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Accounting in Action

LEARNING OBJECTIVES el cilwl
After studying this chapter, you should be able to: ./ e 126 555 o ny dmil] s 4l o 22

Explain what accounting is.

|dentify the users and uses of accounting.

Understand why ethics is a fundamental business concept.

Explain accounting standards and measurement principles.

Explain the monetary unit assumption and the economic entity assumption.
State the accounting equation, and define its components.

Analyze the effects of business transactions on the accounting equation.

0O N oo 0o & WO N P

Understand the five financial statements and how they are prepared.
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What Is Accounting?

Accounting consists of three basic |
Explain what

activities—it accounting is.

7 etlaill Cigl
Aslaall o Lo il

¢ identifies,
¢ records, and
¢ communicates

the economic events of an organization to interested users.

Aoulod Adasil B (pe ) oS dauladll
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Three Activities s

Jeal g
lllustration 1-1 Communication
The activities of the accounting process

11 awia st puad .
o Recording
i
Identification

CHIP CITY

=== Prepare accounting reports
4:\.\“\;.«]\ ),3)\33]\ J\Jc‘\

Record, classify, and summarize
Ay Carisy e

Select economic events (transactions)
(S lbaall) ey Elaal) i)

The accounting process includes
the bookkeeping function.

Analyze and interpret for users
il sy s

laal) el dak g daulaall dglasd) Cparals
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Review Qu estion ' ds-
Which of the following is not a step in the accounting

process?

a. ldentification.
Sl Lleall L83 sha 2y ¥ L Lee

b. Recording. A i
B. .Jas

: : C. .gbal 0S
» c. Economic entity. ~ © -+

d. Communication

B LO1



RReasv \Who Uses Accounting Data?

S pulaal) i) addig (e

INTERNAL
USERS

ROPAECORTCA

Marketing

What price for a Nokia cell phone
will maximize the company's

het income!?
G
FAS 8 daa Al e 3w ) g IAl LS g3 caila e ga W

Finance Human Resources

Is cash sufficient to pay Can we afford to give

dividends to Toyota employees
SAP shareholders? pay raises this year?
s 4y 4 sall
1_7 ¢ SAP c‘“’l"“‘l C“-J‘Y‘ Cjﬂ AE\S Sl Ja ??L‘J‘ 138 Usasl g",r:‘-E‘}“f‘j‘jJ Z’ADJJAQL‘-‘S“-’J“

—e

W
i
Snack chips  Beverages

Management

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

SJ\J!

Szl Jasha (ol (e palaill Cany b Siay, iSY) PEPSICO < o 2l baa sa L

llustration 1-2
Questions that internal
users ask
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R Rea0emy \Who Uses Accounting Data?

Yeah!
EXT E R N A L ldentify the
U S E R S / users and uses
on S (paisinn of accounting.

2 el Cig)

slaal) ol 5 iiisn e i pail)

Investors

Is Royal Dutch Shell earning
satisfactory income?

Slile | g 13] Jadi 13la

What do we do
if they catch us?

(o yalial)
flua e Saa  Royal Dutch Shell i< i it Ja

Creditors
Will Singapore Airlines be able
to pay its debts as they come due? Investors
il
PRt s L s o il gl o sl (S5 Oy How does Disney compare in size
lllustration 1-3 and profitability with Time Warner?
Questions that external users ask Catianal
1-8 31 apinsi pas €05 ol e dma )l g anall dum (e (S50 () S LO 2

Oz Al o seatidl La ylay Al ALY



I
Ia ISCADEMY

Al o] dagaua 406 @l L) calS 1Y) Le g
Indicate whether the following statements are true or false.

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

2. Bookkeeping encompasses all steps in the accounting process.
3. Accountants prepare, but do not interpret, financial reports.

4. The two most common types of external users are investors and company
officers.

Managerial accounting activities focus on reports for internal users.
Jlai¥ s sl 5 apaail) o dgaulaall dlaadl & N i ghaal)
Asslaall ddeal) ) ghd en Al el Jady
L2 iy ) ge s Y S Al il slacly () salaall 6 53
AN gy anas g altineall Lot Gaan JAN (peadivaal) (e Lo g2d SEY) (e il
LomlRlall cpeadiiall Aeaiall Ll e A YY) dalaadl ddadsl S 53
:dad)

Solution: 1. True 2. False 3. False 4. False 5. True

.U":b.o‘-’!\’!—‘-u1
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- The Building Blocks of Accounting

Allall y E) alac) 8 gAY
Ethics in Financial Reporting
Understand why
Standards of conduct by which one’s actions ]‘?”7’05 /> 4
undamental
are judged as right or wrong, honest or business
_ _ _ _ concept.
dishonest, fair or not fair, are ethics. e et

AV dile e o Al Ayl e sl Bl QLA ol dagaia Ll Lo o il Gl pai e aSall DA (e ay ) @l ples
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International Accounting Standards Explain accounting
: : A ol Ll laa standards and the
Board (IASB) http://iwww.iasb.org/ o pndiade
principles.

