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Accounting in Action
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Accounting avulaal

cv consists of three basic activities—it A R M S

29 (@bl gi) dpuyly dhibil &l g0 ggais ACADEMY

Identification Recording Communication
hYh 1]

- CHIP CITY

Select economic Record, classify, and Prepare accounting
events (transactions) summarize reports

dalnidll dlaaill ajaai

Alig ,aLinig , 1w dauwlbaall pylaill alacl
(adlall alloell) Wialig .arialg i -

cililnell

Analyze and interpret for users
c}.“Ln = II yﬂwl I - ..g I“I -

the economic events of an organization to interested users.
uaianll groadimall L lalungig laliawig Lo dokial diabnidil dlaaill agaai

b ¢
The accounting process includes the bookkeeping function |
B il cllins &4 yis0 &t alanIl Aganll ot %

Review Question asaljo Jigw
Which of the following is not a step in the accounting process?

a. Identification

b. Recording

¢. Economic entity
d. Communication

Answer : C




Who Uses Accounting Data
fapwball aliledl paiiwg o

Marketing siguu
Example

What price for a Nokia cell phone will

maximize the company's net income?
t§'JJI Jgnanll Nokia wdilal aaanll jeuwll ga Lo
Saapill Jaa Lala g0 jad Gl Gaaow

Finance

Example
Is cash sufficient to pay dividends to SAP
shareholders?
pawill albyji gaal wla adill Ja
@qpir nalwal SAPS

alall

Creditors

Example
Will Singapore Airlines be able to pay its
debts as they come due?
Singapore Airlines Jlpth hghi Jjgaiw Ja
auclgn (Al Loaic laigyy gay lc Gjald
fladlaaiwl

ggdilall

Management

ajlayl
Example

Which PepsiCo product line is the most profitable?
Should any product lines be eliminated?

féuay) piaill ga PepsiCo glii] hgha si
faliitl hgha go i aletiml 21 Jag

INTERNAL
USERS

Jgalall ggoaiiwmall

uman Resources
Example &y painll ajlgall

Can we afford to give Toyota employees pay

raises this year?
a4y ,alhgo ain Galai Joailiany Ja
splell 1aa jgalll L4 alalj Toyota

Investors
Examples

Is Royal Dutch Shell earning satisfactory income?
sluaypn I4a Royal Dutch Shell aapi (Gdai Ja
How does Disney compare in size and
profitability with Time Warner?
paall éua o Disney daph Jjlai b
§Time Warner da i go drauylig

Jgyniimall

EXTERNAL
USERS

Jgajlall ggoaaiwanll

Example : Indicate whether the following statements a
dibls al dousuo ddWl Shball cols 13] b s>

re true or false

1- The three steps in the accounting process are identification, recording, and communication

True

Juosilly (Jazuuidly (2332l b dasnlxall dulasll 6 Codl Wighill
2- Bookkeeping encompasses all steps in the accounting process

False
dawlrall dplosll Wighs guaz Josin »8JI Wluol

3- Accountants prepare, but do not interpret, financial reports

. sé
W paanriiiy 909y 3 0giSlg «dulall pyladl slach Homnlnall agiy
4- The two most common types of external users are investors and company officers

False

Syl glodaneg (g protizmall Lad Gasm Ll (pueaiviamol) legads 5531 olegill
5- Managerial accounting activities focus on reports for internal users True

a5l o aiianal) dg>gall 33l Lle dylaBl duwlall dniiail 3y

y [/
u Q)



fmm
The Building Blocks of Accounting

X
duwlaall jila)

=¥ Ethics in Financial Reporting

ayllall pylaill slac] 4 aldusil ARMS

. ACADEMY
Ethics wuauain
Cv are Standards of conduct by which one’s actions are judged as right or wrong,
honest or dishonest, fair or not fair

Gihla gi dyibn Lajlicl apall Jledl pudi lawlui Lle piy il dragluwll puleall &

alale pié gi élale ,daypn pé gl daupn
|

Recent financial scandals include dixall aulall aitAaall ciloun

Q -Enron (USA)

-Parmalat (ITA)
-Satyam Computer Services (IND)
-AIG (USA)

Recognize an ethical situation and the ethical issues involved
C' ailc dyghianll ardualll hLadllg a3l cdégall Llc wfeill
Use your personal ethics to identify ethical situations and issues.
Some businesses and professional organizations provide written codes of

ethics for guidance in some business situations
Aalaill LlAdllg wadlgall ajaail dunddll elilailai padil l

A Ly albpiwll dugia o dradsi dglm aligan diaall alwwgallg alapill e yagi

) dyylaill cadlgall gae

Identify and analyze the principal elements in the situation
lalilaig cddgoll 4 druipl paliell ajaai
ﬁ <y Identify the stakeholders—persons or groups who may be harmed or
% benefited.

Ask the question: What are the responsibilities and obligations of the parties
involved? Jgaraiwg gi gg)pail ad Juall alegoanll gi galadill—dalnall ulani aaa
Séuienll Wlphill aloljillg aldgguo ,a Lo :Jigwll aphl

\,0M | 4=\

E

Effective financial reporting depends on sound ethical behavior
palull auaill dg Ll L dlleall @lall pylaill aniei I
E

u
:




Identify the alternatives, and weigh the impact of each alternative
on various stakeholders

dalnall glani wlisa le Jua Ja Hi gjgg .Jiladl agaai L JJ

Select the most ethical alternative, considering all the
consequences.

