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Conceptual framework of accounting

One of the issues for the accounting students studying the conceptual framework of accounting
because it is considered as a constitution for people who work in accounting, financing, and
auditing fields. Furthermore, understanding the conceptual framework is the first step and key
point to understand financial statements.

The conceptual framework is defined as the collection of Concepts that guide the manner in
which accounting is practiced. This recognized a set of standards called generally accepted
accounting principles (GAAP).
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( Recognition, Measurement, and Disclosure Concepts —l

!

ASSUMPTIONS PRINCIPLES CONSTRAINT

1. Economic entity 1. Measurement 1. Cost

2. Going concern 2. Revenue recognition

3. Monetary unit 3. Expense recognition Third level:
4. Periodicity 4. Full disclosure The "how'—

. Accrual i |
5. Accrua implementation

QUALITATIVE
CHARACTERISTICS ELEMENTS
1. Fundamental qualities
A. Relevance 1. Assets
(1) Predictive value 2. Liabilities
(2) Confirmatory value 3. Equity
(3) Materiality 4. Income Second level: Bridge
B. Faithful representation 5. Expenses between levels 1 and 3
(1) Completeness

(2) Neutrality
(3) Free from efror
2. Enhancing qualities
(1) Comparability
(2) Verifiability
(3) Timeliness
(4) Understandability

Summary of
the Structure

OBJECTIVE

Provide information
about the reporting
entity that is useful
to present and potential
equity investors,
lenders, and other
creditors in their
capacity as capital
providers.

First level: The "why"—
purpose of accounting

ILLUSTRATION 2-7
Conceptual Framework
for Financial Reporting



1. Obijectives of Financial Reporting

The objective of general purpose financial reporting is to provide financial information about the
reporting entity that is useful to existing and potential investors, lenders and other creditors in
making decisions about providing resources to the entity. Those decisions involve buying, selling
or holding equity and debt instruments, and providing or settling loans and other forms of credit.
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This objective of general purpose financial reporting forms the foundation of the Conceptual
Framework.

1. Is useful to those making investment and credit decisions

2. Helpful in assessing future cash flow

3. Identify the econometric resources (Assets) and the claims to those resources (liabilities)
and the changes in those resources and claims.
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2. Qualitative characteristics of accounting information

Accounting information must persist certain qualitative characteristics to be considered useful.
The following qualitative characteristics help ensure that accounting information is indeed
useful, there are two types of qualitative characteristics of accounting information.

a) Fundamental qualitative characteristics

i.  Relevance: refers to the capacity of accounting information to make difference in
decision, and relevance should include three sub-characteristics (Confirmatory value —
Provides information about past events \ Predictive value — Provides predictive power
regarding possible future events \ Materiality — the extent or nature of an error (including
an omission) in financial information)
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ii.  Faithful representation: Means that the numbers and descriptions match wat really existed
or happened. It includes (completeness — Financial statements should not exclude any

transaction. \ Neutrality — The degree to which information is free from bias. Note that
there are subjectivity and estimation involved in financial statements, therefore




information cannot be truly “neutral. \ Free from error — The degree to which information
is free from errors.)
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b) Enhancing Qualitative characteristics

I.  Comparability: refers to the ability to use accounting information to compare or contrast

the financial activities of different businesses.

ii.  Verifiability: occurs when independent measures using the same methods obtain similar
results.

iii.  Timeliness: means having information available to decision makers before it loses its
capacity to influence decisions.

iv.  Understandability: refers to the ability of accounting information to be comprehensible to
those who have a reasonable understanding of business and economic activities
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<

FAITHFUL

RELEVANCE REPRESENTATION

Enhancing Characteristics

VERIFIABILITY TIMELINESS UNDERSTANDABILITY COMPARABILITY

Financial statements




Financial statements are written records that convey the business activities and the financial
performance of a company. Financial statements are often audited by government agencies,
accountants, firms, etc. to ensure accuracy and for tax, financing, or investing purposes.
Financial statements include:

AS il L) e la¥) g A jlail) Al Jan 4 ¢S Cllans o Al L)

« The statement of financial position (Balance sheet): provides an overview of assets,
liabilities, and stockholders' equity as a snapshot in time. In every balance sheet, assets

must equal the total of your liabilities and equity, meaning the dollar amount must zero
out.

Assets = (Liabilities + Equity)
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» Dividends: Companies issue dividends as a way to reward current shareholders and to encourage new investors
to purchase stock. A company can pay dividends in the form of cash, additional shares of stock in the company,

or a combination of both.
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> Retained earnings: The retained earnings section of the balance sheet reflects the total
amount of profit a company has retained over time. After the business accounts for all its
costs and expenses, the amount of revenue that remains at the end of the fiscal year is its
net profit. The company can choose to do one of three things with its profit: pay
dividends to shareholders, reinvest the funds into the company, or leave it on account.
The portion of profits left on account is rolled over each year and listed on the balance
sheet as retained earnings.
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» Contributed capital: also known as paid-in capital, is the cash and other assets that
shareholders have given a company in exchange for stock.

o Income statement: focuses on a company’s revenues and expenses during a particular
period. Once expenses are subtracted from revenues, the statement produces a company's
profit figure called net income.
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o Cash flow statement: measures how well a company generates cash to pay its debt
obligations, fund its operating expenses, and fund investments
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« The statement of changes in equity: The statement explains the changes in a company's
share capital, accumulated reserves and retained earnings over the reporting period. It
breaks down changes in the owners' interest in the organization, and in the application of
retained profit or surplus from one accounting period to the next.

The statement of changes in equity is important because it allows analysts and reviewers
of financial statements to see what factors caused a change in owner's equity during the
accounting period. You can find the movements of shareholder reserves on

the balance sheet.
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3. Elements of financial statements

Now we can learn about the elements of financial statements based on the INTERNATIONAL
ACCOUNTING STANDARD BOARD (IASB) classification.

> Assets:

The official definition of assets are defined by IASB’s Framework for preparation and
presentation of financial statements are the resources control by the entity as the result of past
events and from which the future economic benefits are expected to flow the entity.

An asset is a resource with economic value that an individual, corporation, or country owns or
controls with the expectation that it will provide a future benefit.
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For example, the account receivable is the asset of the entity.

Right here could mean the right to use or control the physical assets or the intellectual property
or it could be linked to the other entity’s obligation to pay or transfer the assets to the entity.

In the accounting equation, assets are calculated by the accumulation of equity and liabilities.

Here are examples of assets:

Land
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e Building el
e Property GlSliag
o Computer equipment @ gulall Glana
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o Cash on hand G siall A all

Cash advance
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Petty cash
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Inventories

e G R

Account receivables
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Prepaid expenses
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Goodwill
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And other assets that meet the
definition of assets above.
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Assets are considered the first element of financial statement and they report only in the balance
sheets. They are staying on the top of the balance sheets. In general, assets are classified into two
types based on the company’s policies and in accordance with international accounting
standards.

Current assets:

The first class of assets is the current asset which refers to short-term assets and these
kinds of assets are not depreciated. The movement or usages of them are directly charged

to the income statement.

For example, the usages of inventories are charged as operating expenses or costs of
goods sold in the income statement. Some of the current assets are moved from one

accounting item to another.
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Non-current assets:
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The second types of assets are fixed assets. These kinds of assets normally refer to assets
that use more than one year and with large amounts as well as are not for trading or

holders for price appreciation.
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https://www.wikiaccounting.com/balance-sheet-ultimate-guide/
https://www.wikiaccounting.com/fixed-assets-ias-16-property-plant-and-equipment/
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In other words, fixed assets are the resources based on nature are converted into cash or
cash equivalent in more than one year accounting period.
> Liabilities:

The official definition of liabilities define by IASB’s Framework for preparation and
presentation of financial statements are the present obligations arising from the past events, the
settlement of which is expected to result in an outflow from entity resources embodying
economic benefit.

Obligations of a company or organization. Amounts owed to lenders and suppliers. Money owed
to suppliers (accounts payable) Wages owed. Taxes owed.
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Here are examples of Liabilities in Financial Statements:

e Bank Loan B ae
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« Interest payable a8l ) 5 il 5
e Tax payable a8l daal g () pua
« Account payable (@l llua) A5l aed
« Note payable 8l Ao, AllpaS
e Borrowing from parent company (V) AS i) dpunss S AS 3N (e (yal )
« Intercompany account payable Aaall S il o adall Cla
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Liabilities are classified into two different types: Current liabilities and Non-current Liabilities.
Current Liabilities refer to the kind of liabilities that expected to settle within 12 months after the
reporting date.

> Equity:

Equity is officially defined by IASB’s Framework for preparation and presentation of financial
statements, is the residual interest in the assets of the entity after deducting all its liabilities.

Represents the shareholders' stake in the company, identified on a company's balance sheet.
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Example: By solving the above definition, Equities = Assets — Liabilities. A good example of
Equity is Ordinary Shares Capital and Retained Earnings. That means equity increase or decrease
depending on the movement of assets and liabilities.

For example, if assets are increasing and the liabilities are stable, then equities will increase.
However, if assets are stable and liabilities are increased, the equity will decrease.

The items that records in equity are:
e Share capital
e Retain earning or retain losses
« Revaluation gain
o Dividends payment
» Revenues:

The official definition of revenues defined by IASB’s Framework for preparation and
presentation of financial statement is increase in the economic benefits during the accounting
period in the form of inflows or enhancements of assets or decrease of liabilities that result in
increases in equity, other than those relating to contributions from equity participants.
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The example of revenues is sales revenues from selling of goods or rendering of services, interest
incomes from banks deposits, as well as a dividend received from equity investments.

Revenues in the income statement are records all together for both the revenues from the selling
of entity main products or services ( principle activities) as well as revenues that entity generate
from the entity’s non-activities.

There are two accounting principles use to record and recognize revenues in the income
statement. First, it uses a cash basis, and second, it uses an accrual basis.

Cash basis, revenues or income is recognised at the time cash is received or collected while
accrual basis, revenue or income is recogsized at the time risks and rewards are transferred from
sellers to buyers or the control over the products or services are handover from the seller to the
buyer.
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> Expenses: Operating Expenses or Administration Expenses

The official definition of Expenses defined by IASB’s Framework for preparation and
presentation of financial statement is decreased in economic benefits during the accounting
period in the form of outflows or depreciation of assets or incurred of liabilities that result in
decreases in equity, other than those relating to distributions to equity participants.
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Expenses here refer to the expenses that occur for daily operational costs. Those expenses are:

e Cost of goods sold deludl deliay) 245
o Salaries expenses <l g ) o jlas
o Depreciation Slginy)
e Interest Expenses 2) gall il g yma
o Tax expenses il yuall Cay jlaa
o Utility expenses Aalal) (381 ) ilads
e Transportation Cost Jaal) 3al<5
o Marketing Expenses o gl I3
o Rental Expenses Sl o jlas
« Repair and maintenance Llpa 5 7O
e Internet Fee i Y a g )
e Telephone fee gl a sas

Expenses are records as operational costs in the income statement in the period they have
occurred.

Well, sometimes they called period cost including the cost of goods sold and administrative cost.
Actually, these expenses are different from capital expenditures which are paid for
purchasing fixed assets.

4. The key accounting assumptions

A ) dalaal) ciluda Al
Key accounting assumptions state how a business is organized and operates. They provide
structure to how business transactions are recorded. If any of these assumptions are not true, it

may be necessary to alter the financial information produced by a business and reported in its
financial statements. These key assumptions are:

o Accrual assumption. BlEsiny) iua
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Transactions are recorded using the accrual basis of accounting, where the recognition of
revenues and expenses arises when earned or used, respectively. If this assumption is not
true, a business should instead use the cash basis of accounting to develop financial
statements that are based on cash flows. The latter approach will not result in financial
statements that can be audited.

o Conservatism assumption. sl dua 5

Revenues and expenses should be recognized when earned, but there is a bias toward earlier
recognition of expenses. If this assumption is not true, a business may be issuing overly
optimistic financial results.