I F RS International Financial s
Reporting Standards

@LA\ ﬁ‘)&:ﬂ\ A\A&:\‘J @J.ﬂ\ ).4_..3\.:.43\

-”é’ Financial Accounting Standards Board
@ S (FASB) http://www.fasb.org/ Rl o

Generally Accepted Accounting Principles (GAAP)

U gee A giall Anulaall (galia

1-11 LO4
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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).

Helpful Hint
Relevance and faithful

LS e J ¥l danas S8 o (i (RS T ) 2t ) 4GS Tase representation are two
A1)l L Y15 a1 i £ U sl Gl (o A1l il e primary qualities that
(P15 Rt Sl el il i)l 2 make accounting

information useful for
decision-making.

Y= N ‘jA‘)
Jand lisalal litea Laa () Jiiaill 5 dae Sall
VAl AMASY sanie dlaad) Cila slaal)
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Assumptions = o

(S BY LI il il Laiil] 53 ) o] 8 =

MONETARY UNIT ASSUMPTION

requires that companies include in the Expiain the
_ ] monetary unit
accounting records only transaction data that assumption and

the economic
entity assumption.

can be expressed in terms of money.

ECONOMIC ENTITY ASSUMPTION requires that activities of the
entity be kept separate and distinct from the activities of its owner

and all other ecoNOMIC eNtities. o i o s s s ol i e i
Al Eis e lgie el (S

@B GLSI) al )
AV EalaBy) LK pan 5 LSl Alail e 8 haaie s Aliaiie (LSH Aaial Jlas (o Sl Callay

Y EPH . . )
¢ Proprietorship
. " _ Forms of Business
-«: 4 Partnership Ownership
¢ Corporation _ et &l g3}

9 Al
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Forms of Business Ownership
42 B A8, AS) Ly Adiga
Proprietorship Partnership Corporation
¢ Owned by one ¢ Owned by two or ¢ Ownership
person more persons divided into
¢ Owner is often ¢ Often retail and shares
manager/operator service-type ¢ Separate legal
& Owner receives businesses entity organlzeg
any profits, suffers o Generally under corporation
any losses, and is unlimited law
personally liable personal liability ¢ Limited liability
for all debts ¢ Partnership B el a2

o aaly gadd Sl
o Jrdal/ padl o Gl G & L Wle
W Onll mes oo bt Y onie (s il ol dantys ol o Sle il Juany
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Review Question s
The historical cost principle states that; =« s s o

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 Iin
terms of money be included in the accounting
lealia o 8 aaie 5 Aladie oS Aatil Jlas f
Ll Jpal) it oy

records.
Lpalaall el 3 AL Balil g Lgie el (S ) kel iy Lo ppaal oy
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Indicate whether each of the following statements presented
beIOW IS true or false. _&BJWMJ‘BJJ\}S\@U}\Q\)L.xd\d,qz)\_pJSQA\S\S‘\LAC.;A}

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

Accounting Standards Board (IASB).

3. The historical cost principle dictates that

companies record assets at their cost. In later False
periods, however, the fair value of the asset must

be used Iif fair value is higher than its cost.

1. sasiall by o Leosee A el dnlaad) oalae s Al oyl slacy A0 sall julaal) G cHlBDEAY) Sl A1 gaual 0 seal) ) il
2. (ASB) 2 sl asladll e Gulae (8 2l U e s slaall yulas poca sl G I Al
1-16 3. Ll e lof Alalall dal) S 13) Juadl Aaladl daill aladiivd Cany AiaY @y elld aay LIS e gpeal) ias IS il e A ) A0S fase i i LOS
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Indicate whether each of the following statements presented
below IS true or false, i sl sl sl L e el s e JS alS 1Y L g

4.

Relevance means that financial information
False

matches what really happened; the information is

factual.

A business owner’s personal expenses must be

separated from expenses of the business to True
comply with accounting’s economic entity

assumption.

4, Aoy Glasbaa) ¢dadlly Giaa Lo ae i Adla) e sladll (g e dae Sl

5. Al alaBYI LU ciloal i g (38530 Jaall il e Joadl oalial dpad i) clEs Josd Cang
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- The Basic Accounting Equation

Basic Accounting Equation  “wdiisedie
State the
I . accountin
¢ Provides the underlying framework for equaz‘/on,gma’
recording and summarizing economic aefine its
components.
events. e

¢ Assets must equal the sum of liabilities

% Aol CanY) Gadlis Qe oalad) oY) i

and equity.
o AL §ia g el FIY) ¢ gane Jsmal¥) (g5l O
Assets = Liabilities + Equity
J sal e 32y AL (3 sin

1-18 LO6
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Basic Accounting Equation

doula¥) Apalacall Aataal)

J sl el 3y AL G5 gia
Assets | = Liabilities | + Equity |
Assets o~

¢ Resources a business owns.
¢ Provide future services or benefits.