Sometimes there will be one right answer. A R M S
Other situations involve more than one right solution; these situdtions ¥equire

an evaluation of each and a selection of the best alternative.
.ilgell giaa dlelyn ga ,drauai piaill Juadll jisl
Ga3lg dayan &yl dlia ggatw gualll ey 4
Jaalll adl juislg laio J4 pudi qlhii wdlgall aia jaan Ja go pal sl wdlgn JoAii iig

Accounting Standards

International Accounting Standards
Board (IASB) http://www.iasb.org/

I F RS International Financial
Reporting Standards

% ? Financial Accounting Standards Board

@ 5 (FASB) http:/iwww.fasb.ora/

Generally Accepted Accounting Principles (GAAP)

Measurement Principles
yuliall isaln

HISTORICAL COST PRINCIPLE (or cost principle)

(@alaill iara gi) draylill Galaill iatn
dictates that companies record assets at their cost.

Iaialad; Jgaill alapdll g gl Ay

FAIR VALUE PRINCIPLE &hl=lléatalliaa

g states that assets and liabilities should be reported at fair value
(the price received to sell an asset or settle a liability).

Jnl gul pliwoll yewll) dlalell dngdll Laic gyl oy aloljililg Jgnill gi L gaiy
(pljill éuguil gi



Assumptions
dyulaall gagyall

Q requires that companies include in the accounting
records only transaction data that can be expressed in
terms of money  haaaywianll adquwll La gjai gi alapill Gle (Iaall 133) gaga)

agdi G2y laic pueill gany ill aloleall alily

ECONOMIC ENTITY ASSUMPTION

L

MONETARY UNIT ASSUMPTION &4ill daagll yaya

ARMS

ACADEMY

danlniall daagll yaja

ct requires that activities of the entity be kept separate and distinct from the
activities of its owner and all other economic entities
ﬁ_ﬁlb L'J_Cgl E "_D ..I & .i—L_J-ca." - g ..I . af— S ” ..I & .i— ;Lﬁ_! ajgj-n. (fl— I " I-J-a) Lﬁj_ﬂ._lll

Sl daalniadl claagll

Forms of Business Ownership

Proprietorship ]
éapall duwwgall

Jlocill d&ialn Jladi

Partnership
aalpnll

Corporation

doalwall aapull

Owned by one person
aalg yadun La4alag
Owner is often

manager/operator
ga cllall ggai Lo LLé
(GLitinll) Jeinnllg panll
Owner receives any
profits, suffers any
losses, and is personally

liable for all debts
alyill aala Lle ellall Jnay
Jgaug .J-il-w—"l{l ﬁﬁlﬁ_! C:J-n—_ﬁ-'..g
Jgall g10q gc lunim liggun

Owned by two or more

persons

HAI gi glniu laslog
Often retail and service-
type businesses

glad i alapi ggai Lo Llé

CGiloaillg éljaill
Generally unlimited

personal liability
63330 ¢ Gpniis dylgguu
plc Jauiy
Partnership agreement
aalpill apalail

Ownership divided
into shares of stock
oAl Laga &ualall pudi
pawi
Separate legal entity
organized under state
corporation law
piy Jaiwa ,igild glus ]
Jgild (13g0y awpwi
(élgall gi) &yugll a4 clapill
Limited liability
dagaanll dilgguunll

J/
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Review Question
The historical cost principle states that:

a. assets should be initially recorded at cost and adjusted
when the fair value changes.

b. activities of an entity are to be kept separate and distinct A R M S
from its owner ACADEMY

c. assets should be recorded at their cost

d. only transaction data capable of being expressed in terms of money be
included in the accounting records.

Answer: C

Example : Indicate whether the following statements are true or false
dthla pi dagan ddlill aljlell cila 13] Lo 232
1- Convergence refers to efforts to reduce differences between IFRS and U.S. GAAP. True

tSalialig dulall pyldill alacy dugall puleall gu (§gpall Juldil diaanll agall () puiy qjlaill
@aainll algll a ogac dlgudnll Gulaall

2- The primary accounting standard-setting body headquartered in London is the International
Accounting Standards Board (IASB). True
augall Grwlaall pylea gulao La Jail L4 Al Guipl pdallg drywlaall pulenll gigl uuyipll diall
3- The historical cost principle dictates that companies record assets at their cost.
In later periods, however, the fair value of the asset must be used if fair value is higher than its

cost. False alpiall a dJ:g.ng Laialaiy Jonil alapill Jawi Jgh CI.I.‘LIjLIJlCI.CIJb.IJlIJ.LDU.D.ﬂ.I
.aialai go Llei dlalell dntall cuila 13] Jnill dlalell doydll pladiml @y ,adaull

4- Relevance means that financial information matches what really happened; the information
is factual Fa|se @udran aloagleall gi i (edll daa Lo Gibai llall dlagleall i ieidnilall

4- A business owner’s personal expenses must be separated from expenses of the business to
comply with accounting’s economic entity assumption. Tl‘ue

aalnidail daagll gapas pljilill @apull alagpnn ge dqpill dllal drnduull alagpaall Jna a




The Basic Accounting Equation
drwlwill duwlanll dlaleanll

Assets Liabilities | + Equity A R M S

ACADEMY
Provides the underlying framework for recording and summarizing economic

events dpalniail dlaaill gagilig Jrawil Gwlwill Uyl [dwlanll daleall] agi

Assets must equal the sum of liabilities and equity.
.a1alall (§gdag dloljildl ggnin ga Jgnill Sglwii gi gy

Assets
Joolll

Resources a business owns dLisiall Laslai il 3jlgoll
Provide future services or benefits dilidiwn galin gi ¢iload yagi
Cash, Inventory, Equipment, etc all ,alaeall (algaill) aloaall Giaaill

Liabilities

Gloljilyl :
Claims against assets (debts.and obligations) (Glaaeig jgua) Jgnlll an alllhn
Creditors - party to whom money is owed Jiall al glai sall waplall - ggiilall

Accounts payable, Notes payable, etc all ,gaall (Glygi ,guitlall clibwa

Ownership claim on total assets (Glaaeig Jgua) Jgnill 2k aldlan l'
Referred to as residual equity drdiinll dalall (§gda puls Layl] jling
Share Capital—Ordinary and Retained Earnings.