« Consistency assumption. 4l siuY! dua 5

The same method of accounting will be used from period to period, unless it can be replaced
by a more relevant method. If this assumption is not true, the financial statements produced
over multiple periods are probably not comparable.

o Economic entity assumption. i) AabaB@Y sas 5l (1

The transactions of a business and those of its owners are not intermingled. If this assumption
is not true, it is impossible to develop accurate financial statements. This assumption is a
particular problem for small, family-owned businesses.

« Going concern assumption. Lalaill 4, ) pain) dpa s

A business will continue to operate for the foreseeable future. If this assumption is not true
(such as when bankruptcy appears probable), deferred expenses should be recognized at
once.

 Reliability assumption. 4.8 5 sall 41 3

Only those transactions that can be adequately proven should be recorded. If this assumption
is not true, a business is probably artificially accelerating the recognition of revenue to
bolster its short-term results.

o Time period assumption. 4sie )l & il (al i)

The financial results reported by a business should cover a uniform and consistent period of
time. If this is not the case, financial statements will not be comparable across reporting
periods.

Though the preceding assumptions may appear obvious, they are easily violated, and can lead to
the production of financial statements that are fundamentally unsound.

When a company's financial statements are audited, the auditors will be looking for violations of
these accounting assumptions, and will refuse to render a favorable opinion on the statements
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until any issues found are corrected. Doing so will require that new financial statements be
produced that reflect the corrected assumptions.

5. Principles
A. The money measurement concept (sl (ulill o geda

(also called monetary measurement concept) underlines the fact that in accounting and
economics generally, every recorded event or transaction is measured in terms of money, the
local currency monetary unit of measure.

The money measurement concept states that a business should only record an accounting
transaction if it can be expressed in terms of money. This means that the focus of
accounting transactions is on quantitative information, rather than on qualitative
information. Thus, a large number of items are never reflected in a company's accounting
records, which means that they never appear in its financial statements. Examples of items
that cannot be recorded as accounting transactions because they cannot be expressed in
terms of money include:
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Employee skill level

« Employee working conditions il sall Jas oy jlae
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field service
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o The efficiency of administrative e

processes

B. Revenue recognition sy i lae

is a generally accepted accounting principle (GAAP) that identifies the specific conditions in
which revenue is recognized and determines how to account for it. Typically, revenue is
recognized when a critical event has occurred, and the dollar amount is easily measurable to the
company.
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For example, revenue accounting is fairly straightforward when a product is sold, and the
revenue is recognized when the customer pays for the product. However, accounting for revenue
can get complicated when a company takes a long time to produce a product. As a result, there
are several situations in which there can be exceptions to the revenue recognition principle.

C. The Expense Principle < s yadl las

This principle defines a point in time at which the bookkeeper may log a transaction as an
expense in the books. The expense principle, or expense recognition principle, states that an
expense occurs at the time at which the business accepts goods or services from another entity.
Essentially, it means that expense

D. The Matching Principle 4aidad i

The matching principle states that you should match each item of revenue with an item of
expense. For example, if you are selling tacos, you could count the expense of the shells, meat,
and toppings at the time at which a customer buys the taco. In other words, you match the
expense of the taco ingredients with the revenue earned from the sale of the taco. When a
business applies the revenue, expense, and matching principles in practice, they are operating
under the accrual accounting method.

E. The Full Disclosure Principle i) 7Ly faw

states that all relevant and necessary information for the understanding of a financial statement
should be included on a set of financial statements for public company filings.

Financial Analysts who read financial statements need to know what inventory valuation method
has been used, if there have been any significant write-downs, how depreciation is being
calculated, and other critical information for the understanding of the financial statements. This
principle is crucial to ensure that there is limited information asymmetry between the company’s
management and its current shareholders.

6. Constraints <adal)

In the field of accounting, when reporting the financial statements of a company, accounting
constraints (also known as the constraints of accounting) are boundaries, limitations, or
guidelines.

These constraints may allow for variations to the accounting standards an accountant is trying to
follow. Types of constraints include objectivity, costs and
benefits, materiality, consistency, industry practices, timeliness, and conservatism

a. Costs and benefits 4xdiall y 4alsill
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https://en.wikipedia.org/wiki/Accounting
https://en.wikipedia.org/wiki/Financial_statement
https://en.wikipedia.org/wiki/Accounting_standard
https://en.wikipedia.org/wiki/Objectivity_(philosophy)
https://en.wikipedia.org/wiki/Materiality_(auditing)
https://en.wikipedia.org/wiki/Consistency
https://en.wikipedia.org/wiki/Conservatism

The costs and benefits constraint, also called the cost-effectiveness constraint, is pervasive
throughout the framework. Companies must spend time and money to provide financial
statements. To be more specific, Costs can constrain the range of information when

providing financial reporting on the grounds that the companies must "collect, process, analyze
and disseminate relevant information™ which need time and money.


https://en.wikipedia.org/wiki/Costs_and_benefits
https://en.wikipedia.org/wiki/Financial_statement
https://en.wikipedia.org/wiki/Financial_statement
https://en.wikipedia.org/wiki/Financial_Reporting
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Users of Accounting information

Internal Users
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External Users
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Company Managers
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Investors
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Finance manager
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Creditors
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Marketing manager

Labor union
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C\i\‘}” e

Taxing authorities

Employees
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Regulatory agencies
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Economic planners
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2. Accounting for purchases and sales of goods

Purchase

The purchase is the cost of buying inventory during a period for the purpose of sale and generate
profit. Other purchases of assets may be used by the business such as office equipment,
machines, computers, etc.

Purchase results in an increase in the expense and decrease in assets of the entity, the expense
must be debited while assets must be credited. A purchase may be made on Cash or on Credit.

Sales
Sales refer to the revenues earned when a company sells its goods, products, merchandise, etc.

Sale results in an increase in the income and assets of the entity, asset s must be debited whereas
revenue must be credited. A sale also results in the reduction of inventory. A sale may be made
in cash or on credit.

BRI

Ui e AV J sl il jiie aladio Sy )l Gaiad s aad) (i i Lo s 8 DA 05 ) o) ) AalK5 ga ¢l
A ) ey 55 gnaS 5 jead 5 YY) 5 AuiSall cilamall Jia JleeY)

a8 sal) Al ay Lty Cay jleadl) aad Cangy ¢ LS J saal & (alasil s Cay sladd) 52l o)l e iy

Gilassall
D ) L g Lgrdiliay o Lot 5 Lgadas AS 501w Ladie Aiaall Colal ) ) Clagaall 05

ol Wil ol (g iy ) ¥ 2l ey Laiy J s ) et a5 ¢ LS J sl 5 Ja0 830l 5 ) e i
OEY) 3ask e sl 138 aud) 4y 38 5 38])

» Cash purchase: Companies record cash purchases by an increase in purchase account and a
decrease in cash account. Knowing the normal balance of accounts meaning purchase
account will be debited and cash account will be credited.
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e Bought goods for cash 8,000

From Goods/Stock a/c 8,000
To Cash a/c 8,000

[To record cash purchase]



> Credit Purchase: If purchases are made on credit the purchase account would be debited and
accounts payable credited.
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e Bought goods from M/s Roddic & CO. on credit 12,000

From Goods/Stock a/c 12,000

To Roddic & Co a/c 12,000

[To record credit purchase from M/s Roddic & Co.,]

» Purchase Return: Occurs when the buyer of merchandise, inventory, fixed assets, or other
items sends these goods back to the seller. Normally returned goods are either defected,
damaged, or doesn’t meet the purchaser’s specifications.
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> Purchase Allowance: A purchase allowance is a reduction in the buyer's cost of merchandise
that it had purchased. The purchase allowance is granted by the supplier because of a problem
such as shipping the wrong items, the incorrect quantity, flaws in the goods, etc.
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e Assume Baghdad co. returned 2 out of 10 pcs on 2\2\2020 on cash and 5 pcs on
credit. Each item costs 20001QD

From Cash a/c 4,000
To Purchase Return\ Allowence a/c 4,000
[To record purchase return to Dijlah co. on 2\2\2020]
From Accounts Payable a/c 10,000
10,000

To Purchase Return\ Allowence a/c

[To record purchase return to Dijlah co. on 2\2\2020]



» Purchase discount: It is an offer from the supplier to the purchaser, to reduce the payment
amount if the payment is made within a certain period of time.
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e On May 1 2014, Baghdad co. purchases goods from Ishtar co. on credit at the
cost of 2,000,000 credit terms 2/15 n30.
= On May 14 Baghdad co. pays 800,0001QD
= On May 29 Baghdad co. paid the rest of amount

1\5\2014

From Purchases a/c 2,000,000

To Account payable Ishtar co. a/c 2,000,000

[To record credit purchase]

Baghdad co. paid within the discount period =
800,000 * 2% = 16,000 1QD purchase discount

14\5\2020

From Account payable a/c 800,000

To Cash alc 784,000

Purchase discount a/c 16,000

[To record payment of account payable after
deducting 2% discount]

29\5\2020

From Account payable a/c 1,200,000

To Cash alc 1,200,000

[To record payment of account payable]



3. Accounting for sales of goods

» Cash Sales: When a cash sale is made, the following double entry is recorded

gjtm GJJ‘}A\ 2l Jasusd Al ¢ (g8 an o)) die Al eyl

e Sold goods costing 9,000 for cash 15,000

From Cash a/c 15,000

To Goods/Stock a/c 15,000

[To record sale of goods for cash]

e Performed services for cash 9,000

From Cash a/c 9,000

To Service Revenue a/c 9,000

[To record services performed for cash]

> Credit Sale: In case of a credit sale, the following double entry is recorded
Uz 5 3l 2l s oy ¢ Qe o Al 8 i)

e sold goods costing 10,000 on credit to Mr. Tejamul 18,000

From Mr. Tejamul a/c 18,000

To Goods/Stock a/c 18,000

[To record sale of goods to Mr. Tejamul on credit]

e Performed services on account for $10,000



From Account receivable a/c 10,000

To Service Revenue a/c 10,000

[To record services performed on account]

» Sales discount: is a reduction in the price of a product or service that is offered by the seller,
in exchange for early payment by the buyer.
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The sales discounts account appears in the income statement and is a contra revenue account,
which means that it offsets gross sales, resulting in a smaller net sales figure. The presentation of
a sales discount in the income statement is:
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Gross sales XXX, XXX

Less: sales discounts (XXX,XXX)

Net sales PXXX, XXX

e ABC International issues a $10,000 invoice to a customer that offers a 2% discount
if the customer pays the invoice within 10 days.

$10,000 * 2% = $200

Gross sales $10,000

Less: sales discounts (200)

Net sales $9,800
From Cash 9,800
Sales discounts 200

To Accounts receivable 10,000



Exercise 1 Prepare the journal entry required for each of the following transactions:

1. Cash was received for services performed for customers, $1,200.

Sold equipment for customers on 14\May, $4,200.

Cash was received for services performed for customers, $ 700.

Services were performed for customers on account, $ 1,200.

Purchased another truck for cash, $ 48,000.

Sold land on account for December, $ 27,000.

Purchased land on account on 20 December, $ 20,000 on terms of 2/10, n/30

Noookrwd

Required:

e Prepare journal entries for these transactions.
e Post the journal entries to T-accounts.