¢ Cash, Inventory, Equipment, etc.

& Al U5l i cileasll asis

1-19 LO6
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Basic Accounting Equation

Aol dpudaall Dalaal)

J g el NI LS 3 g

Assets |: Liabilities |+ Equity |

Liabilities <ws»

¢ Claims against assets (debts and obligations).
¢ Creditors (party to whom money is owed).

¢ Accounts Payable, Notes Payable, Salaries and Wages
Payable, etc. (G2 o) b en e

oo A cadall Aiaiidl HsalY) g il g )l cadall (3) ol cAmlall culilual)
)2 BECP IR K &Y @l
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Basic Accounting Equation

doublad) dadaall Aalaal)

J g el ) ASLall (5 e
Assets | = Liabilities | + Equity |
Equity s~

¢ Ownership claim on total assets.
¢ Referred to as residual equity.

¢ Share Capital—Ordinary and Retained Earnings.

& ol sl e AL 2L
%o A gl ey ) e |
e .5 jadad) CL.’JY‘J Z\.phi\ CL.UY\ = Jlall by
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y llustration 1-7
Increases and
decreases in equity

INCREASES DECREASES
Investments by shareholders h el 1 s - Dividends to shareholders
Caalusall Ji e ol i) oo Crraalsall o L cilay 53

<l ) Cay Juadl

Revenues # # Expenses

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

Loty G Aalall agn) e Cpealudl U8 e g sdaall dlaall  Maa) Jiah Gaealosall < jlaiinl
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Stockholders’ Equity === oo
Increases and

decreases in equity

o il
INCREASES DECREASES
Investments by shareholders » o # Dividends to shareholders
opealadl U8 (a2 L] s el e Ll
Equity
<alal Yl ay ladll

Revenues # Expenses

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.

Rl s (o i Ll ) e oy ) A jlall AadsW) e s clal Y
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Stockholders’ Equity Hnation 17
Increases and
decreases in equity

INCREASES DECREASES

Investments by shareholders » # Dividends to shareholders
ALl 3 8a

Crabuall J8 (e ) laiing) Omaluall e 7L i ey 553

Equity

Revenues # Expenses

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.

) oY) aasat Alee |8 dandiisall claddll o ASIgtuall J gad) A8KS Ay jlial)
D2 e Anlee (8 3 B D

A L L DY) Ay pea cila ¢ a8l yall il ey clé i) g 5l iy jlae toa dadldll iy jlad)
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Stockholders’ Equity “¢* oSS T

Increases and
decreases in equity

INCREASES DECREASES
Investments by shareholders » Dividends to shareholders
Onaabundl U8 e il Lain) ALl 3 ia Opaaluall o Ll Slay 5 58
Equity
<alal ) ) slaa

Revenues # # Expenses

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

Dividends reduce retained earnings. However, dividends are not

expenses_ paalad) e AV Jpa) o 35l 55 s 2L clay 5
i Jean oo g1 Ll el mas 5 datnal #lY) e JIE #L Y ey ) 53
1-25 LOG6
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1-26

Opealuall (35 e Il b a5 2 IS S 1Y) L giag ol g gema s il ) sl Lol a5 1 gl JlaalS A o i) Caia
Classify the following items as issuance of stock, dividends,
revenues, or expenses. Then indicate whether each item

Increases or decreases stockholders’ equity.

il Al 3 gis e il

Classification Effect on Equity

1. Rent Expense
2. Service Revenue
3. Dividends

4. Salaries and Wages
Expense  yiai

daadll cilal ) 2
LY ey 3553
DYl Gl sl s 4 LO 6
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e Basic Accounting Equation

Transactions are a business’s economic P -
events recorded by accountants. effects of

business
transactions on

¢ May be external or internal.

the accounting
equation.