(yaliaibi/golAai @api gi éuapa dlinin) Al ,abgawall ,Jlall guij

INCREASES DECREASES

Investments by shareholders b

Revenues #




_ '
Investments by shareholders represent the total amount paid in

X by shareholders for the ordinary shares they purchase.
g+oabluall Jié go ggaanll gliall Jlag) Jini groabwall aljloiiul
Aaigpiuy il dalell pawill Jlda

L

ARMS

ACADEMY

Stockholders’ Equity oioatuain ggas

INCREASES DECREASES
Investments by shareholders » # Dividends to shareholders

Equity

Revenues H # Expenses

Revenues result from business activities entered into for the purpose of
earning income. . Jaall §udai gapel lay plall piy il dylaill dndiilll ge alalpgl paii

Common sources of revenue are: sales, fees, services, commissions, interest, ]
dividends, royalties, and rent. N
pawil alyjig ,ailgallg,dilgnellg &loadllg ,aguplg clewall: ,a Glalpll deilill jabaall
Jlullg ,alglidig

INCREASES DECREASES

Investments by shareholders # # Dividends to shareholders

Equity

Revenues # 4 Expenses

Expenses are the cost of assets consumed or services used in the process of
earning revenue éylac 4 doiiiwall ailoaill gi @éalaiwall Jgnll dalai La alagpanll
Ll (Grdai

Common expenses are: salaries expense, rent expense, utilities expense,

property tax expense, etc.

au pall cagpnng ,Galpall cagpnag ,jlall dgpnng ,uilgpl wdgpno :a deilunll alagpaall
all alalinnll G le

\,0M | 4=\



- INCREASES DECREASES
Investments by shareholders # 4 Dividends to shareholders
Equity
Revenues # # Expenses A R M S

ACADEMY
Dividends are the distribution of cash or other assets to shareholders

Jroalwall Lle sl ygnill gi adill gijgi La pawil alyi
Dividends reduce retained earnings. However, dividends are not expenses.
«alagpan cougl pauwill alyi gla ,ela gog .éldcall alyill gaasi pamill alyi

Classify the following items as issuance of stock, dividends, revenues, or
expenses.
Then indicate whether each item increases or decreases stockholders’ equity
«alagpna gi ,alalp] gi ,pawi abyi gi ,pawi jlanka dadlill pnliell wdin
Hoabluall (§gda o yadiy gi Mj paic Ja glala) Lo gy pi

Classification  Effect on Equity

1. Rent Expense

Service Revenue

Drawings

el

Salaries and Wages

Expense

Transactions

Jdllolenll

Transactions

Q are a business’s economic events recorded by accountants
Jrwlanll damlgs laliawi piy il dliioll dpabaiddl dlaall La

May be external or internal @lila gi @19l (Giloleall) ggai g [
Not all activities represent transactions (éln) ailolen Jinj dhiniill Ja m

Each transaction has a dual effect on the accounting equation
duwlanll @laleall le agajo pili édlolen Jal

\,0M | 4=\



Transaction Analysis
auolenll Julai

Discuss product
design with Pay rent

potential customer Jlaull gas

| I ACADEMY
Criterion Is the financial position (assets, liabilities, or el japall pai Ja

: _ ol el i
juen ov.irner s equity) of the company changed? g9 g'sggﬁi (EJ“‘-""‘E L

Yes

Purchase

computer
HgLns elpw

E\fent

(Wjata]

Record/
Don’t Record
JHawi pac/ Jiouwi

P I

QLU RSO |y ESTMENT BY STOCKHOLDERS |
1 dloleall | Jioalunll J1é 3o jloiiwl

Ray and Barbara Neal decide to start a smartphone app development company that they
incorporate as Softbyte SA. On September 1, 2017, they invest €15,000 cash in the
business in exchange for €15,000 of ordinary shares.

The ordinary shares indicates the ownership interest that the Neals have in Softbyte SA.

This transaction results in an equal increase in both assets and equity
Hoitw 1 ,a.Softbyte SA pul) Lawpwiig 19all wailgall aldyiag pghail a4y elini] Jui IHjlug 1) )4
.gJg4 15,000 éaéy dyale pawi e Jgnall Julédo dapill L a [adi gjgy 15,000 jloiiwl Lolé 2017
dlolenll aia §3gig .Softbyte SA a4 ,a Jui dlilc laaling L,.|JI d1alnll dna dalell pawill 2Agig
dialnll §gdag Jgnill go Ja 4 diglwin dalij |

Assets = Liabilities + Owner's Equity

Trans- Accounts _ Accounts Owner's Owner's
acion C¥N * pocelvable * Supplies + Equipment = Payable Capital =~ Drawings

1. +15,000 +15,000

y [/
u Q)

Rev.




) . PURCHASE OF EQUIPMENT FOR CAS
2 dloleanll ! i
ladi cilaen clyi \ ‘,’

Softbyte SA purchases computer equipment for €7,000 cash.
Jadi gjg1 7,000 gliny yigrina cilaeo Softbyte SA @4 i (§ i A R M S

Assets = Liabilities + Owner's Equity

Owner's
- Drawing + Rev. - Exp.
s

Trans- Accounts _ Accounts _ Owner's
action Receivable * SuPplies + Equipment = Payable = Capital

1.  +15,000 +15,000
2. 7,000 +7,000

Cash +

TRANS__ACTION 3 PURCHASE OF SUPPLIES ON CREDIT
3 dloleall )
| Jlwall Lle aloan elpi
Softbyte SA purchases for $1,600 headsets and other accessories expected to
last several months.
The supplier allows Softbyte to pay this bill in October
Gael pgai i gdgiall Jaghjuga 1,600,014 spaicildalng Cilclow Softbyte SA G4 i (S i
HgiS] P adjgilall aAa dlawy a5l 3jgall 20w 1dg . R

llustration 1-8 Assets = Liabilities + Owner's Equity

Owner's
- Drawing + Rev. - Exp.
s

Accounts Owner's
Payable Capital

1. +15,000 +15,000
2. -7,000 +7,000
3.