Exercise 2 Cramer Company uses periodic inventory procedure. Purchases during the period
were $ 40,000, purchase returns and allowances were $ 1,000, purchase discounts were $ 2,000,
and collected $ 2,500 from services performed.

Required:

e Prepare journal entries for these transactions.
e Post the journal entries to T-accounts.
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> Prepare an income statement

To prepare an income statement generate a trial balance report, calculate your revenue, determine the
cost of goods sold, calculate the gross margin, include operating expenses, calculate your income,
include income taxes, calculate net income and lastly finalize your income statement with business
details and the reporting period.
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1. Pick a reporting period

The first step in preparing an income statement is to choose the reporting period your report will
cover.
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2. Generate a trial balance report

To create an income statement for your business, you’ll need to print out a standard trial balance
report. You can easily generate the trial balance through your cloud-based accounting software. Trial
balance reports are internal documents that list the end balance of each account in the general ledger
for a specific reporting period. It will give you all the end balance figures you need to create an
income statement.
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3. Calculate your revenue

Next, you’ll need to calculate your business’s total sales revenue for the reporting period. Your
revenue includes all the money earned for your services during the reporting period, even if you
haven’t yet received all the payments.
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4. Determine cost of goods sold

Your cost of goods sold includes the direct labor, materials and overhead expenses you’ve incurred
to provide your goods or services.
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5. Calculate the gross margin
Subtract the cost of goods sold total from the revenue total on your income statement.
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6. Include operating expenses
Add up all the operating expenses listed on your trial balance report.
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7. Calculate your income
Subtract the selling and administrative expenses total from the gross margin.
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8. Include income taxes
To calculate income tax, multiply your applicable state tax rate by your pre-tax income figure.
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9. Calculate net income
To determine your business’s net income, subtract the income tax from the pre-tax income figure.
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10. Finalize the income statement

To finalize your income statement, add a header to the report identifying it as an income statement.
Add your business details and the reporting period covered by the income statement.
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Innovative Products, Inc.
Income Statement
For Year Ending December 31, 2012

Sales $50,00,000
Cost of Goods Sold
Materials 8,00,000
Labor 11,00,000
Overhead 6,00,000 25,00,000
Gross Margin $25,00,000

Operating Expenses
Selling Expenses 9,00,000
Administrative Expenses 6,00,000

Operating Income $5,00,000

Other Income & Expenses

Interest Revenue 50000

Interest Expense -1,00,000

Extraordinary items 2,00,000 1,50,000
Income Before Tax $6,50,000
Income Tax (at 35%) $2,27,500
Net Income $4,22,500

> Prepare balance sheet

Depreciation and Amortization  5,00,000 2000000

A balance sheet reports a business’s assets, liabilities and equity at a specific point in time. A
balance sheet is broken into two main sections: assets on one side and liabilities and equity on the
other side. The two sides must balance out, meaning they should be equal to one another. It reports

the following line items:
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o Current Assets: Assets that will be converted to cash within a year, including accounts
receivable, inventory and prepaid expenses

e Long-Term Assets: Assets that won’t be converted to cash within a year, including land,
buildings and equipment

o Current Liabilities: Debts owed within a year, including rent, utilities, taxes and payroll
e Long-Term Liabilities: Long-term business loans, pension fund liabilities

o Shareholders’ Equity: A business’s net assets, including money generated by the business
and donated capital
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Balance Sheet

Assels
Cash
Accounts Receivable \ /ncome Statenent
Inventor Sales Revenue
vaﬂidﬁpé’l)se:% Cost of Goods Sold Expense
Fixed Assets >

—> Depreciation Expense

(. alie TR
Accumulated Depreciation’ P _—mn,

Intangible Assets

Operating Expenses
Liabllities & Owners’ Equity Interest Income
Accounts Payable Income Thax Expense
Accrued Expenses Payable Net Income

Notes Payable
Owners’ Equity — Invested Capital

Owners’ Equily — Retained Fanngs

1. Determine the Reporting Date and Period

A balance sheet is meant to depict the total assets, liabilities, and shareholders’ equity of a company
on a specific date, typically referred to as the reporting date.
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2. Identify Your Assets

After you’ve identified your reporting date and period, you’ll need to tally your assets as of that date.
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e Current Assets:
o Cash and cash equivalents
o Short-term marketable securities
o Accounts receivable
o Inventory

o Other current assets
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e Non-current Assets:
o Long-term marketable securities
o Property
o Goodwill
o Intangible assets

o Other non-current assets
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3. Identify Your Liabilities

Similarly, you will need to identify your liabilities. Again, these should be organized into both line
items and totals, as below:
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e Current Liabilities:
o Accounts payable
o Accrued expenses
o Deferred revenue
o Current portion of long-term debt

o Other current liabilities
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« Non-Current Liabilities:
o Deferred revenue (non-current)
o Long-term lease obligations
o Long-term debt

o Other non-current liabilities
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4. Calculate Shareholders’ Equity
If a company or organization is privately held by a single owner, then shareholders’ equity will
generally be pretty straightforward. If it’s publicly held, this calculation may become more
complicated depending on the various types of stock issued.
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Common line items found in this section of the balance sheet include:
e Common stock
e Preferred stock
e Treasury stock

e Retained earnings
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5. Add Total Liabilities to Total Shareholders’ Equity and Compare to Assets

To ensure the balance sheet is balanced, it will be necessary to compare total assets against total
liabilities plus equity. To do this, you’ll need to add liabilities and shareholders’ equity together.
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ASSETS

Example Company
Balance Sheet
December 31, 2017

Current assets
Cash
Petty cash
Temporary investments
Accounts receivable - net
Inventory
Supplies
Prepaid insurance
Total current assets

Investments

Property, plant & equipment
Land
Land improvements
Buildings
Equipment
Less: accum depreciation
Prop, plant & equip - net

Intangible assets
Goodwill
Trade names
Total intangible assets

Other assets

Total assets

$ 2100
100
10,000
40,500
31,000
3,800
1,500
89,000

36,000

5,500
6,500
180,000
201,000

(56,000)
337,000

105,000
200,000
305,000

3,000

$ 770,000

LIABILITIES
Current liabilities
Notes payable $ 5,000
Accounts payable 35,900
Wages payable 8,500
Interest payable 2,900
Taxes payable 6,100
Warranty liability 1,100
Unearned revenues 1,500
Total current liabilities 61,000
Long-term liabilities
Notes payable 20,000
Bonds payable 400,000
Total long-term liabilities 420,000
Total liabilities 481,000
STOCKHOLDERS EQUITY
Common stock 110,000
Retained earnings 220,000
Accum other comprehensive income 9,000
Less: Treasury stock (50,000)
Total stockholders’ equity 289,000
Total liabilities & stockholders’ equity $ 770,000

The notes to the sample balance sheet have been omitted.



» Prepare cash flow statement

A cash flow statement documents in detail all company income and debt over a specific period of
time. It reflects the short-term viability of a company by indicating whether it has enough cash on
hand to pay its employees and debts. If it does, then the company is considered to have a “positive”
cash flow.

g8l (axll ol alae [

gl o A5 AanDla (uSay 43 Ba2se Aia )3 58 A Lgd 5305 A8l J3 paes Janaiilly (g8l gaaill ()l (355
A AN b ¢ Gl Y K1) L5205 Lgndla ga adal ) (J glite o8 40818 0 685 Lgaad IS 1Y) e ) 3 LAY JDIA (e yueadl
"l (s (5N gl

Types of Cash Flow

The cash flow statement (also referred to as a “statement of cash flows”) is broken down into three
sections:
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Operating activities

Cash flow operating activities are the costs directly associated with the production and sale of a
company’s product, and the income generated by those sales. These costs include:

e Purchase of raw materials

e Building Inventory

o Advertising

e Payments to vendors

e Payroll and employee benefits’ payments
o Dividends from company investments

e Interest received or payed

e Income taxes & deferred taxes

e Income from sales of products or services
o Depreciation and amortization

« Sale of non-current assets
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Investing activities

This is cash spent on:
e Long term investments (for example, purchase or sales of stocks and bonds)
o Properties and equipment (purchases or sales of)

« Loan payments (but not interest. Interest on bank loans would go under ‘Operating
Activities’ above)

e Money loans
o Costs related to payments for merger and acquisitions

Although a business can generate cash flow by selling properties and equipment, those specific costs
are not an indication of a profitable business.
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Financing activities
Financing activities refer to:
e Incoming cash from investors and shareholders
e Incoming cash from issuing debt (for instance, bonds)
e Outgoing cash in the form of dividends
e Repurchasing of stock
o Proceeds from employees exercising stock options

o Capital lease (a large expense, such as a building that is being accounted for over a number
of years).
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How Do You Calculate Cash Flow?

There are two methods to calculate cash flow. Each have a different approach to the way “Operating
Activities” are calculated.
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Cash flow calculation: direct method
The accounting department of a company adds up all payments and receipts.

This is the universally recommended way to calculate cash flow because the expenses and income
are so detailed. That detail can help a company to better make financial decisions.
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Cash flow calculation: indirect method

The accounting department takes net income and then makes adjustments to remove costs related to
non-operating activities.

This is considered an easier method to calculate than direct, because of the way accounting
departments typically record transactions.
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Direct Method:

Operating Activities
Cash received from customers $800
Cash paid to suppliers (150)
Employee compensations (200)
Other operating expenses paid (250)
Net cash from operating activities 200
Investing Activities
Sale of land 200
Purchase of equipment (300)
Net cash from investing activities (100)
Financing Activities
Common share dividends (200)
Payment on long-term debt (300)
Net cash from financing activities (500)
Beginning Cash Balance X
Ending Cash Balance Y

Indirect Method:

Operating Activities
Net Income $50,000
Add: Depreciation expense $10,000
Decrease in AR $2,000
Increase in inventory $3,000
Decrease in prepaid expense $4.000
Increase in accounts payable $5,000
Net Cash provided by operating activities $XXX
Investing Activities
Sale of land 200
Purchase of equipment (300)
Net cash from investing activities (100)
Financing Activities
Common share dividends (200)
Payment on long-term debt (300)
Net cash from financing activities (500)
Beginning Cash Balance X

Ending Cash Balance Y,



[Company Name]

Cash Flow Statement
[UsD % millions]

Operating Cash Flow

© Corporate Finance Institute®. All rights reserved.

Met Earnings 2474 11,791 21,075 26,713 28,227
Plus: Depreciation & Amortization 19,500 18,150 17,205 16,544 16,080
Less: Changes in Working Capital 5,003 1,702 775 303 827
Cash from Operations 12,971 28,239 37,505 42,354 43,480
Investing Cash Flow

Investments in Property & Equipment 15,000 15,000 15,000 15,000 15,000
Cash from Investing 15,000 15,000 15,000 15,000 15,000
Financing Cash Flow

Issuance (repayment) of debt - - (20,0007 - -
Issuance (repayment) of equity 170,000 - - - -
Cash from Financing 170,000 - (20,000) - -
Met Increase (decrease) in Cash 167,971 13,235 2,505 27,354 28,480
Opening Cash Balance - 167,971 181,210 183,715 211,069
Closing Cash Balance 167,971 181,210 183,715 211,069 238,550
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Accounting in English Lecture 4

Practices



Q1: What is meant by the conceptual framework of accounting? And count the
components of the framework.

It is the collection of Concepts that guide the manner in which accounting is practiced.
The components are

Objective

Elements

Quialitative characteristics
Assumptions

Principles

Constraint

o akrwnE

Q2: What are the objectives of financial reporting?

1. Is useful to those making investment and credit decisions
2. Helpful in assessing future cash flow
3. Identify (Assets) and (liabilities) and the changes in them.