¢ Not all activities represent transactions. 7 it 3

Aalaall Aboleall (o 4y platl claleadl il Jils

¢ Each transaction has a dual effect on the accounting
equation.
O saalaall Ledas Al Jlae DU dalaidy) calaal) o @ lbal)
o Bal A A o 5 8 )

O elaall Aadsl) A8 Jia Y
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lllustration: Are the following events recorded in the accounting

recorads? Caalaall @) 8 Alaae 20 1Y) b s
oa Discuss product
Purchase . .
Event design with Pay rent
computer . o
S Jlen el ok potential customer s
Olainall ¢ Slaall g il ayanai
Criterion Is the financial position (assets, liabilities, or
stockholder’s equity) of the company changed?
Yes f(Omaluall 3 sia ) o suaddl ) Jﬁg) Al el pa ) a5 o Yes
Record/
Don’t Record = ' S=

llustration 1-8
Transaction-identification
process

1-28 8-1 (A sl an il
O Malaal) paa3 A:J.Ap

LO7
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Asld) 5 s
Assets = Liabilities + Equity
J gacal il iy J,
Share + . .
Capital—Ordina Retained Earnings
P ; s 4 8 aiaal L)Y
Revenues  — Expenses  —  Dividends
<l Y Ciy Jlae LY il 53

lllustration 1-9
Expanded accounting equation

9-1 (Apa il ana )
s ol Lalaall Atadd)
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TRANSACTION 1. INVESTMENT BY STOCKHOLDERS 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 eCIUIty Lomad o3 ol 5 RS (il gl ety Ll 3,5 oLz Barbara Neal ey )y cabbosall g coa Jlakid) .1 alaal

= Liabilities +

Al sl ai Aalall pgnt) (00 555 15000 Jilie 38,80 31385 9553 15000 |5 ki) <2017 s 1 5. Softhyte SA  pul i
AL G gin g Jsal) e JS 3 4 slaia 30 3 ) Alaladll 028 053, Softbyte SA 45,4 & Neals abile dSledias

10-1 ara s anll

Illustration 1-10

Accounts
Receivable

+ Supplies + Equipment = Accounts

AL 3 sha

Equity

Retai p,gd ‘Ig@rwnmgs
Rev. — Exp. -  Div.
<l ) clig yias Zhodl s s

+15,000

Traps- Cfash
action
1. +15,000
1-30

LO7
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IR2'2
afﬁﬁ?xfé‘)(CTlON 2. PURCHASE OF EQUIPMENT FOR CASH Softbyte

SA purchases computer equipment for €7,000 cash.

lal M)

10-1 (a5l il

Illustration 1-10

Jpusd Al 3
- Assets = Liabilities + Equity
Jm daaiuall Clilual) il il lazall 1 i
Trans- Accounts . : _ Accounts Share Retained Earnings
action C3N * peceivaple + Supplies + Equipment = Payable Capital Rev,wf‘cbéxp, —  Div.
sdall AL cillea Jual) ol s <ol ) Cligpae AL NGl
1. +15,000 +15,000
2. -7,000 +7,000
1-31 LO 7
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)_\3_5\)“‘;55‘)}\13]\5&8;4 SOftbyte 45)&:])‘)545\6@:4 )@_‘.u\mﬂ)n.muu\cﬁj.\‘d\w}

[

afﬁﬁ?xfé‘)(CTlON 3. PURCHASE OF SUPPLIES ON CREDIT 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.

10-1 apa sl an ) J gl Sl iy PRINIE PN
lllustration 1-10 Assets = Liabilities + Equity
Llee aaidl bl .
Trans- < Accounts et - Accounts Share Retained Earnings
= 3l LY
action Cash + Receivable " Supplies + Equipment Payable Capital * Rev. - ’ Exp. - Div.
adall AllE coLl Jlall ) ae) Sl N HETIWN ZU Y cle 3
1. +15,000 +15,000
2. -7,000 +7,000
3. +1,600 +1,600

1-32 LO 7
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TRAREXCTION 4. SERVICES PERFORMED FOR CASH Softbyte SA
receives €1,200 cash from customers for app development services it has

10-1 axa s an i

performed. _ AU [llustration 1-10
o il 3 EESEUNTTTEN
Assets = Liabilities + Equity
ERIS
s Haatall il e liasdll el i i
Trans- Accounts : . _ Accounts Share Retained Earnings
action Cash + Receivable + Supplies + Equipment = Payable Capital * Rev. fﬂlﬁfgb —  Div.
aiall 4118 ¢l Il ) agd o) Y EREYRVON PR IE PR
1. +15,000 +15,000
2 -7,000 +7,000
3. +1,600 +1,600
4 +1,200 +1,200

1-33 LO 7
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32
afﬁﬁ\?\fé‘)(CﬂON 5. PURCHASE OF ADVERTISING ON CREDIT Softbyte
SA receives a bill for €250 from the Programming News for advertising on

10-1 Apasill am )l

its website but postpones payment until a later date. ilustration 1.10
Jsaal el 3y LS 5 gia

- Assets = Liabilities + Equity
Traﬂns- Céﬁ h Accounts N Sﬁhﬁ“ﬁ‘ +E o ( = Accounts _ Share Retained Earnings
action as Receivable UppHes quipment = Payable Capital Rev. = “Exp. - Div.

giall ALE bl Lall i o <l ) Sl o ZU Y ey g

1. +15,000 +15,000

2 -7,000 +7,000

3. +1,600 +1,600

4. +1,200 +1,200

5 +250 -250

1-34 LO 7
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TRAREXCTION 6. SERVICES PROVIDED FOR CASH AND CREDIT.
Softbyte provides €3,500 of services. The company receives cash of
€1,500 from customers, and it bills the balance of €2,000 on account.