Trans- Cash + Accounts

action Recelvable [ THERiles HEGEpmEnt =

4 dloleall

TRANSACTION & SERVICES PERFORMED FOR CASH  [3 cilnas pyai %

Softbyte SA. receives $1,200 cash from customers for app development services it

has performed jghi ¢iloas Juldn cilaell o [adi jiiga 1,200 glin Softbyte SA @9 pliwi
23140l ciold Aldyhi
Assets = Liabilities + Owner's Equity

Owner's
- Drawing + Rev. - Exp.
5

+15,000 b
+7,000 :

Accounts

Accounts + Owner's
Receivable

+ Supplies + Equipment = Payable Capital




LAWY (e p[o]\'BI) PURCHASE OF ADVERTISING ON CREDIT
> aloleall 4 alwall L Le cilitle] elyis

Softbyte SA receives a bill for $250 from the Daily News for advertising on its
online website but postpones payment until a later date
wlc alille] Jldn "jgui 3" dapa go 1)lga 250 dnyd) d)gila Softbyte SA a4 cialiwl
Gall (bg L] gaall alji laialg, ,igyialyl lasiga

Assets = Liabilities + Owner's Equity
T Casn + ASEOUTE + Supptos + Equpmant = ASSouE + QS Dring + Row - Exp
1.  +15,000 +15,000
2. -7,000 +7,000 |
3.
4, +1,200 +1,200 l
5.

TRANS__ACTION 6 SERVICES PERFORMED FOR CASH AND CREDIT
6 dloleall ! —— .
Jadlg laai dloal piadi

Softbyte performs $3,500 of services.
The company receives cash of $1,500 from customers, and it bills the balance of $2,000 =¥
on account Ladilelin @apill coliwl.jiiga 3,500 dotdy ¢iload "Cyly lagw” Gapi Glodd ||
<blwab jilga 2,000 ajadg 4iinll gliall daag clloell o jilga 1,500 ajad
" (wlwall Lle) dijan M

Assets = Liabilities + Owner's Equity

Owner's
- Drawing + Rev. - Exp.
s

Trans- Cash + Accounts

Accounts + Owner's
action Receivable

+ Supplies + Equipment = "o 1ie * Capital

1.  +15,000 +15,000
-7,000 +7,000
+1,600 +1,600

2
3

4. +1,200 +1,200 D>
5, +250 -250 m
6

+1,500 +2,000 +3,500




LAWY (e p[o]\'BI) PURCHASE OF ADVERTISING ON CREDIT
> aloleall 4 alwall L Le cilitle] elyis

Softbyte SA receives a bill for $250 from the Daily News for advertising on its
online website but postpones payment until a later date
wlc alille] Jldn "jgui 3" dapa go 1)lga 250 dnyd) d)gila Softbyte SA a4 cialiwl
Gall (bg L] gaall alji laialg, ,igyialyl lasiga

Assets = Liabilities + Owner's Equity
T Casn + ASEOUTE + Supptos + Equpmant = ASSouE + QS Dring + Row - Exp
1.  +15,000 +15,000
2. -7,000 +7,000 |
3.
4, +1,200 +1,200 l
5.

TRANS__ACTION 6 SERVICES PERFORMED FOR CASH AND CREDIT
6 dloleall ! —— .
Jadlg laai dloal piadi

Softbyte performs $3,500 of services.
The company receives cash of $1,500 from customers, and it bills the balance of $2,000 =¥
on account Ladilelin @apill coliwl.jiiga 3,500 dotdy ¢iload "Cyly lagw” Gapi Glodd ||
<blwab jilga 2,000 ajadg 4iinll gliall daag clloell o jilga 1,500 ajad
" (wlwall Lle) dijan M

Assets = Liabilities + Owner's Equity

Owner's
- Drawing + Rev. - Exp.
s

Trans- Cash + Accounts

Accounts + Owner's
action Receivable

+ Supplies + Equipment = "o 1ie * Capital

1.  +15,000 +15,000
-7,000 +7,000
+1,600 +1,600

2
3

4. +1,200 +1,200 D>
5, +250 -250 m
6

+1,500 +2,000 +3,500




[
LAY (e (o] WA PAYMENT OF EXPENSES  cilagpnall gas

X 7 éloleall

M Softbyte SA. pays the following expenses in cash for September: office rent $600,

28 salaries and wages of employees $900, and utilities $200

W] 492600 iiqall jly) snivw pauh ge Tadi dadlill alagpanll "yl Gldguw® G4 ph dedn
jiga 200 (altog cbpaq) dolell (Galpallg ,juga 900 Jualhgall jgaig ciilg)

; Assets = Liabilities + Owner's Equity
Ss :;:1:'_' Cash + ;;‘:::;ﬂ + Supplies + Equipment = A;::aubr;;s + ?;;:;:r . g::ﬁ:; + Rev. - Exp.
- 1. +15,000 +15,000
- 2. -7,000 +7,000
[ +1,600 +1,600
0 4.  +1,200 +1,200
5 +250 250
: 6. +1,500  +2,000 +3,500
7. 1,700 600
-900
200
2,
ax LLLL AR | pAYMENT OF ACCOUNTS PAYABLE

8dlaleall aiilall abbwall Alaw

, Softbyte SA pays its $250 Daily News bill in cash.
#™ The company previously (in Transaction 5) recorded the bill as an increase in
4 4