Q3: The qualitative characteristics of accounting information are ............. and ..............
Fundamental and enhancing qualitative characteristics

Q4: What is meant by (Relevance \ Faithful representation \ Comparibility \ Timliness \
Understandibility)

e Relevance: refers to the capacity of accounting information to make difference in decision,

e Faithful representation: Means that the numbers and descriptions match wat really existed or
happened.

e Comparability: refers to the ability to use accounting information to compare or contrast the
financial activities of different businesses.

o Verifiability: occurs when independent measures using the same methods obtain similar
results.

e Timeliness: means having information available to decision makers before it loses its
capacity to influence decisions.

e Understandability: refers to the ability of accounting information to be comprehensible to
those who have a reasonable understanding of business and economic activities

Q5: What is meant by the Financial statements? How types of financial statements are
there?

Financial statements are written records that convey the business activities and the financial
performance of a company



Balance sheet

Income statement

Cash flow statement
Change in owners’ equity

PowphpRE

Q6: What are the elements of the financial statements?

Assets
Liabilities
Equity
Revenues
Expenses

ok wnNE

Q7: Count the main accounting assumptions.

Accrual
Conservitisem
Consistency
Economic entity
Going concern
Reliability
Time period

No ok~ owbdE

Q8: Count the main accounting principles.

Money measurement concept
Revenue recognition

The Expense principle

The matching principle

The full disclosure

gk~ owpneE

Q9: True\ False

1. Company managers, human resource managers, and finance managers are internal users of
accounting information. True

2. Company managers, human resource managers, and finance managers are the only internal
users of accounting information. False

3. Customers, investors, and taxing authorities are internal users of accounting information.
False



Q10: What is meant by (Cash purchase \ Credit purchase \ Purchase return \ Purchase
Allowance \ Purchase discount, sales discount)?

1. Cash purchase: Companies record cash purchases by an increase in purchase account and a
decrease in cash account

2. Credit Purchase: If purchases are made on credit the purchase account would be debited and
accounts payable credited.

3. Purchase Return: Occurs when the buyer of merchandise, inventory, fixed assets, or other
items sends these goods back to the seller.

4. Purchase Allowance: A purchase allowance is a reduction in the buyer's cost of merchandise
that it had purchased.

5. Purchase discount: It is an offer from the supplier to the purchaser, to reduce the payment
amount if the payment is made within a certain period of time.

6. Sales discount: is a reduction in the price of a product or service that is offered by the seller,
in exchange for early payment by the buyer.

Q11: What is meant b Cash flow statement? What are the main types of the statements?

A cash flow statement documents in detail all company income and debt over a specific period of
time.

Types of Cash Flow

1. Operating activities
2. Investing activities
3. Financing activities

Q12: What is the accounting equation?

Assets = Liabilities + Owners equity



P1: Prepare the journal entry required for each of the following transactions:

NOUTA W N

Cash was received for services performed for customers, $1,200.
Sold equipment for customers on 14\May, $4,200.

Cash was received for services performed for customers, $ 700.
Services were performed for customers on account, $ 1,200.
Purchased another truck for cash, $ 48,000.

Sold land on account for December, $ 27,000.

Purchased land on account on 20 December, $ 20,000 on terms of 2/10, n/30

Required:

Prepare journal entries for these transactions.
Post the journal entries to T-accounts.
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P2 Cramer Company uses periodic inventory procedure. Purchases during the period were
$ 40,000, purchase returns and allowances were $ 1,000, purchase discounts were $ 2,000,

and collected $ 2,500 from services performed.
Required:

Prepare journal entries for these transactions.
Post the journal entries to T-accounts.
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P3 Complete missing amounts in fundamental accounting equation for several businesses:

578,000 152,000
25,000 180,500

127,000 17,000

269,000 45,000

850,000 675,000
250,000 657,450

Solution:

Assets = Liabilities + Owners equity

Assets = Liabilities + Stockholders’ Equity
578,000 426,000 152,000
205,500 25,000 180,500
127,000 17,000 110,000
269,000 45,000 224,000
850,000 175,000 675,000
907,450 250,000 657,450




P4: Knowing the following information for Big Tex’s Rental and Service Company for the
month ended September 30t 2019:

Net income $12,000

Notes payable $2,000
Depreciation $3,000

Account payable (increased) $1,000
Equipment $2,000

Account receivable (increased) $8,000
Inventory $7,000

Land sold $3,000

Required: prepare a cash flow statement.



Solution:

Net 3ncome $ 12,000
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P5: Knowing the following information for Barn Fam. company for the month ended Dec
315t 2010:

Cash receipt from customers $9,500
Income taxes $3,000
Proceeds from equipment sale $7,500
Cash paid to suppliers $2,000
Cash generated from operations $7,500
Dividend paid $2,500

Interest paid $2,000

Dividend received $3,000

Required: prepare a cash flow statement.



Solution:
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P6: On December 31, Bryniuk’s Company, the accounting records showed the following
information:

Cash 49,500
Accounts Receivable 25,000
Supplies 1,500
Prepaid Insurance 12,000
Equipment 70,000
Building 20,000
Land 11,500
Accounts Payable 30,000
Notes Payable 70,000
Common Stock 10,000
Retained Earnings 50,000
Goodwill 20,000
Bond payable 14,000
Interest payable 20,000
Capital 15,000

Required: Prepare the Balance sheet Statement for year ended December 31 2018.
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Balance Sheet
A balance sheet is a financial statement that reports a company's assets, liabilities and
shareholders' equity. The balance sheet is one of the three core financial statements used to
evaluate a business (income statement and statement of cash flows being the other two).

The balance sheet adheres to the following accounting equation, where assets on one side, and
liabilities plus shareholders' equity on the other, balance out:

Assets = Liabilities + Shareholders® Equity

Elements of financial statements

Now we can learn about the elements of financial statements based on the INTERNATIONAL
ACCOUNTING STANDARD BOARD (1ASB) classification.

> Assets:

The official definition of assets are defined by IASB’s Framework for preparation and
presentation of financial statements are the resources control by the entity as the result of past
events and from which the future economic benefits are expected to flow the entity.

An asset is a resource with economic value that an individual, corporation, or country owns or
controls with the expectation that it will provide a future benefit.

XCERS POWPE P PP DS IPIN P IGT- I I PU IR PG PIN VP SO IO OF:- S POy (CA RPN ) g PV
il

Dlrary

For example, the account receivable is the asset of the entity.

Right here could mean the right to use or control the physical assets or the intellectual property
or it could be linked to the other entity’s obligation to pay or transfer the assets to the entity.

In the accounting equation, assets are calculated by the accumulation of equity and liabilities.

Here are examples of assets:

e Land ua)
e Building Ly
e Property lSliag
o Computer equipment O gulall Gilana
o Cash in bank o _paaall 8 dyaail)
o Cash on hand B sdinall G aaill
o Cash advance Ganse 35\ (5385 a8
o Petty cash 4 4 lag | 408 Sage
e Inventories el 053k




e Account receivables

el Sl / Sl giall Sl

o Prepaid expenses

e de ginal) chlsal)

o Goodwill linall 3 jed \ Ayl daadd)
e And other assets that meet the Jsal) Ciy e e ol ) Jsall (00 by
definition of assets above. ke

Assets are considered the first element of financial statement and they report only in the balance
sheets. They are staying on the top of the balance sheets. In general, assets are classified into two

types based on the company’
standards.
e Current assets:
The first class of asse

s policies and in accordance with international accounting

ts is the current asset which refers to short-term assets and these

kinds of assets are not depreciated. The movement or usages of them are directly charged
to the income statement.

For example, the usages of inventories are charged as operating expenses or costs of
goods sold in the income statement. Some of the current assets are moved from one

accounting item to an

other.

s34 Dlgiul 4y ¥ 5 Jal) 8 jpal Jpal¥) ) ey ) sl Jal) 4 Jsal) e s &l A ghaiad) cula g sl

e Non-current assets:

d}a.ail“ % &\jfﬁ\

The second types of assets are fixed assets. These kinds of assets normally refer to assets

that use more than on

e year and with large amounts as well as are not for trading or

holders for price appreciation.

S Jsa¥) N Bale Jga¥) e gl sV o2 s A0 Jsa) 58 Jsaa¥) o S & il Al glaiall e il s gl

In other words, fixed

__)a.u”DJLI”‘)SLG_JA.AA;YJid}‘ﬂwﬁﬁjs)ﬁﬁéh@jh\jebw‘;\sieM

assets are the resources based on nature are converted into cash or

cash equivalent in more than one year accounting period.

> Liabilities:

The official definition of liabilities define by IASB’s Framework for preparation and
presentation of financial statements are the present obligations arising from the past events, the
settlement of which is expected to result in an outflow from entity resources embodying

economic benefit.

Obligations of a company or
to suppliers (accounts payabl

) sall Aaatiidl) J) )

organization. Amounts owed to lenders and suppliers. Money owed
e) Wages owed. Taxes owed.

O sall 5 (i jiall Al dladd) Aadaie 5f AS 5 el 31 (< sthaall) o geadl
Antial) il pual) sl [ sal) (adal) Gl


https://www.wikiaccounting.com/five-types-of-financial-statements-ifrs/
https://www.wikiaccounting.com/balance-sheet-ultimate-guide/
https://www.wikiaccounting.com/balance-sheet-ultimate-guide/
https://www.wikiaccounting.com/balance-sheet-ultimate-guide/
https://www.wikiaccounting.com/fixed-assets-ias-16-property-plant-and-equipment/

Here are examples of Liabilities in Financial Statements:

« Bank Loan (S raa a
o Overdraft Co Sl e cndl | dnea ) s aa
« Interest payable a8l daal 5 il 8
o Tax payable a8l daal g ()
e Account payable (@l lilua) A5l aed
« Note payable bl diatie AlpuaS
« Borrowing from parent company (V) AS i) dpunss H1) AS 3N (e (yal )
« Intercompany account payable A3l IS 5l adal) il
o Salary payable Al Gadieall il )

Liabilities are classified into two different types: Current liabilities and Non-current Liabilities.
Current Liabilities refer to the kind of liabilities that expected to settle within 12 months after the
reporting date.

> Equity:

Equity is officially defined by IASB’s Framework for preparation and presentation of financial
statements, is the residual interest in the assets of the entity after deducting all its liabilities.

Represents the shareholders' stake in the company, identified on a company's balance sheet.
AS il de el A Jaall b Baoaall A58 3 s lisall dian Jiey 48

Example: By solving the above definition, Equities = Assets — Liabilities. A good example of
Equity is Ordinary Shares Capital and Retained Earnings. That means equity increase or decrease
depending on the movement of assets and liabilities.

For example, if assets are increasing and the liabilities are stable, then equities will increase.
However, if assets are stable and liabilities are increased, the equity will decrease.

The items that records in equity are:
e Share capital
« Retain earning or retain losses
e Revaluation gain

o Dividends payment

Analyzing balance sheet statement

Balance sheet statement can be analyzed using either solvency ratios or liquidity ratios


https://www.wikiaccounting.com/five-types-of-financial-statements-ifrs/
https://www.wikiaccounting.com/five-types-of-financial-statements-ifrs/

1. A solvency ratio is a key metric used to measure an enterprise’s ability to meet its long-term
debt obligations and is used often by prospective business lenders.

> Debt Ratio
The debt-to-assets ratio is calculated as follows:

Debt ratio = Total debt / Total assets
The debt-to-assets ratio measures a company's total liabilities to its total assets.

A high ratio, above 1, indicates that a company is significantly funded by debt and may have
difficulty meetings its obligations.