10-1 2225 pus sl 53 ALY
“Lf”aﬁon 1-10 Assets = Liabilities + Equity
e Cash + AU+ suppies + upment = A5 o St ssnegeamnes
Ll 048 e d o | ol ) agas Sl ™ AL A ey &
1. +15,000 +15,000
2 -7,000 +7,000
3. +1,600 +1,600
4, +1,200 +1,200
5 +250 -250
6 +1,500 +2,000 +3,500

1-35 LO 7
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TRAREXCTION 7. PAYMENT OF EXPENSES Softbyte SA pays the
following expenses in cash for September: office rent €600, salaries and
wages of employees €900, and utilities €200.

10-1 axa il )

llustration 1-10

il Y Al s
= Liabilities + Equity
Trans- S:Sh Accounts o D h oL E uﬁlmrgent _ Accounts Share R,?Lﬂ‘nfqﬂ Earnings
action Receivable PP quip ~  Payable Capital Rev. - ~ Exp. - ,
aaall 2L bl Jall al ) ageusl clal ) TN ZL Y Sl 55
1. +15,000 +15,000
2. -7,000 +7,000
3. +1,600
4, +1,200 +1,200
5. +250 -250
6. +1,500 +3,500
7. -1,700 -600
-900
-200
1-36 LO7



IQ Al bl 3 LS 5 sl Qs (5 dleal) 8) Vil AS 501 Caals V3RS 5593 250 desis dae sl Lsf3 s SOftbyte SA 4 yi adas 4ii)al) ciljaal) ada 8 Alalaall

[
afﬁﬁ?xfé‘)(CTlON 8. PAYMENT OF ACCOUNTS PAYABLE Softbyte SA

pays its €250 Programming News bill in cash. The company previously (in
Transaction 5) recorded the bill as an increase in Accounts Payable.

10-1 apa sl aw ) Jpnal el 30V ALl G i
lllustration 1-10 Assets = Liabilities + Equity
e S Al Slleal) e 3l Claxall . :
Trans- Cash Accounts Supplies + Equipment = Accounts Share R?t,a"mfdl Earnings
action Receivable PP quip Payable Capital Rev. o C‘Jé)qo, — Div.
adall ALlE cllus Jlall gl ) agsl Sl Y Cld o paa ZL Y el o
1. +15,000 +15,000
2. -7,000 +7,000
3. +1,600 +1,600
4. +1,200 +1,200
5. +250 -250
6. +1,500 +2,000 +3,500
1. -1,700 -600
-900
-200
8. -250 -250
1-37 LO7
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TRAREXCTION 9. RECEIPT OF CASH ON ACCOUNT Softbyte SA
receives €600 in cash from customers who had been billed for services
(in Transaction 6).

10-1 aua sl a )

Illustration 1-10

Jseal el 3y AL G sha
" Assets = Liabilities + Equity
e o Hiatusell bl e ind) o . .
Trans- Cash Accounts suoplies + Equipment = Accounts Share Rﬁﬁi‘.‘ﬂ%‘? Earnings
action Receivable PP quip Payable Capital Rev. —=" Exp. — Diw
ghall ALE Ll il l ) aed calal I EPION PRy T PR
1. +15,000 +15,000
2. -7,000 +7,000
3. +1,600 +1,600
4. +1,200 +1,200
5. +250 -250
6. +1,500 +2,000 +3,500
1. -1,700 -600
-900
-200
-250 -250
+600 -600
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RISACTION 10. DIVIDENDS The corporation pays a dividend of
€1,300 in cash to Ray and Barbara Neal, the shareholders of Softbyte SA.

10-1 sl o) sl ) TSl 35
"LiStrat'O“ 1-10 Assets = Liabilities + Equity
-ar::?;]osr; é;Sh If;iué;(?\?fglée + STJLA;ST;es + EquT;;jr‘}ent = A;;é;br;tes + Csa?pi{ZL + Revl;_.\ngt%icrgggxiérni—r]gsDiv.
gaall A0 cllus Juall sl ) agl ol N i e LN el
1. +15,000 +15,000
2. -7,000 +7,000
3. +1,600 +1,600
4. +1,200 +1,200
5. +250 -250
6. +1,500 +2,000 +3,500
1. -1,700 -600
-900
-200
8. -250 -250
+600 -600
10.  -1,300 -1,300
\ ' J\ ' J
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1. Each transaction must be analyzed in terms of its effect on:

a. The three components of the basic accounting
equation.

b. Specific types (kinds) of items within each component.
2. The two sides of the equation must always be equal.