Accounts Payable a4 fjuga 250 aellyll "jgui Lia" Gaypa d)gila "culi cragu” a4 cleda
aiilall abylwall A 63uja (5 pdj éloleall 4) Laywao a)gilall aaa claw ad dapill cilag

=
Assets = Liabilities + Owner's Equity
B T casn o AU L suppes + Equpmant= SO + QTS Drwing + e - B
1. +15,000 +15,000
2 -7,000 +7,000
ZJ 3. +1,600 +1,600
4, +1,200 +1,200
g 5 +250 -250
% 6. +1,500  +2,000 +3,500
7 -1,700 -600

S o

N




9 élaleall aijanll abbwall go djadi Juaai

Softbyte SA receives $600 in cash from customers who had been billed for services (in
SR Transaction6)  JLujl Guw guall cllnell oo [adi jiign 600 glyn "cul CLaguw® @4y cLaliwl
-/ (6 pd)j Gloleall ,4) Aload Jldo pal pilga
Assets = Liabilities + Owner's Equity
i :cmﬁr: Cash + :az?::l:fe + Supplies + Equipment = 'ﬁpc::;;:;;s + ?::;;:f gr‘:?r:; + Rev. - Exp.
* 1. +15,000 +15,000
_ 2. -7,000 +7,000
= 3. +1,600 +1,600
b 4. +1,200 +1,200
O, 5. +250 -250
6. +1,500  +2,000 +3,500
. 7. 1,700 -600
-900
-200
8. 250 -250
2 9 +600 -600
a s TRANSACTION 10 _DIVIDENDS pauwill alyi
2 10 élolenll |
The corporation pays a dividend of €1,300 in cash to Ray and Barbara Neal, the
Bl shareholders of Softbyte SA.  'HIUg Sl 1adi g)g4 1,300 doydy pawi i @5 pill gaai
o .Softbyte SA a5 4 groabwall ,Ju
19 Assets = Liabilities + Owner's Equity
Tans= Cash + MCEOURD Supplies + Equipment = ArEoumS; . CWNars g::r:;:; + Rev. - Exp.
= action Receivable Payable Capital F
1. +15,000 +15,000
2 7,000 +7,000
‘e 3. +1,600 +1,600
4. +1,200 +1,200
5 +250 -250
6. +1,500  +2,000 +3,500
ZJ 7 -1,700 -600
-900
-200
g 8. -250 -250
X 9. +600 -600
O 10.  -1,300 -1,300
b $8,050 + $1,400 + $1,600 + $7,000 = $1,600 + $15,000 - $1,300 +$4,700 -$1,950
0 L T J1 T J

$18,050 $18,050

\,0M | 4=\
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Summary of Transactions
auoleall jailo

Each transaction is analyzed in terms of its effect on:
c ile lapli dua go dlolean Ja Juai piy
a. The three components of the basic accounting equation A R M S
drwbwill duwlanll dlalenll aidill aliganll
b. Specific of items within each component
Jgan Ja JAala draanll pnliell

ACADEMY

The two sides of the equation must always be equal
Laila dlaleall Laph sglwiy gi woy
The Share Capital—Ordinary and Retained Earnings columns indicate the
causes of each change in the shareholders’ claim on assets
J+o@luwall dulha é puei ga gl éldgall alyillg dyalell - pawill JLodl guiy aaci aigi
.Jopill

Example

Q Transactions made by Virmari & Co. Sa, a public accounting firm, for the
month of August are shown below.

Prepare a tabular analysis which shows the effects of these transactions on D
the expanded accounting equation, similar to that shown in lllustration
aapn ,ag ,(Mirmari & Co) alSpiig S)lapia a5 k2 &iold Lill ddoleall Ll Lota
e allolenllaa s hlaags Agan Juaialacl pd.guhwél pail ,agigild drulan
gl Jainifgae.angaga Lal aliitn Jaiu) ,dewgall duwlaall dalenl

1. The company issued ordinary shares for €25,000 cash.
' Iadi gjg1 25,000 Juldn diale lnawi aapill ajani

)4
Assets Liabilities + Owner's Equity |
Trans- Cash + Equipment = Accounts i Owner's  Owner's + Rev. - Exp. M

action Payable Capital =~ Drawings
1. +25,000 +25,000

2. The company purchased €7,000 of office equipment on credit.
gJg4 7,000 dnrdy Jailh duian claean dapmll cpiul

Assets Liabilities + Owner's Equity

Trans- Accounts Owner's Owner's )
action “2h + Equipment = Payable * Capital ~ Drawings © oy = EXp m

1. +25,000 +25,000

+7,000 +7,000

y [/
u Q)



3. The company received €8,000 cash in exchange for services

X performed. lanjadipiciloas Julén ladi gjgy 8,000 a4 il cialiwl N
Assets = Liabilities + Owner's Equity
" UWTTET S
Trans- . ch + Equipment = Accounts , Owner's Drawing + Rev. - Exp.

action Payable Capital

+25,000 +25,000

5

2. +7,000 +7,000

+8,000 +8,000

4. The company paid €850 for this month’s rent.
paunll 1aa jlul Jildo gjgy 850 a4l Cledn

Liabilities + Owner's Equity l

Assets =
: _ Accounts , Owner's Owner's
Cash + Equipmgnt = Payable * Capital ~ Drawings = Rov. - Exp.
+25,000 +25,000

+7,000 +7,000

5. The company paid a dividend-of €1,000 in cash to shareholders.
Jtoablwall 1adigjgs 1,000 dards pawi alyi dapinll credas

S

Assets = Liabilities + Owner's Equity i

Trans- . 1 & Equipment = Accounts _ Owner's Drawing + Rev. - Exp | -
action Payable = Capital : ' '

1. +25,000 +25,000 M

2 +7,000 +7,000 :