» Equity Ratio
The equity ratio is calculated as follows:

Equity ratio = Shareholder equity / Total assets

The equity ratio shows how much of a company is funded by equity as opposed to debt. The
higher the number, the healthier a company is. The lower the number would indicate that a
company has more debt on its books.

» Debt-To-Equity Ratio
The debt-to-equity ratio is calculated as follows:

Debt-to-equity ratio = Total liabilities / Total shareholder equity

The debt-to-equity ratio is similar to the debt-to-assets ratio, in that it indicates how a company is
funded, in this case, by debt. The higher the ratio, the more debt a company has on its books

2. Liquidity ratios are an important class of financial metrics used to determine a debtor's ability
to pay off current debt obligations without raising external capital.

» The Current Ratio
The current ratio measures a company's ability to pay off its current liabilities (payable within
one year) with its current assets such as cash, accounts receivable and inventories. The higher the
ratio, the better the company's liquidity position:

Current Ratio= Current Assets\ Current Liabilities

» The Quick Ratio
The quick ratio measures a company's ability to meet its short-term obligations with its most
liquid assets and therefore excludes inventories from its current assets.

Quick ratio = Current Assets — Inventories — Prepaid expenses / Current Liabilities


https://www.investopedia.com/terms/t/totaldebttototalassets.asp
https://www.investopedia.com/terms/s/shareholderequityratio.asp
https://www.investopedia.com/terms/d/debtequityratio.asp

Quick ratio = Cash + Cash Equivalents + Marketable Securities + Accounts Receivable) /
Current Liabilities



P6: On December 31, Bryniuk’s Company, the accounting records showed the following
information:

Cash 49,500
Accounts Receivable 25,000
Supplies 1,500
Prepaid Insurance 12,000
Equipment 70,000
Building 20,000
Land 11,500
Accounts Payable 30,000
Notes Payable 70,000
Common Stock 10,000
Retained Earnings 50,000
Goodwill 20,000
Bond payable 14,000
Interest payable 20,000
Capital 15,000

Required: Prepare the Balance sheet Statement for year ended December 31 2018.
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Practices and questions

. Another name for the balance sheet is

Statement Of Operations
Statement Of Financial Position

The balance sheet heading will specify a
Period Of Time

Point In Time

. Which of the following is a category or element of the balance sheet?
Expenses
Gains

Liabilities
Losses

. Which of the following is an asset account?
Accounts Payable

Prepaid Insurance
Unearned Revenue

. What is the normal balance for an asset account?
Debit

Credit

. What is the normal balance for liability accounts?
Debit

Credit

. What is the normal balance for stockholders' equity and owner's equity accounts?
Debit

Credit

. What is the normal balance for current asset accounts?

Debit
Credit



9. Which of the following would not be a current asset?
Accounts Receivable
Land
Prepaid Insurance

Supplies

10. Which of the following would normally be a current liability?
Note Payable Due In Two Years
Unearned Revenue




P2 Prepare a balance sheet for Beta co. for the year ended Dec. 31,201X using the

information given:
Cash
Accounts receivable
Accounts payable
Wages payable
Inventory
Bank Loan Payable
Tom Beta, Capital
Equipment

Accumulated Depreciation

Solution

Assets

Current Assets
Cash

Accounts receivable
Inventory

Prepaid Insurance
Total Current Assets

Fixed Assets
Equipment

Less: Accumulated Depreciation

Total Fixed Assets

Total assets

Beta Sales Company
Balance Sheet
December 31, 201X

$12,300
22,900
32,090
2,500
$69,790
100,200
(78,321)
21,879
91,669

$12,300
22,900
$ 8,900
11,525
32,090
17,500
53,744
100,200
78,321

Liabilities and Capital

Current Liabilities

Accounts payable 3,900

Wages payable 11,525

Total Current Liabilities $20,425
Long-Term Liabilities

Sk s

Total Long-Term Liability 17,500
Total Liabilities 37,925
Equity

ggg: oo 53,744
Total liabilities 91,669

and equity



P3: The following information is related to Example Corporation for the year 2017 Dec 31°t

Net Income 60,000

Notes receivable 1,000
Account payable (increased) 10,000
Purchased Equipment 5,000
Notes payable 7,500
Account receivable (decreased) 20,000
Purchased land 15,000
Depreciation 20,000
Decrease in Inventory 30,000

Note: amounts represented above are in US dollars.
Required:
1) Prepare cash flow statement for the year 2017

2) What is the net opening cash balance for the year 2018



P4: Toshiba co. reported the following amounts for the year sep 30" 2010:

1.

2.

3.

4.

8.

9.

Net income 30,000

Dividend paid 2,500

Proceeds from sale of equipment 7,500
Dividends received 3,000

Capital expenditures 10,000

Cash receipt from customers 9,500
Cash paid to suppliers 2,000

Income tax 3,000

Interest paid 2,000

10. Opening cash balance for the year is 1,000

Prepare cash flow statement using direct method
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P1: The following information is related to Example Corporation for the year 2017 Dec 31%t

Net Income 60,000

Notes receivable 1,000
Account payable (increased) 10,000
Purchased Equipment 5,000
Notes payable 7,500
Account receivable (decreased) 20,000
Purchased land 15,000
Depreciation decreased 20,000
Decrease in Inventory 30,000

Notes
1) Amounts represented above are in US dollars.

2) Opening cash balance for the year is 100,000

Required:
1) Prepare cash flow statement for the year 2017

2) What is the net opening cash balance for the year 2018
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P2: Toshiba co. reported the following amounts for the year sep 30t" 2010:

1.

2.

3.

8.

9.

Net income 30,000

Dividend paid 2,500

Proceeds from sale of equipment 7,500
Dividends received 3,000

Capital expenditures 10,000

Cash receipt from customers 9,500
Cash paid to suppliers 2,000

Income tax 3,000

Interest paid 2,000

10. Opening cash balance for the year is 1,000

Prepare cash flow statement using direct method
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P3: The following is reported:

Net income ?

Depreciation $4,000
Capital expenditures $28,000
Proceeds from sale of land $7,000
Increased account receivable $6,000
Total operating activities $25,000
Decrease in inventory $9,000
Borrowing of long term debts $10,000
Dividends paid $5,000
Decrease in account payable $5,000
Purchase of treasury stock $8,000
Cash balance (beginning) $12,000

Required:

Prepare cash flow statement for Inc. corporation for the year ending Dec31st 2019.
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P4:The Delta Company uses indirect method to prepare its statement of cash flows. The list

of various activities performed by the company during the year 2014 is given below:

Purchase of treasury stock

Purchase of available for sale investment
Sale of equipment

Increase in accounts payable

Issuance of bonds

Decrease in accounts payable

Increase in inventory

Loan from bank received

© 0 N o g Bk~ w D PE

Increase in accounts receivable

=
o

. Purchase of equipment on credit

-
-

. Purchase of land and building.

[EY
N

. Decrease in accounts receivable.

=
w

. Depreciation expense increased

H
S

. Payment of dividends.

[EY
ol

. Issuance of stock for cash.

[EY
»

. Sale of land at a gain.

-
\‘

. Decrease in inventory.

=
oo

. Depreciation expense decreased.

19. Sale of land at book value.

Required: Explain the effect of each activity on the statement of cash flows in the form of

Inflow and outflow of the Delta Company for the year 2014.
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P5: Using the following information for teddy fab co.

Balance sheet example

TEDDY FAB INC.
BALANCE SHEET
December 31, 2100

LIABILITIES AND SHAREHOLDERS' EQUITY

ASSETS

Current assets
Cash and cash equivalents
Accounts receivable
Inventory
Prepaid expense
Investments

$ 100,000
20,000
15,000

4,000
10,000

Total current assets

149,000

Property and equipment

Land

Buildings and improvements

Equipment

Less accumulated depreciation
Other assets

Intangible assets

Less accumulated amortization

Total assets

Required:

1) Calculate current ratio

2) Calculate equity ratio

3) Calculate debt to equity ratio
4) Calculate debit ratio

24,300
250,000
50,000
(5,000)

4,000
(200)

$ 472,100

Current liabilities
Accounts payable
Notes payable
Accrued expenses
Deferred revenue

$ 30,000
10,000
5,000
2,000

Total current liabilities

47,000

Long-term debt
Total liabilities

Shareholders' Equity
Common stock
Additional paid-in capital
Retained earnings
Treasury stock

Total liabilities and shareholders' equity

200,000
247,000
10,000
20,000
197,100
(2,000)

$ _472,100
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P6: Using the information in the previous example for teddy fab co. knowing that Marketable
securities is $2,000. Calculate Quick ratio.
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Q1: What is meant by the conceptual framework of accounting? And count the
components of the framework.

It is the collection of Concepts that guide the manner in which accounting is practiced.
The components are

Objective

Elements

Quialitative characteristics
Assumptions

Principles

Constraint

o akrwnE

Q2: What are the objectives of financial reporting?

1. Is useful to those making investment and credit decisions
2. Helpful in assessing future cash flow
3. Identify (Assets) and (liabilities) and the changes in them.

Q3: The qualitative characteristics of accounting information are ............. and ..............
Fundamental and enhancing qualitative characteristics

Q4: What is meant by (Relevance \ Faithful representation \ Comparibility \ Timliness \
Understandibility)

e Relevance: refers to the capacity of accounting information to make difference in decision,

e Faithful representation: Means that the numbers and descriptions match wat really existed or
happened.

e Comparability: refers to the ability to use accounting information to compare or contrast the
financial activities of different businesses.

o Verifiability: occurs when independent measures using the same methods obtain similar
results.

e Timeliness: means having information available to decision makers before it loses its
capacity to influence decisions.

e Understandability: refers to the ability of accounting information to be comprehensible to
those who have a reasonable understanding of business and economic activities

Q5: What is meant by the Financial statements? How types of financial statements are
there?

Financial statements are written records that convey the business activities and the financial
performance of a company



Balance sheet

Income statement

Cash flow statement
Change in owners’ equity

PowphpRE

Q6: What are the elements of the financial statements?

Assets
Liabilities
Equity
Revenues
Expenses

ok wnNE

Q7: Count the main accounting assumptions.

Accrual
Conservitisem
Consistency
Economic entity
Going concern
Reliability
Time period

No ok~ owbdE

Q8: Count the main accounting principles.

Money measurement concept
Revenue recognition

The Expense principle

The matching principle

The full disclosure

gk~ owpneE

Q9: True\ False

1. Company managers, human resource managers, and finance managers are internal users of
accounting information. True

2. Company managers, human resource managers, and finance managers are the only internal
users of accounting information. False

3. Customers, investors, and taxing authorities are internal users of accounting information.
False



Q10: What is meant by (Cash purchase \ Credit purchase \ Purchase return \ Purchase
Allowance \ Purchase discount, sales discount)?

1. Cash purchase: Companies record cash purchases by an increase in purchase account and a
decrease in cash account

2. Credit Purchase: If purchases are made on credit the purchase account would be debited and
accounts payable credited.

3. Purchase Return: Occurs when the buyer of merchandise, inventory, fixed assets, or other
items sends these goods back to the seller.

4. Purchase Allowance: A purchase allowance is a reduction in the buyer's cost of merchandise
that it had purchased.

5. Purchase discount: It is an offer from the supplier to the purchaser, to reduce the payment
amount if the payment is made within a certain period of time.

6. Sales discount: is a reduction in the price of a product or service that is offered by the seller,
in exchange for early payment by the buyer.

Q11: What is meant b Cash flow statement? What are the main types of the statements?

A cash flow statement documents in detail all company income and debt over a specific period of
time.

Types of Cash Flow

1. Operating activities
2. Investing activities
3. Financing activities

Q12: What is the accounting equation?