3. The Share Capital—Ordinary and Retained Earnings
columns indicate the causes of each change in the

shareholders’ claim on assets.

e b

A, Al Egdaal) Asbeall ) i Kl

B. .05 JSdal )a.al_ud\ (e BAdaa (&\}1\) t\}’\

2. Ll G glodie Aalaal) Bl <G o sy

3. sl Commlnal) s (b i U8 o (1) 8 5imall 2015 cgitall QL) G 2500 o
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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 lllustration 1-10.

1. The company issued ordinary shares for €25,000 cash.

2. The company purchased €7,000 of office equipment on credit.

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.

s s Jidad dacly o8 ool Ao ge puhave ] el dale Lulan 4S5 a5 Virmari & Co. SA A4S i Ly cadld ) cdlaladll
A0-1 aaasill au Nl 3 mnse s e e e da sall dpmulaall Alled) e el sda el Ll

J3E 5 )5 25000 Aashy dple gl 4S50 & jaal

LY sk e 55 7000 G AuiSa Cilana o)y 38 50 s

Aatal) Cileadld) Jilea 138 55 8000 L_Qr_ ZSJLLM Silias

el 138l Qe 5 ) 92 850 AS ) Canda

Opalsall 5552 1000 Aay L85 Lol aday 48 52l) caald

(et o g & S L O 7

gD E
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1. The company issued ordinary shares for €25,000 cash.

J gea RN

e Assets = Liabilities+ Equity i 2L
Trans- - . Accounts Share Retained Earnings

i + = + . + .
action Cash Equipment Payable Capital Rev. - Exp. - Diw

1. +25000 T +25,000 e T
1-42
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2. The company purchased €7,000 of office equipment on credit.

o el ) AL i
e Assets = Liabilities +  suoi e Equity ...
Trans- -~ o _Accounts Share Retained Earnings
action Cash + Equipment = Payable ¥ Capital ¥ Rev. - Exp. - Diw
1.  +25,000 . +25000 e T
2. +7,000 +7,000
1-43
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3. The company received €8,000 cash in exchange for services

performed. o
Jseal Akl 3
e Assets = Liabilities + = suii. Equity . ...
Trans- - <iand _Accounts Share Retained Earnings
action Cash + Equipment = Payable ¥ Capital ¥ Rev. - Exp. - Diw
1. +25000 s b +25,000 e T
2. +7,000 +7,000
3. +8,000 +8,000
1-44
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4. The company paid €850 for this month’s rent.

o e 50) A e
e A;sets = Liabilities + ., E'qu“}ty o
acion _Cash_+ Eauipment = SIRNE ¢ e * Rew o Expr o Div
1. +25,000 S +25000 i e L b5
2. +7,000 +7,000
3. +8,000 +8,000
4. -850 -850

1-45 LO 7
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5. The company paid a dividend of €1,000 in cash to shareholders.

sl il ) ALl G5

— Assets = Liabilities + 2 0l el Equity ., .,
action_Cash_+ Eauipment = RIS« SO ren o B oW
1. +25,000 s #25000 e T
2. +7,000 +7,000

3. +8,000 +8,000

4. -850 -850

5. -1,000 -1,000

€31,150 + €7,000 €7,000 + €25,000 + €8,000 - €850 - €1,000

I I

o €38,150 €38,150 07
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IaﬁzADEMY . . .
e Basic Accounting Equation

Companies prepare five financial

statements :

Income
Statement

Jaall il 3

Retained
Earnings
Statement

Statement
of
Financial
Position

4

3 yadaall #l )Y Al 0 ey
‘ IS pall Aaild
4 4

1-47

Statement
of Cash
Flows

Al sl Lails

4

Comprehensive
Income
Statement

Jalal) Jaall aals

4

Understand
the five
financial
statements
and how they
are prepared.