3. +8,000 o008
4. -850 -850

5. -1,000 -1,000

$31,150 + $7,000

$7,000 + $25000 - $1,000 + $8,000 - $850 )m
J

L) I

$38,150 $38,150

\,0M | 4=\



Companies prepare five financial statements :
:oLe Lapili ¢ o dlolen 4 Julai piy
-Income Statement JAall édnild \U’
-Retained Earnings Statement aldinll alyjill édnila

-Statement of Financial Position _,lLall j5)all daanils A R M S
-Statement of Cash Flows cdiadill cildaaill nild

ACADEMY
-Comprehensive Income Statement Jolill J3all daila

SOFTBYTE SA

Income Statement
For the Month Ended September 30,

Revenues

Service revenue €4,700
Expenses
Salaries and wages expense €900
Rent expense 600
Advertising expense 250
Utilities expense 200
Total expenses 1,950
Net income €2,750

SOFTBYTE SA
Retained Earnings Statement
For the Month Ended September 30, 2017

Balance sheet
and income statement

are needed to prepare Retained earnings, September | € 0
statement of cash flows Add: Net income 2,750 «——
dyiljpall Lle alaicul piy T
JAall dnllég dingaell Less: Dividends 1,300
@adill aldaaill dnild alacy Retained earnings, September 30 €1

SOFTBYTE SA
Statement of Financial Position
September 30, 2017

Assets

Equipment € 7,000 )
Supplies 1,600
Accounts receivable 1,400
—— Cash 8,050
Total assets €18,050

Equity and Liabilities

Equity
Share capital—ordinary €15,000 J
Retained earnings 1,450 €16,450
Liabilities
Accounts payable 1,600
Total equity and liabilities €18,050

SOFTBYTE SA
Statement of Cash Flows
For the Month Ended September 30, 2017
Cash flows from operating activities
Cash receipts [rom revenues € 3,300
Cash payments [or expenses (1,950)
Nel cash provided by operaling aclivities 1,350
Cash flows from investing activities
Purchase ol equipment (7,000)
Cash flows from financing activilies
Sale of ordinary shares €15,000
Payment ol cash dividends (1,300) 13,700
Nel increase in cash 8,050
Cash at the beginning of the period 0

———— Cash at the end of the period

y [/
u Q)



Financial Statements
dullall pilgdll

Income Statement ysaianils

Q -Reports the profitability of the company’s operations A R M S

over a specific period of time. ACADEMY
G120 dyinj apia Jui dapirll aliloe d1ay) go p4i

-Lists revenues first, followed by expenses  clagpnall Layli igi cilalpil apwi
-Shows net income (or net loss) (@jLwaill L éln gi) Jaall ,aln pakhi
-Does not include investment and dividend transactions between the

shareholders and the business.
@4 pillg genalwnll gy pawil abjig jlaiiwil alolen goAiid l

Review Question
Net income will result during a time period when:

a. assets exceed liabilities.
b. assets exceed revenues
. expenses exceed revenues.
d. revenues exceed expenses.

Answer:D

Retained Earnings Statement :aiaion abyin anils

Q -Reports the changes in retained earnings for a specific period of time x
.63200 érinj Gyial dlayall alyill L8 alpill gc pydi |

-The time period is the same as that covered by the income statement. '
JAall doilé laghei lawdi ,a ériojll épiall l

-Information provided indicates the reasons why retained earnings .

increased or decreased during the period.
Gpiall Jui dlarall abydll glndi gi dalij wuluwi angi @nadall Glogleall

>
|




Statement of Financial Position _iiijajaliaails

Q -Reports the assets, liabilities, and equity at a specific date k Jj

2130 yli 4 draloll (§gdag ,aloljililg ,Jgnlll g ppdi
-Lists assets at the top, followed by liabilities and equity.
dralnll (§gdiag aloljilul i, Lelll 4 Jgonill apui ARMS
-Total assets must equal total liabilities and equity ACADEMY
dralall (Ggdag alnljilll Ilng] gn Jgnill Ilna] sglwiy i cy
-Is a snapshot of the company’s financial condition at a specific moment in

time (usually the month-end or year-end).
(Giwll dilai gi |.a_u.|.l | dulai Un dalc) dyaan diin Linjahal L,_m abj_mJJ adlall allall dhidl aoi

Review Question
The financial statement that reports assets, liabilities, and equity is the: l

a. income statement

b. retained earnings statement.
c. statement of financial position
d. statement of cash flows.

Answer : C

Statement of Cash Flows :anaill cildaaaiil anils

Q -Information on the cash receipts and payments for a specific period of time
lGaanc'aLing apial aegaaall@ibadillg abhgidnll e cloglen
-Answers the following:  aulill aliwill (e cirai
Where did cash come from? sauadill Jual gui g0
What was cash used for? Séuadill cLoadiml Lora

What was the change in the cash balance? f@adill apng 4 peill Lo

Comprehensive Income Statement yoLiul giaianila

Q -Other comprehensive income items are not part of net income
JAall Laba o leja cuud 3l Jolddl J3all agiy
-Reported either by  gu1hn (e Lol Laic gilil piy
Combining with income statement JAall éniléi gn @30
Separate statement dlndiodanild

SOFTBYTE SA
Comprehensive Income Statement
For the Month Ended September 30, 2017

Net income
Other comprehensive income 600

Comprehensive income
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	Accounting in Action
	Chapter 1
	What is Accounting?
	Accounting
	consists of three basic activities—it
	Communication
	Recording
	Identification
	Prepare accounting reports
	Record, classify, and summarize
	Analyze and interpret for users
	Select economic events (transactions)
	the economic events of an organization to interested users.
	The accounting process includes the bookkeeping function

	Review Question
	Which of the following is not a step in the accounting process?

