with a lady
and get her full-out laugh again? And memorize that one too.
https://www.youtube.com/watch?v=dcnd55tLCv8 Yes Kimberley, 'loop-holes', even 'Mother T' of
Rulings had the same concern as you did in your first Tax I class - when she exclaimed in frustration
that no law is perfect - when I just HAD TO talk w/ you after class.
https://www.youtube.com/watch?v=ADxFPQZAlJw I was so quiet in that Library waiting for you to
talk to you about....
  incurred definition in accounting: The Taxation of Companies 2018 Michael Feeney,
2018-03-01 This key book provides the most comprehensive analysis and commentary available on
the taxation of companies in Ireland. This new edition is updated to the Finance Act 2017. An
extremely practical book, it features detailed worked examples and extensive references to case law
throughout the work. The guidance and advice outlines how to successfully apply the new tax reliefs,
keeping your clients' tax liabilities as low as possible. Contents Chapter 1 Introduction & Outline
Chapter 2 Interpretation Chapter 3 Charge to Corporation Tax Chapter 4 Losses, Collection of Tax at
Source and Charges on Income Chapter 5 Capital Allowances Chapter 6 Transfer Pricing Chapter 7
Corporation Tax Incentive Reliefs Chapter 8 Group Relief Chapter 9 Companies' Capital Gains and
Company Reconstructions Chapter 10 Close Companies Chapter 11 Distributions, Buy-back of
Shares Chapter 12 Special Types of Companies Chapter 13 Special Types of Business Chapter 14
Double Taxation Relief Chapter 15 Self-Assessment and Administration
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