8 silaill Cingll
aolae) LS L] Lllall il gill agi

LOS8



SOFTBYTE SA

Income Statement
For the Month Ended September 30, 2017

Revenues
Service revenue <ol ey €4,700
Expenses Aeaal) sl )
- QE})AA
Salaries and wages expense a8l il €900
Rent expense FRONERIS 600
Advertising expense Al ety flome 250
Utiliti e 200
ilities expense IS by ]
Total expenses Jad il 1,950
Net income €2,750

SOFTBYTE SA

Retained Earnings Statement
For the Month Ended September 30, 2017

Retained earnings, September 1
Add: Net income

Less: Dividends

Retained earnings, September 30

Illustration 1-11

1-48 ) : - . ,
Financial statements and their interrelationships

posines 1 68 ainall LY € 0
Jad ila cdil|

ol Clay ) 55 1 palls
iz 30 8 il 2L )Y

11-1 Awa il e )
ULl Ll 5 dulll) 3 )

LOS
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SOFTBYTE SA

Retained Earnings Statement
For the Month Ended September 30, 2017

Retained earnings, September 1 ; € 0
Add: Net income S 2,750 «—
Jaall Jila dila)
2,750
Less: Dividends LY ey 55 0 ails 1,300
Retained earnings, September 30 sl 30 & spinal €1,450

SOFTBYTE SA

Statement of Financial Position
September 30, 2017

Assets Jsal

Equipment € 7,000
Supplies o 1,600
Accounts receivable mﬁ:‘*@‘ 1,400
— Cash el s 8,050
Total assets €18,050
Equity and Liabilities cusm,ics s
Equity <o~
Share capital—ordinary s ow i, e €15,000 J
Retained earnings i 1,450 €16,450
Liabilities cuim
Accounts payable &4 clba 1,600
Total equity and liabilities cumy, i s €18,050

llustration 1-11  11-1 = )

LOS
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Balance sheet and
Income statement
are needed to
prepare statement of
cash flows.

*

Ll 5 e pand) A el ) Al Sllia
Aol il Als dlacy Jaall

Illustration 1-11
Financial statements
and their
interrelationships

111 sl JEal)
Lo Alaluial) culEdlall 5 ddlall calilad)

1-50

SOFTBYTE SA
Statement of Financial Position

September 30, 2017

Equipment <= Jyal € 7,000
Supplies i 1,600
Accounts receivable s citan 1,400
Cash ¢* 8,050

Total assets Js=Y el €18,050

Equity and Liabilities cujuyisw s

L, 4l 34
Equity ™9

t M}

Share capital—ordinary = J o) s €15,000 J
Retained earnings :3sud L% 1,450 €16,450
Liabilities <y
Accounts payable &8t 1,600
Total equity and liabilities %"= o esd £18,050

SOFTBYTE SA

Statement of Cash Flows
For the Month Ended September 30, 2017

Cash flows from operating activities absal i) ;e {ail i)
Cash receipts from revenues iy ge sl cla il € 3,300
Cash payments for expenses s ad il e dad (1,950)
Net cash provided by operating activities il insy) e g . 1,350
Cash flows from investing activities i ey 1.y e s clss)

Purchase of equipment &=dies (7,000)
Cash flows from financing activities iy ihad g Lea) )
Sale of ordinary shares % ¥ & €15,000
Pavment of cash dividends s zu,i s (1,300) 13,700
Net increase in cash st 8,050
Cash at the beginning of the period 8 & 0
—— > Cash at the end of the period 4 4 @l €8,050

LOS8



IRdtaoemy [ncome Statement soes

1-51

Reports the profitability of the company’s operations
over a specific period of time.

Lists revenues first, followed by expenses.
Shows net income (or net loss).

Does not include investment and dividend
transactions between the shareholders and the
business.

f Baane Aaia 3 358 PO AS all Clddee Aoy ) )l

o calaaill Ll oY ol il oYl o e

S (3oall dla o) Jaal) Jila el

% Jlae V1 5 Cpaalisal) G LYY @y 35 lalinl] Elabas Jady ¥

LOS8
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R Acavemy Financial Statements Bl s

Review Question Lo

Net income will result during a time period when:
a. assets exceed liabilities.
b. assets exceed revenues.
C. expenses exceed revenues.

» d. revenues exceed expenses.

Losic e 58 JVA Jall ila o o pu

el Y slaii J peal)
DY) gl J seaY)
ol ) e )
REREPRIOA I PF FEX RN

ooOw>
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¢ Reports the changes in retained earnings for a
specific period of time.

¢ The time period is the same as that covered by the
Income statement.

¢ Information provided indicates the reasons why
retained earnings increased or decreased during the
period.

e Baana dyic )3 yial B jatiagll CLTU;W ‘53 Gl pedl) e
o Jaall Al Lgdaas 3 5yl el & dgie 3l 5 sl
o 5l IO 5 el 2L Y1 Galias) o Bal ) bl () Aesiall e slaall s

1-53 LOS&
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Statement of Financial Position «w s

¢ 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).

a0 g )5 A ALl (§gia g o) 3V 5 J gl S

% AL (3 gia g el VI Ll o A1 3 J saall

& ALl (§sia g el V) Jlea) Jpa¥) Maa) (s sk o oy

% (aladl Ales 5l el Aled ke ) Baaae dyiej Adaad 8 AS AN ) auza gl ddad)
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Financial Statements

Review Question waus

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

a. Income statement.

b. retained earnings statement.