Assets = Liabilities + Owners equity

Q13: Count the internal \ external users of accounting information



Internal Users

Oslalall o geadtiiual)

External Users

O}:\;JB}\ U}AM\

Company Managers

‘\S)ﬂ\ ;\JA.A

Human resources
manager

Loid) 2l sal) e

Finance manager

el )

Marketing manager

Production manager

C\i\‘}” e

Employees

il

Customers

& Slazll

Investors

—— o il

Creditors

Osalall

Labor union

Jlaall alas)

Taxing authorities

Regulatory agencies

Tadaiil) cilisgl

Economic planners

> Cmlaidy) cplaladll




P1: Prepare the journal entry required for each of the following transactions:

1. Cash was received for services performed for customers, $1,200.

Sold equipment for customers on 14\May, $4,200.

Cash was received for services performed for customers, $ 700.

Services were performed for customers on account, $ 1,200.

Purchased another truck for cash, $ 48,000.

Sold land on account for December, $ 27,000.

Purchased land on account on 20 December, $ 20,000 on terms of 2/10, n/30

NOUTA W N

Required:

e Prepare journal entries for these transactions.
e Post the journal entries to T-accounts.
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P2 Cramer Company uses periodic inventory procedure. Purchases during the period were
$ 40,000, purchase returns and allowances were $ 1,000, purchase discounts were $ 2,000,
and collected $ 2,500 from services performed.

Required:

e Prepare journal entries for these transactions.

Post the journal entries to T-accounts.
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P3 Complete missing amounts in fundamental accounting equation for several businesses:

Assets Liabilities Equity
578,000 152,000
25,000 180,500
127,000 17,000
269,000 45,000
850,000 675,000
250,000 657,450




Solution:

Assets = Liabilities + Owners equity

Assets = Liabilities + Stockholders’ Equity
578,000 426,000 152,000
205,500 25,000 180,500
127,000 17,000 110,000
269,000 45,000 224,000
850,000 175,000 675,000
907,450 250,000 657,450

List of current assets

Cash and cash equivalents Jalaal) i)  aal) e A Jpadl el dxpbal)
Marketable securities o swill AL A0 (31 ) V) e & J el Lpuulaall dapdall
Account receivables Ol Claa e A J el dpulaal) Aaplall

Inventory/stock Ol /2l e (A Jsadl dpuladl) daplall

Prepaid expenses

e de giaall Chlaal)

e A Jpadl sl dxglall

Non-trade receivables

Aol e Al aedl

e A Jpadl el dnplall

Other current assets

6 AV A il il sa all

A A J padl Liladl) daplall

Checks d Lall e A J padl Al dalball
Bank drafts A8 paall @Y sl e A J padl Al dalball
Petty cash fund 4 il Cld 5 padl) Aae 4 J Dl dpilad) daglall
Notes receivable s (3l e a Jsadl Lpulad) daglal)

Prepaid taxes

) Agne )y

e A Jpadl el dnplall




List of non-current assets ( fixed assets )

Land Ua) e A J gDl Al Layball
Building ol e o J Dl dpilad) daglall
Machinery Y e o J Dl dpulad) daglall
Office equipment Sl Dlaza Aae 4 J gDl dnilad) daglall
Vehicle 4 e Lde A J el Lol dapdall
Furniture Jiall Gl Lpe a Jsadl Lpulad) daglal)

Investment in securities
(shares, bonds, and debt

A T) ALl (315 81 3l
(0d) @l ol 5 calasadl

Fiste A J oyl Apdadll Aapldl

instruments)
Long term investments Jal) Al sha <l et e 4 J g Lpalad) daglall
Patent gl Y sel e A Jsadl dpuladl) Aaglall
Copyright ol (§ éa e A J Dl ol Al
Trademark A s ddle e & J el dppuladll daplall
Lease rights oY) Bses e & Jsadl dpulaall daplall
Other noncurrent assets oAl A gltie pe s g Lyde A J el Lol dapdall
Goodwill Lol axadd) Lre A J gDl Aol daylal)

List of current liabilities

Dividends payable Al daniis U )| L & J sl dylaall daglall
Accrued expenses Aaatiall Cay sl A 4 J padl el dapkll
Accounts payable el A48 Cllus A8 o Jsadld dpnlaal) Aaplal)

Notes payable\ bonds

a8l 5l 5) | adall i

213 a J sl ol Zagdl

payable
Accrued interest on notes ) 315 V) e A el salal) | Al o J sadl dsdaal) daylall
Tax payable )l Aiaiee )y A & J gl Lpudad) daylall

Income tax payable

axla GA d}a.am 47\.\.“\;.4]\ :\:_).\H\

Account payable

axla GA d}a.am 47\.\.“\;.4]\ :\:_).\H\

Wages payable

23 A el dladll Zag L

Interest payable

cdall Aol ) 53l

T3 A J eV dladll Zag L

Warranty liabilities

azall il il

T3 A J N dladll Zag L

Unearned revenues

ikl e il Y

axla GA d}a.am 47\.\.“\;.4]\ :\:_).\H\




List of non-current liabilities

Long term deferred revenue

G291 L 5k i el )

B0 & J el Aol Al

Long term bonds payable

A8l disiee Ja¥) Al sl i

203 _a J sl Aol Zaglal

Long term notes payable

bl Anie JaY) A sl ads (314

203 a J sl Aol Zaglal

Finance lease liability

sl Syl ke )5l

313 4 J el Aol Al

Deferred tax liability

da e (o 0 ol 51

3003 4 J el Aol Al

List of shareholders equity

Common stock

Ao Ll Apalall agu)

Preferred stock 3 liaall agasY) A1 o J el dgnalaall daglal)
Treasury stock Ay 3l gl Ay o J peadl didlaall daglal)
Retained earnings 8 jadaall ~L Y Al & J gDl dnulad) daglbal)




Operating activities

Purchase of raw materials Alall ) sall o)y
Net income daal
Inventory U9y
Depreciation and amortization ginl 5 aY)
Account payable Osilall lua
Account Receivable Osiad) Claa

Interest received or payed

de ghaall o daliveall 23 o)

Income taxes & deferred taxes

s pall il ol y Jaall il

Cash received from customers

s Sanl) (yo alineal) )

Cash paid to suppliers

A padll g il il

Operating expense

Ll iy ) \ Call<dll

Cash from operation

Lozl llead] ()

Investing activities

o Purchase or sales of Equipment

e Purchase or sales of land

el Y o)y sl

o Purchase or sales of building

L;\\_ml\ c«\)ﬁ\}\@\.}

e Proceedsof ............... sale
Equipment \ land \ building

(Sl | (ol Y ilaxal)

« Capital expenditure

Allend Hl cld g pndll

e Dividend received

Adived) #L Y Clay 53




Financing activities

» Dividend paid ac saad) ~L Y Sl 5
o Notes payable &8 ) )l
« Borrowing from debts Y Jgé adkic) o
o Purchasing of stock pe) gl yde
« Notes receivable ‘ il () ,f .
e Long term debt Y Jigh i e
e Bank loan received Slidl (e a8 2k
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P4: Knowing the following information for Big Tex’s Rental and Service Company for the
month ended September 30t 2019:

Net income $12,000

Notes payable $2,000
Depreciation $3,000

Account payable (increased) $1,000
Equipment $2,000

Account receivable (increased) $8,000
Inventory $7,000

Land sold $3,000

Required: prepare a cash flow statement.



Solution:

Net 3ncome $ 12,000

____5—0—\!&’_\?\_ L N Y i G R,

Cash f lDuL_ .5-\q+&!‘06n+
___G,_La _ Texs  Remd al__ Md_éejf Uice (a-
" Month_ended sep-—30™ 2014
 Cagh£low xam.-..a.f).&r.cz{fan i

$3,000

+ | Depreciation
A,Jmﬁmw%ab_\ﬁ—_——i\,ﬂoa

Tacyease M occ. vecelUakle  ($8,000)

Tacvease 0 Taventer ‘é) ($2000)

Met _cash £rom operations : $looo

_y |Cashflow from Tavesting

- '
‘ou.rc,Ma_—ﬁum,éq.ui{lmm-{ ($ 2 ,000)

,N&Lflmﬂ ffam_Im/z&}?n(a} ( 4 2,000)
Cash flo\d f._ram ﬁ’nanfen_a

notes  Pay able 3 2,000

Sale Af 149‘_3‘_ ‘1\?{./){)0
Net £low fmm ﬂ’nanc‘.’n{«) ¢ 5,000
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P5: Knowing the following information for Barn Fam. company for the month ended Dec
315t 2010:

Cash receipt from customers $9,500
Income taxes $3,000
Proceeds from equipment sale $7,500
Cash paid to suppliers $2,000
Cash generated from operations $7,500
Dividend paid $2,500

Interest paid $2,000

Dividend received $3,000

Required: prepare a cash flow statement.



Solution:

_ 1 Sduwten PB - A
C_a.sh.f_lam_.i-}.q&emen} _(_/_7
Rarn Yam. Coman
Mo nih__encled e 31 i
| ¥ Cagn from operaiions
Cash (cc.e.;"_p_l'_womﬂ $9, 50n
— Cash Pn?r[ 4o <ulo?lfﬂf( (32', 000)
+ Cash %emdiﬁd_»fﬁm—ﬂ-ﬁl&(aimsr FE ALY —
— fn%—f./e,_‘,\; pao.(;‘b (q 271 nad)
-~ T ncome a!-uvk {\d_rfsl nn!))
_-5‘_—
MNer Cash £rom opexaiiond ;‘,51,%0‘”
+ C-ﬁ sh g.mm ’rml(/S‘hn%
prpggnh_ﬁmm_éa’gfpﬂgm—l Sale 4\‘4,500
A‘_ Denl‘.’rjgﬁ_é& \_fﬁ(‘(oxdppl %31905
Met caw Lrom ':Cnuesl-'(a% $19,S00
_ % Cogn £rom ?An‘vm?«\a(\)
- D?\ﬂrlf’mrjk F)nﬁrj (\$ ‘2_/5no) -
}_
ANet Cash ﬁfoLfétr\nAc?A% (52,500
/

Nek Coagnflow for Ahe wmonth Dee.31% 2010

$ \Q'. 000




P1: The following information is related to Example Corporation for the year 2017 Dec 31%t

Net Income 60,000

Notes receivable 1,000
Account payable (increased) 10,000
Purchased Equipment 5,000
Notes payable 7,500
Account receivable (decreased) 20,000
Purchased land 15,000
Depreciation decreased 20,000
Decrease in Inventory 30,000

Notes
1) Amounts represented above are in US dollars.

2) Opening cash balance for the year is 100,000

Required:
1) Prepare cash flow statement for the year 2017

2) What is the net opening cash balance for the year 2018
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P2: Toshiba co. reported the following amounts for the year sep 30" 2010:

1.

2.

3.

8.

9.

Net income 30,000

Dividend paid 2,500

Proceeds from sale of equipment 7,500
Dividends received 3,000

Capital expenditures 10,000

Cash receipt from customers 9,500
Cash paid to suppliers 2,000

Income tax 3,000

Interest paid 2,000

10. Opening cash balance for the year is 1,000

Prepare cash flow statement using direct method
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P3: The following is reported:

Net income ?

Depreciation $4,000
Capital expenditures $28,000
Proceeds from sale of land $7,000
Increased account receivable $6,000
Total operating activities $25,000
Decrease in inventory $9,000
Borrowing of long term debts $10,000
Dividends paid $5,000
Decrease in account payable $5,000
Purchase of treasury stock $8,000
Cash balance (beginning) $12,000

Required:

Prepare cash flow statement for Inc. corporation for the year ending Dec31st 2019.