	Answer : C
	a. Identification
	b. Recording
	c. Economic entity
	d. Communication
	Identify the alternatives, and weigh the impact of each alternative on various stakeholders
	Select the most ethical alternative, considering all the
	consequences.
	Sometimes there will be one right answer.
	Other situations involve more than one right solution; these situations require an evaluation of each and a selection of the best alternative.
	Measurement Principles
	Accounting Standards
	HISTORICAL COST PRINCIPLE (or cost principle)
	dictates that companies record assets at their cost.


	FAIR VALUE PRINCIPLE
	states that assets and liabilities should be reported at fair value
	(the price received to sell an asset or settle a liability).
	الفروض المحاسبية

	Assumptions

	MONETARY UNIT ASSUMPTION
	فرض الوحدة النقدية
	requires that companies include in the accounting records only transaction data that can be expressed in terms of money

	ECONOMIC ENTITY ASSUMPTION
	فرض الوحدة الاقتصادية
	Forms of Business Ownership
	أشكال ملكية الأعمال

	Partnership
	الشراكة
	requires that activities of the entity be kept separate and distinct from the activities of its owner and all other economic entities

	Corporation
	الشركة المساهمة

	Proprietorship
	المؤسسة الفردية
	Ownership divided into shares of stock
	تُقسم الملكية فيها إلى أسهم
	المسؤولية المحدودة

	Owned by two or more persons
	يملكها شخصان أو أكثر
	غالباً ما تكون شركات في قطاع التجزئة والخدمات

	Generally unlimited personal liability
	اتفاقية الشراكة

	Owned by one person
	يملكها شخص واحد
	غالباً ما يكون المالك هو المدير والمشغل (للمنشأة)

	Owner receives any profits, suffers any losses, and is personally liable for all debts
	Owner is often manager/operator
	Often retail and service-type businesses
	مسؤولية شخصية غير محدودة بشكل عام

	Partnership agreement
	Separate legal entity organized under state corporation law
	Limited liability


	Review Question
	The historical cost principle states that:

	Answer : C
	Example :

	True
	1- Convergence refers to efforts to reduce differences between IFRS and U.S. GAAP.
	2- The primary accounting standard-setting body headquartered in London is the International
	Accounting Standards Board (IASB).

	True
	3- The historical cost principle dictates that companies record assets at their cost.
	In later periods, however, the fair value of the asset must be used if fair value is higher than its cost.

	False
	4- Relevance means that financial information matches what really happened; the information
	is factual

	False
	4- A business owner’s personal expenses must be separated from expenses of the business to
	comply with accounting’s economic entity assumption.

	True
	a. assets should be initially recorded at cost and adjusted
	when the fair value changes.
	b. activities of an entity are to be kept separate and distinct
	from its owner
	c. assets should be recorded at their cost
	d. only transaction data capable of being expressed in terms of money be
	included in the accounting records.
	Indicate whether the following statements are true or false


	The Basic Accounting Equation
	المعادلة المحاسبية الأساسية
	Provides the underlying framework for recording and summarizing economic events
	توفر [المعادلة المحاسبية] الإطار الأساسي لتسجيل وتلخيص الأحداث الاقتصادية

	Assets must equal the sum of liabilities and equity.
	يجب أن تتساوى الأصول مع مجموع الالتزامات وحقوق الملكية.
	الأصول


	Assets
	Resources a business owns
	الالتزامات


	Liabilities
	Equity
	الموارد التي تملكها المنشأة
	Provide future services or benefits
	توفر خدمات أو منافع مستقبلية

	Cash, Inventory, Equipment, etc
	النقدية، المهمات (الأدوات)، المعدات، إلخ

	Claims against assets (debts and obligations)
	مطالبات ضد الأصول (ديون وتعهدات)

	Creditors - party to whom money is owed
	الدائنون - الطرف الذي يُدان له بالمال

	Accounts payable, Notes payable, etc
	حسابات الدائنين، أوراق الدفع، إلخ
	حقوق الملكية


	Ownership claim on total assets
	مطالبات ضد الأصول (ديون وتعهدات)

	Referred to as residual equity
	يُشار إليها باسم حقوق الملكية المتبقية

	Share Capital—Ordinary and Retained Earnings.
	رأس المال، المسحوبات، إلخ (منشأة فردية أو شركة تضامن/أشخاص)

	Investments by shareholders represent the total amount paid in by shareholders for the ordinary shares they purchase.

	Stockholders’ Equity
	Revenues result from business activities entered into for the purpose of earning income.
	Common sources of revenue are: sales, fees, services, commissions, interest, dividends, royalties, and rent.
	Expenses are the cost of assets consumed or services used in the process of earning revenue
	Common expenses are: salaries expense, rent expense, utilities expense, property tax expense, etc.
	Dividends are the distribution of cash or other assets to shareholders
	Dividends reduce retained earnings. However, dividends are not expenses.

	Transactions
	Transactions
	are a business’s economic events recorded by accountants
	May be external or internal
	Not all activities represent transactions
	Each transaction has a dual effect on the accounting equation
	Classify the following items as issuance of stock, dividends, revenues, or expenses.
	Then indicate whether each item increases or decreases stockholders’ equity
	تحليل المعاملات

	Transaction Analysis
	دفع الإيجار
	شراء كمبيوتر
	حدث
	معيار
	INVESTMENT BY STOCKHOLDERS
	تسجيل / عدم تسجيل



	TRANSACTION 1
	المعاملة 1
	استثمار من قبل المساهمين
	Ray and Barbara Neal decide to start a smartphone app development company that they incorporate as Softbyte SA. On September 1, 2017, they invest €15,000 cash in the business in exchange for €15,000 of ordinary shares.
	The ordinary shares indicates the ownership interest that the Neals have in Softbyte SA. This transaction results in an equal increase in both assets and equity
	PURCHASE OF EQUIPMENT FOR CASH
	شراء معدات نقداً