» c. statement of financial position.

d. statement of cash flows.
rop ALl (§ sia g el 3V g el aniati ) Agllall Al

A, Jaal

B. &l 2L oy
C. .l Sl gl
D. Al el gl
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¢ Information on the cash receipts and payments for a
specific period of time.

¢ Answers the following:

HELPFUL HINT
» Where did cash come from? Investing activities
pertain to ivestments
» What was cash used for? made by the company,
not investments made
» What was the change in the by the owners.
cash balance? o Ll 0 Ll
g Badaa Axia )y 3 yial dpaail) e gdaall g chlia gdall e e glaa
% 1b b e
> ol el cpl e

> il Aladinl o Lag
> Sgaaill aua )l (& il ga le
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Loed Al Slesladdl e 1 585 lalidlé aaii 2017 e 31 4 Flanagan Group plc 48 x&y gslaii 3 jliae e glas L Lasd
Presented below is selected information related to Flanagan Group plc
at December 31, 2017. Flanagan reports financial information monthly.

Equipment - £10,000 Utilities Expense s £ 4,000
Cash 8,000 Accounts Receivable @« 9,000
Service Revenue --- 36,000 Salaries and Wages Expense 7,000
Rent Expense .. 11,000 Notes Payable «.. 16,500
Accounts Payable «=-2 000 Dividends s 5,000

(a) Determine the total assets of Flanagan at December 31, 2017.

(b) Determine the net income that Flanagan reported for December
2017.

(c) Determine the equity of Flanagan at December 31, 2017.

A. 2017 e 31 3 Glalidls Jgual Maa) 30a3
B. 2017 sawsd & olalidld aic calil o) Jaall ila yaas
C. .2017 _ewn 31 (& alidld Sk (3 gfa apaa
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nronnauon related to Flanagan Group plc at December 31, 2017.

Equipment -+ £10,000 Utilities Expense - £ 4,000
Cash 8,000 Accounts Receivable =+~ 9,000
Service Revenue - 36,000 Salaries and Wages Expense 7,000
Rent Expense =« 11,000 Notes Payable .. . 16,500
Accounts Payable.......2,000 Dividends < 5,000

(a) Determine the total assets of Flanagan at December 31, 2017.

A. 2017 e 31 (B Gl Jgual laa) yaas

Equipment - £10,000
Cash « 8,000
Accounts Receivable #- = 9,000
Total assets .. £27,000

1-58 LOS&
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nronnauon related to Flanagan Group plc at December 31, 2017.

Equipment == £10,000 Utilities Expense = £ 4,000
Cash 8,000 Accounts Receivable ==~ 9,000
Service Revenue ~== 36,000 Salaries and Wages Expye‘n.sﬂem 7,000
Rent Expense <= 11,000 Notes Payable . R 16,500
Accounts Payable 2,000 Dividends ees 5,000

all A5 Sl

(b) Determine the net income reported for December 2017.
B. 2017 sawd ,gd (8 Olzal) JAA Al aad

Revenues =

Service revenue s £36,000
Expenses -=

Rent expense == £11,000

Salaries and wages expense -~-=-= 7,000

Utilities expense &= 4,000

Total expenses s . 22,000

Net iIncome s £14.000

1-59
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nuunnauon related to Flanagan Group plc at December 31, 2017.

Ia BZADEMY
Equipment - £10,000
Cash - 8,000

1-60

Service Revenue ==« 36,000
Rent Expense = - 11,000
Accounts Payables:«:-.-2,000

£ 4,000
9,000

Utilities Expense e
Accounts Receilvable wwsaiw

(c) Determine the equity of Flanagan at December 31, 2017.

C. .2017 ssawsd 31 B Glalidd ASle (3 48a s

Total assets [as computed in (Q)] @) #s=etao=ie

Less: Liabilities ="
Notes payable .

Accounts payable ¢~

Equity wess

Salaries and Wages Expense 7,000
Notes Payable ... " 16,500
Dividends s 5,000
£27,000
£16,500
2,000 18,500
£ 8,500

LOS8
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Copyright

“Copyright © 2016 John Wiley & Sons, Inc. All rights reserved.
Reproduction or translation of this work beyond that permitted in
Section 117 of the 1976 United States Copyright Act without the
express written permission of the copyright owner is unlawful.
Request for further information should be addressed to the
Permissions Department, John Wiley & Sons, Inc. The purchaser may
make back-up copies for his/her own use only and not for distribution
or resale. The Publisher assumes no responsibility for errors,
omissions, or damages, caused by the use of these programs or from
the use of the information contained herein.”
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