_ = ’Fﬂﬁ—@&\q
£ QM\MQMM

v —
€ce; \Of- LB&ZC)_LE‘ 2

T ——

M@’aw

i/ &,p G\QAL%—AL& n\x% :

S

Sy )

J«D&eﬂam
e “&L‘ IMJ

T S m—— 2
W
* ) (ﬁ_&_qurb_e_uz [oYaY>) \

MM&MM w2 (fs
-) Y Q{Ej( ‘\ q‘nm l())%“
!“Z'- \ € cxyease N a CC . _‘owé)qb\e {\4’ 6’,007)) 2,CY) w
\Q% Q\ n\?(’fo\*b\‘\% O\Cz"\u\\.‘z?‘\’é) q\ Qﬁl_nnr)
~—
Laucslaa aCAS 0 W
o QO . Q)
_ L Cagital  ExQeadiNueg  ($Z%00a)
. Ovoceects Ciim Bl o8 lapel ¢ Fa00
Leda)  SadenAtne es STEI ALY ( 4, Ol,nou\
Q J ]
2 aanc? (‘6 acl? u“‘:\xi\)
X norouw’ Jelnts 4 o002
- 9&..) .cLeA (\aon LS Sl,nnp\)
Q,m&; a8 2 S\-oc_\< (\ﬂs ] 10 oa) ~
-{—;r\o\:\ $onapetin (MQ 7&(*4°\\1°+u6 L 3 §CQC\ )
=X PR me\l\ \(\a\a\/\( ¢ Ai_ 10@9
-\ /"\Qe"\\f\cﬁQ ( 0\\\/\ \/\Q\NQ d)\ Q—;nr—:a
P Codn \na\awce 413, .con
Aled 2ncome = 10 —{i:)ce ) —\—_A;L_CECCJM—L—-L.AM&H—'
___—__‘__a_cz__@_ﬂ-&ﬁn—h-)—— -
26 000 - M—‘—__,:.QQQ—’,@_/‘QM)A\'_M P




P4:The Delta Company uses indirect method to prepare its statement of cash flows. The list

of various activities performed by the company during the year 2014 is given below:

Purchase of treasury stock

Purchase of available for sale investment
Sale of equipment

Increase in accounts payable

Issuance of bonds

Decrease in accounts payable

Increase in inventory

Loan from bank received

© 0 N o g Bk~ w D PE

Increase in accounts receivable

=
o

. Purchase of equipment on credit

-
-

. Purchase of land and building.

[EY
N

. Decrease in accounts receivable.

=
w

. Depreciation expense increased

H
S

. Payment of dividends.

[EY
ol

. Issuance of stock for cash.

[EY
»

. Sale of land at a gain.

-
\‘

. Decrease in inventory.

=
oo

. Depreciation expense decreased.

19. Sale of land at book value.

Required: Explain the effect of each activity on the statement of cash flows in the form of

Inflow and outflow of the Delta Company for the year 2014.
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Balance Sheet
A balance sheet is a financial statement that reports a company's assets, liabilities and
shareholders' equity. The balance sheet is one of the three core financial statements used to
evaluate a business (income statement and statement of cash flows being the other two).

The balance sheet adheres to the following accounting equation, where assets on one side, and
liabilities plus shareholders' equity on the other, balance out:

Assets = Liabilities + Shareholders® Equity

Elements of financial statements

Now we can learn about the elements of financial statements based on the INTERNATIONAL
ACCOUNTING STANDARD BOARD (1ASB) classification.

> Assets:

An asset is a resource with economic value that an individual, corporation, or country owns or
controls with the expectation that it will provide a future benefit.

> o 4dl aB gl ae Algn oI AS 30 ol 0848 aSay of aSlie) Lolial Aad 53350 8 (g sall) J s
Aldieg 314

o Current assets:

The first class of assets is the current asset which refers to short-term assets and these kinds of assets are
not depreciated

e Non-current assets:
These kinds of assets normally refer to assets that use more than one year and with large
amounts as well as are not for trading or holders for price appreciation.

> Liabilities:
» Obligations of a company or organization. Amounts owed to lenders and suppliers.
Money owed to suppliers (accounts payable) Wages owed. Taxes owed.
Lataal) J)sa¥) 0y sall 5 Gana jiall Adaisal) dlaal) dakiia o 4S 58 il S (il sthaall) o addl 3
Aaial) Gl yual) sl sl (@) Glbin) G0 ) sall

Current Liabilities refer to the kind of liabilities that expected to settle within 12 months after the
reporting date.
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Non-current Liabilities refer to the ki iabiliti
e kind of liabi
for e reporting tate, lities that expected to settle more than 12 months
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> Equity: |
R ' i
epresents the shareholders' stake in the company, identified on a company's balance sheet
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> Analyzing balance sheet statement ) A
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1. A solvency ratio is a key metric us
A ‘) '.‘\l“,) isa ‘ku) metric used to measure an enterprise’s ability o meet its |
ebt obligations and is used often by prospective business lenders et il
> Debt Ratio oy Aty
The debt-to-assets ratio is calculated as follows: :
@ ) SVRkebY [ E5) 550
\ ) Debt ratio = Total debt / Total assets

The debt-to-assets rati esac iabiliti
{-to-assets ratio measures a company's total liabilities to its total assets.

A. high ratio, a&?o\'c _l . indicates that a company is significantly funded by debt and may have
difficulty meetings its obligations.

» Equity Ratio
The equity ratio is calculated as follows:
A4S /22

@ Equity ratio = Shareholder equity / Total assets

T.hc equity ratio shows how much of a company is funded by equity as opposed to debt. The
higher the number, the healthier a company is. The lower the number would indicate that a
company has more debt on its books.

% Debt-To-Equity Ratio
The debt-to-equity ratio is calculated as follows:
SV NS / Ay
@ Debt-to-equity ratio = Total liabilities / Total shareholder equity
{ it indicates how a company is

similar to the debt-to-assets ratio, in tha
any has on its books

The debt-to-equity ratio is
t. The higher the ratio, the more debt a comp

funded, in this case, by deb!

Do A— ; : )
2. Liquidity ratios are an important class of financial metri
to pay off current debt obligations without raising external capital.
) NG gy O

bility to pay off its current liabilities (payable within
h, accounts receivable and inventories. The higher the

¢s used o determine a debtor's ability

% The Current Ratio
T'he current ratio measures a company's a
one year) with its current assets such as cas

ratio, the better the company's liquidity position: .
A OIS 0 2 OVl

@ Current Ratio= Current Assets) Current Liabilities
gV :
% The Quick Ratio D)9\ ds a—J)

The quick ratio measures d company’s ability to meet its short-term obligations with its most

liquid assets and therefore excludes inventories from its current assets.

@ Quick ratio = Current Assets — Inventories ~ Prepaid
. \ S e\ :
Sl Sopia SR8 [y cbth
ABAN (O Vgl A
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expenses / Current Liabilities



P6: On December 31, Bryniuk’s Company, the accounting records showed the following
information:

Cash 49,500
Accounts Receivable 25,000
Supplies 1,500
Prepaid Insurance 12,000
Equipment 70,000
Building 20,000
Land 11,500
Accounts Payable 30,000
Notes Payable 70,000
Common Stock 10,000
Retained Earnings 50,000
Goodwill 20,000
Bond payable 14,000
Interest payable 20,000
Capital 15,000

Required: Prepare the Balance sheet Statement for year ended December 31 2018.
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P2 Prepare a balance sheet for Beta co. for the year ended Dec. 31,201X using the

information given:
Cash
Accounts receivable
Accounts payable
Wages payable
Inventory
Bank Loan Payable
Tom Beta, Capital
Equipment

Accumulated Depreciation

Solution

Assets

Current Assets
Cash

Accounts receivable
Inventory

Prepaid Insurance
Total Current Assets

Fixed Assets
Equipment

Less: Accumulated Depreciation

Total Fixed Assets

Total assets

Beta Sales Company
Balance Sheet
December 31, 201X

$12,300
22,900
32,090
2,500
$69,790
100,200
(78,321)
21,879
91,669

$12,300
22,900
$ 8,900
11,525
32,090
17,500
53,744
100,200
78,321

Liabilities and Capital

Current Liabilities

$

Accounts payable 8.900

Wages payable 11,525

Total Current Liabilities $20,425
Long-Term Liabilities

Bank Loan

Payable 17,500

Total Long-Term Liability 17,500
Total Liabilities 37,925
Equity

Tom Beta,

Capital 53,744
Total liabilities 91,669

and equity



P5: Using the following information for teddy fab co.

Balance sheet example

TEDDY FAB INC.
BALANCE SHEET
December 31, 2100

LIABILITIES AND SHAREHOLDERS' EQUITY

ASSETS

Current assets
Cash and cash equivalents
Accounts receivable
Inventory
Prepaid expense
Investments

$ 100,000
20,000
15,000

4,000
10,000

Total current assets

149,000

Property and equipment

Land

Buildings and improvements

Equipment

Less accumulated depreciation
Other assets

Intangible assets

Less accumulated amortization

Total assets

Required:

1) Calculate current ratio

2) Calculate equity ratio

3) Calculate debt to equity ratio
4) Calculate debit ratio

24,300
250,000
50,000
(5,000)

4,000
(200)

$ 472,100

Current liabilities
Accounts payable
Notes payable
Accrued expenses
Deferred revenue

$ 30,000
10,000
5,000
2,000

Total current liabilities

47,000

Long-term debt
Total liabilities

Shareholders' Equity
Common stock
Additional paid-in capital
Retained earnings
Treasury stock

Total liabilities and shareholders' equity

200,000
247,000
10,000
20,000
197,100
(2,000)

$ _472,100
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P6: Using the information in the previous example for teddy fab co. knowing that Marketable
securities is $2,000. Calculate Quick ratio.
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P1: The qualitative characteristics of accounting information are

P2: What is meant by (Relevance \ Faithful representation \ Comparibility \ Timliness \
Understandibility)

P3: What is meant b Cash flow statement? What are the main types of the statements?

P4: Prepare the journal entry required for each of the following transactions:

1. Cash was received for sold goods, $2,000.

Sold land for customers on 10\Jan, $40,000.

Cash was received for services performed for customers, $ 1,700.
Purchase of truck for cash, $ 8,000.

Sold inventory on account $ 17,000.