	TRANSACTION 2
	Softbyte SA purchases computer equipment for €7,000 cash.
	PURCHASE OF SUPPLIES ON CREDIT
	SERVICES PERFORMED FOR CASH

	TRANSACTION 3
	شراء مهمات على الحساب
	Softbyte SA purchases for $1,600 headsets and other accessories expected to last several months.
	The supplier allows Softbyte to pay this bill in October

	TRANSACTION 4
	تقديم خدمات نقداً
	Softbyte SA. receives $1,200 cash from customers for app development services it has performed
	PURCHASE OF ADVERTISING ON CREDIT
	شراء إعلانات على الحساب


	TRANSACTION 5
	Softbyte SA receives a bill for $250 from the Daily News for advertising on its online website but postpones payment until a later date

	TRANSACTION 6
	SERVICES PERFORMED FOR CASH AND CREDIT
	تقديم خدمات نقداً وبالآجل
	Softbyte performs $3,500 of services.
	The company receives cash of $1,500 from customers, and it bills the balance of $2,000 on account

	PURCHASE OF ADVERTISING ON CREDIT
	شراء إعلانات على الحساب


	TRANSACTION 5
	Softbyte SA receives a bill for $250 from the Daily News for advertising on its online website but postpones payment until a later date

	TRANSACTION 6
	SERVICES PERFORMED FOR CASH AND CREDIT
	تقديم خدمات نقداً وبالآجل
	Softbyte performs $3,500 of services.
	The company receives cash of $1,500 from customers, and it bills the balance of $2,000 on account

	PAYMENT OF EXPENSES
	دفع المصروفات


	TRANSACTION 7
	Softbyte SA. pays the following expenses in cash for September: office rent $600, salaries and wages of employees $900, and utilities $200

	TRANSACTION 8
	PAYMENT OF ACCOUNTS PAYABLE
	سداد الحسابات الدائنة
	Softbyte SA pays its $250 Daily News bill in cash.
	The company previously (in Transaction 5) recorded the bill as an increase in Accounts Payable

	RECEIPT OF CASH ON ACCOUNT
	تحصيل نقدية من الحسابات المدينة


	TRANSACTION 9
	Softbyte SA receives $600 in cash from customers who had been billed for services (in Transaction 6)

	TRANSACTION 10
	DIVIDENDS
	أرباح الأسهم
	The corporation pays a dividend of €1,300 in cash to Ray and Barbara Neal, the shareholders of Softbyte SA.

	Summary of Transactions
	a. The three components of the basic accounting equation
	b. Specific of items within each component
	The two sides of the equation must always be equal
	The Share Capital—Ordinary and Retained Earnings columns indicate the causes of each change in the shareholders’ claim on assets


	Example
	Transactions made by Virmari & Co. Sa , a public accounting firm, for the month of August are shown below.
	Prepare a tabular analysis which shows the effects of these transactions on the expanded accounting equation, similar to that shown in Illustration
	1. The company issued ordinary shares for €25,000 cash.
	2. The company purchased €7,000 of office equipment on credit.
	Each transaction is analyzed in terms of its effect on:

	3. The company received €8,000 cash in exchange for services
	performed.
	4. The company paid €850 for this month’s rent.
	5. The company paid a dividend of €1,000 in cash to shareholders.
	-Income Statement
	قائمة الدخل

	-Retained Earnings Statement
	قائمة الأرباح المبقاة

	-Statement of Financial Position
	قائمة المركز المالي

	-Statement of Cash Flows
	قائمة التدفقات النقدية

	-Comprehensive Income Statement
	قائمة الدخل الشامل
	Balance sheet
	and income statement are needed to prepare statement of cash flows



	Companies prepare five financial statements :
	يتم تحليل كل معاملة من حيث تأثيرها على:
	قائمة الدخل

	Financial Statements
	-Reports the profitability of the company’s operations
	over a specific period of time.
	تقرير عن ربحية عمليات الشركة خلال فترة زمنية محددة

	-Lists revenues first, followed by expenses
	تسرد الإيرادات أولاً، تليها المصروفات

	-Shows net income (or net loss)
	تُظهر صافي الدخل (أو صافي الخسارة).

	-Reports the changes in retained earnings for a specific period of time
	لا تتضمن معاملات الاستثمار وأرباح الأسهم بين المساهمين والشركة



	Review Question
	Net income will result during a time period when:

	Answer : D
	تقرير عن التغيرات في الأرباح المبقاة لفترة زمنية محددة.
	-The time period is the same as that covered by the income statement.
	الفترة الزمنية هي نفسها تغطيها قائمة الدخل.

	-Information provided indicates the reasons why retained earnings
	increased or decreased during the period.
	المعلومات المقدمة توضح أسباب زيادة أو نقصان الأرباح المبقاة خلال الفترة.


	Income Statement
	-Does not include investment and dividend transactions between the
	shareholders and the business.
	a. assets exceed liabilities.
	b. assets exceed revenues
	c. expenses exceed revenues.
	d. revenues exceed expenses.

	Retained Earnings Statement
	قائمة الأرباح المبقاة:
	-Reports the assets, liabilities, and equity at a specific date
	-Lists assets at the top, followed by liabilities and equity.
	-Total assets must equal total liabilities and equity
	-Is a snapshot of the company’s financial condition at a specific moment in
	time (usually the month-end or year-end).

	Review Question
	The financial statement that reports assets, liabilities, and equity is the:

	Answer : C
	-Information on the cash receipts and payments for a specific period of time
	-Answers the following:

	Statement of Financial Position
	a. income statement
	b. retained earnings statement.
	c. statement of financial position
	d. statement of cash flows.

	Statement of Cash Flows
	Where did cash come from?
	What was cash used for?
	What was the change in the cash balance?

	Comprehensive Income Statement
	-Other comprehensive income items are not part of net income
	-Reported either by
	Combining with income statement
	Separate statement
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