Purchased Machine on account on 1 \ May, $ 20,000 on terms of 2/10, n/30.
Paid $ 5,000 cash on 5\ May for machine purchased
Paid $ 15,000 cash on 29 \ May for machine purchased

NG~ WDN

Required:

e Prepare journal entries for these transactions.
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P5 Complete missing amounts in fundamental accounting equation for several businesses:

Assets Liabilities Equity

200,000 152,000
250,000 100,500

117,000 17,000

69,000 45,000
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P6: Knowing the following information for Tex’s Rental and Service Company for the
month ended December 315t 2018:

Net income $12,000

Notes payable (increased) $2,000
Cash paid to suppliers $3,000
Account payable (increased) $1,000
Equipment sold $2,000
Account receivable (increased) $8,000
Dividend received $7,000
Operating expense $3,000




Dividend paid

$1,000

Opening cash balance

$20,000

Required:

1. Prepare a cash flow statement.
2. What is the net opening cash balance for the year 2018
3. What is the net opening cash balance for the year 2019
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> Prepare an income statement

To prepare an income statement generate a trial balance report, calculate your revenue,
determine the cost of goods sold, calculate the gross margin, include operating expenses,
calculate your income, include income taxes, calculate net income and lastly finalize your
income statement with business details and the reporting period.
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1. Pick a reporting period

The first step in preparing an income statement is to choose the reporting period your report will
cover.
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2. Generate a trial balance report

To create an income statement for your business, you’ll need to print out a standard trial balance
report. You can easily generate the trial balance through your cloud-based accounting software.
Trial balance reports are internal documents that list the end balance of each account in the
general ledger for a specific reporting period. It will give you all the end balance figures you
need to create an income statement.
Ao el Ol e S £ L)
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3. Calculate your revenue

Next, you’ll need to calculate your business’s total sales revenue for the reporting period. Your
revenue includes all the money earned for your services during the reporting period, even if you
haven’t yet received all the payments.
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4. Determine cost of goods sold

Your cost of goods sold includes the direct labor, materials and overhead expenses you’ve
incurred to provide your goods or services.
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5. Calculate the gross margin
Subtract the cost of goods sold total from the revenue total on your income statement.
e ¥ Ghalell sl
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6. Include operating expenses
Add up all the operating expenses listed on your trial balance report.
o) iy luae Jad
Sl Galall deal yall () e 8 b A el Qi) i ppen Caual
7. Calculate your income
Subtract the selling and administrative expenses total from the gross margin.
Sy
csttea ) il e Al 5 43 )Y ay jladll  Jlea &kl
8. Include income taxes
To calculate income tax, multiply your applicable state tax rate by your pre-tax income figure.
Jaall il i (pancaly o8
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9. Calculate net income

To determine your business’s net income, subtract the income tax from the pre-tax income
figure.
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10. Finalize the income statement

To finalize your income statement, add a header to the report identifying it as an income
statement. Add your business details and the reporting period covered by the income statement.
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Innovative Products, Inc.
Income Statement
For Year Ending December 31, 2012

Sales $50,00,000
Cost of Goods Sold
Materials 8,00,000
Labor 11,00,000
Overhead 6,00,000 25,00,000
Gross Margin $25,00,000
Operating Expenses
Selling Expenses 9,00,000
Administrative Expenses 6,00,000

Depreciation and Amortization  5,00,000 2000000
Operating Income $5,00,000

Other Income & Expenses

Interest Revenue 50000

Interest Expense -1,00,000

Extraordinary items 2,00,000 1,50,000
Income Before Tax $6,50,000
Income Tax (at 35%) $2,27,500

Net Income $4,22,500



Sample Products Co.
Income Statement

For the Five Months Ended May 31, 2017

Sales
Cost of goods sold
Gross profit

Operating expenses

Selling expenses
Advertising expense
Commissions expense

Administrative expenses
Office supplies expense
Office equipment expense

Total operating expenses

Operating income

Non-Operating or other
Interest revenues
Gain on sale of investments
Interest expense
Loss from lawsuit
Total non-operating

Net Income

$100,000
75,000
25,000

2,000

5,000 7,000

3,500

2,500 6,000
13,000

12,000

5,000
3,000
(500)
(1,500)
6,000

$ 18,000




Preparing trial balance

Trial Balance

Account Titles Debit Credit
Assets XXX
Liabilities XXX
Egquity XXX
Drawings XXX
Revenues XXX
Expenses XXX




M. SANTOS
Trial Balance
December 31, 2011

Account Title L/F Debit Credit
Cash - 189,000 | PR
Accounts receivable -
Computer supplies 47,000
Computer equipment 100,000
Accounts payable -
Loans payable - 100,000
M. Santos, Capital - 300,000
M. Santos, Drawing 25,000
Internet service income - 5,000
Printing service income - 4,000
Salaries and wages 20,000
Rental 5,000
Computer supplies expense 3,000
Taxes and licenses 20,000
Total = 409,000 | P 409,000
Trial Balance
December 31, 2003
Account Title Debit = Credit
Cash $7,000
''''''' Accounts Receivable . 3000
_ Office Swpplies seoo.
Office Equipment 2,000
Bark Loan E £5,000
Aecounts Pavable § 1,000
A Y T R —1 )
______ Consulting Revenwe .+ 7000
Eent Expense H00 |
Salaries Expense 2,500
Supplies Used 1,200
Utilities Expense 700

Total | $23,000 $23,000
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Sales of goods

The revenue from the sales of goods is recorded in special
cilal a

revenue. Similar to service business, s

or credit. For the cash sale, the customer makes full settlement or fy]]
' payment at th
point of sale. The seller makes two entries for each sale, The first ents d )
‘ ‘ : "y records the
sale: The seller increases (deblts) Cash (or Accounts Receivable, if a credi
X edi

. ' t sale),
and also increases (credits) Sales Revenue.

A business document should support every sales transaction, to provide written

evidence of the sale. Cash register tapes provide evidence of cash sales.
Cash Sales: The salesperson would prepare a document called cash sales document.
In the document, all information is included such as the date, the type and the number
of units sold, unit price and total sales.

Example: On 5 January 2014, Baghdad Company sold 2 pieces of carpets at ID
1500 each.

Required: Record the above transaction in the Baghdad's Co. records.

Solution:

5/1/2014

Dr. Cash 3000

Cr. Sales 3000

To record sales of carpet in cash

The credit sale is a sale, in which the seller agrees to accept the payment sometime
credit sales are more

in the future after the goods were delivered to a buyer. Usually,
1 invoice, like the one

often practiced by wholesalers rather than retailers. A sales Invoice, lll.\e

al copy of the invoice 0€s to

shown in provides support for a credit sale. The origin ek
he sale. The mnvoice

ol _—
the customer, and the seller keeps a copy for use 1n recording
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Sales Discounts:

As mentioned 1 our discussion of purchase transactions, the sell
er the

customera cash discount called by the seller a sales discount for th
of the balance due. Like a purchase discount, a sales discount is based ph payment
sed on the inVOice

price less returns and allowances, if any. The seller increases (debits) the Sal
Discounts account for discounts that are taken. e
£xample: Baghdad Company provides a 2% cash discount from the invoiced pri
' _ price,
to all its credit customers who settle their debts before the end of the credit period
iod.

On 1 June 2014, Baghdad company sales goods for Ishtar Company on credit at the

price of ID 2000000 with a credit term of 30 days

On June 24 the Baghdad Company receives the entire amount.

Required: Rsonl.ay necessary journal entries in the Baghdad's company records.

Solution:
1/6/2014
Dr. Accounts Receivable/ Ishtar Co. 2000000
Cr. Sales 2000000

To record sales on credit
24/6/2014
2000000%2% = ID 40 000 Sales discount

Dr. Cash 1960 000

Dr. Sales discount 40 000

2000000

Cr. Accounts receivable/[shtar Co.
unt

To record receipt of payment with a sales disco
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and purchases and other related Costs

Summary of sales
(Sales Returns and Allowance + Sales Discount)

1- Net Sales = Gross Sales —
2- Cost of Goods Sold = Beginning Inventories + Purchases — Ending inventories

3. Net Purchases = Gross Purchases — ( Purchases Returns and Allowances + purchages

Discount) + Freight Inwards + Import Duty
4- Gross profit = Net Sales — cost of Goods Sold.
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Exercise (1)

The following balances are related to plastic factory in December,
31,2011 (Amounts in 1QD thousands):

Particulars Jan. 1.2011 December. 31.2011

Raw materials 7000 6000
Work in process 5000 8000
Finished goods 9000 10000

e Cost of raw material purchased for 2011 is IQD 20000
e Direct labor 1QD 10000

e Manufacturing overhead 1QD 5000

e Finished goods purchased 8000

e Freight - in for finished goods purchased 1QD 2000

e Sales returns IQD 10000

e Sales revenue 1QD 110000

e Selling and administrative expenses 1QD 6000

e Other revenues IQD 1000.

e Cash IQD 15000

e Accounts receivable 1QD 5000

e Furniture 1QD 4000

e Factory equipment IQD 36000

e Long - term debt 1QD 4000, notes payable 1QD

e Notes payable 1QD 3000

e Accounts payable 1QD 7000

e Drawings IQD 3000 capital

e Accumulated depreciation for factory equipment IQD 10000.

Required:

Prepare the balance sheet for plastic factory as of Dec, 31, 2011.



Plastic factory

Balanc: sheel ms of Devember, 31, 2001

Assets Q0 100D Equitics Q0D (B K]
Fixed assets: Crameer's eguity
Factory equipment 6000 Capital Jan. 1 1000
Less accumulated dep. { 1Oy Add: Met income for 2011 530080
Furmiiure 26000 Total capital Dec. 31 G300
Total fixed asscts 4000 30000 | Less: drawings { JR0 OO0
Met owmer's equity
Current assets Long term liabilities
Ending inventory: Long - term debt 4000
Raw matenals Dec, 31 000
Work in process D3] 2000 Current liabilities
Finished goods Dec., 3] 1 ONeD 24000 | Motes payable 000
Accounts receivables [ 5000 | Accounts payable Ti0
Cash 5000 Total current Liabilitics 10000
Total assets T4000 Total liakilities and owner's equity TH4O000




Exercise (2)

The following Trial Balance is extracted
from the books of the firm of Ismail brothers
on 31-12-2011 (Amounts in 1QD thousands)
Ismail Brothers - Trial Balance as on 31-12-2011

Diebit Balances 10D Credit Balances D
Opening stock: Capital FO000
Raw materials B400 Sundry Creditors 10000
Work-in- progress B00 Discount received 1000
Finished goods 1 1500 Sale of finished goods 1579400
Power B00 Sale of Scrap 3000
Freight inwards 2000 Bank Owerdraft Ga00
Repairs to plants 1000
Freight outward 400
Rent - Factory 6000
Rent - Office 3000
Salaries - Factory 2400
Salaries - office 12000
Purchases of Raw materials S0000
Wages L]
Sundry Trade Expenses 1 5000
Oifice Fumniture 10000
Plant and Machinery S0000
Sundry Debtors 30000

248500 248500

= Raw materials IQD 7800

= Work - in — progress 1QD 6000
= Finished goods 1QD 12500
Required: Prepare balance sheet.



Ismail Brothers - Balance Sheet

Ason31-12-2011

Assets QD Liabilities 1QD
Plant and Machinery 50000 | Capital 70000
Office Furniture 10000 | Add net profit 29700 99700
Closing Stock: Creditors 10000
Rawmaterials 7800 Bank overdraft 6600
Work- in — progress 6000
Finished goods 12500
Debtors 30000

116300 116300




7-The following is the Trial balance of Mr. Rahman on 31-12-2011.

Tnal Balance on 31-12-2011

Required:

What is the ending balance for each side?

Solution :
320,000 DR.
320,000 CR

Name of the Account Dr. IQD Cr. IQD
Capital Account 50000
Stock ( 1-1-2011) 10000
Cash at Bank 7200
Machinery Account 36800
Purchases Account 75000
Wages Account 50000
Fuel and Power Account 15000
Factory Lighting Account 1000
Salaries Account 35000
Discount Allowed Account 2500
Discount Received Account 1500
Advertisement Account 45000
Sales Account 250000
Sundry Debtors Account 42500
Sundry Creditors Account 18500




Exercise: The flowing balances are showed at Dec, 31, 2011. For AL-Zamman
Company (amount in 1QD)

Merchandise inventory ( 1/ 1) 750000, sales 5050000 , sales returns 50000 , Accounts receivable
350000 , purchases 3000000 , freight- in 10000 , freight - out 20000 , cash 1050000 , Equipment
1000000 , Administrative expense 350000 , Notes receivable 600000 , Accounts payable 250000 ,
Notes payable 50000,capital .......... ? Ending inventory at cost 1000000 Ending inventory at market
900000

Required:

1) Prepare the trial balance at the end of 2011.
2) Prepare the balance sheet as on Dec. 31, 2011.



