Reading in Accounting

Basic Accounting Terms

These basic accounting terms are critical
for any student who wants to develop a
deeper understanding of the subject and
pursue further studies in this stream.
These terms and their definitions are as
follows:
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1 | Accounting: the system of recording
and summarizing business and
financial transactions and analyzing,
verifying, and reporting the results
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2 | Accountant: someone who keeps or
examines the records of money
received, paid, and owed by a
company
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3 | Business Transaction — A business
transaction is a financial event
between two or more parties. It
involves an exchange of goods,
services, or money and gets recorded
in the books of accounts for the
organizations involved.
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3 | Capital — Capital is the money used
to build, run, or grow a business. It
can also refer to the net worth (or
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4 | Assets: an asset is any resource that A3 3 ) 5a gl s Jial) 1l g gall
a business owns or controls ae s o) 45,

5 | Current Assets: the assets that a firm
can liquidate within twelve months
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6 | Non-current assets: the long-term Gl LYl o Al glaiall e J gual)
investments of a business that they Lot LeiSay ¥ A A8 80 JaY) Al sha
cannot liquidate within a year. al s ele JA

7 | Liabilities: debts or obligations a L Cny el 3 ) 0 o il gllaal)
person or company owes to Al et i 488§ add
someone else

8 | Current Liabilities: the amount due Aaniiaall dlliall oo 2l glaial) el gliaal)
to the creditors of a business that has | 5 Jo& Waalaw sy (o315 48,00 il
to be paid back within twelve s e
months.

9 | Non-current liabilities: the long- el ) o Al glaial) e il gllaal)
term obligations of a company Al 3aiad ¥ Al 4S5l JaY) dlysh
that are not due for payment ple Ji
before a year.

10 | Expense: the cost incurred or money S ) saY) sl Baiall A8 1y uaall
the business owners spend to Yl s Jlee ) Hlaal Lediy
generate revenue

11 | Income: the revenue that a business o e ASAl Lenas AN ol Y zdaal)
earns from the sale of its goods or Lelead i Lealus
services

12 | Profit: the positive difference O Al daall ) G s A
between the income generated from £1aY aiall claiill y cilaral) o alid) a
selling goods or services and the a1 8L a ol g el Ll 1o
Expenses incurred to perform that el e
business activity. Profit is the excess
of revenues over the expenses

13 | Loss: the excess of the Expenses &2 Oa BSAl IEG 330 (o 18 el
incurred from selling goods or 12 ¢l =l daall e cilaadd) ) ol
services over the income generated okl Ll
to perform that business activity.

14 | Purchase: the activity of buying an L) aic ol b Llis s 1y yidiall

item to either use it in the
production of goods and services or
resell it to another entity.
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Sales: Sales is an economic activity
where a business exchanges goods or
services with another entity for
money

Cun (gabai] Lalid o Glasall rilagsal)
LS ae laaall o alid) Jalisy 48,80 5 i
Jdl Jilaa Al

16

Goods: Goods are the items that a
company manufactures or to resell to
another entity in exchange for
money
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debit: a debit indicates money
coming into an account and is always
recorded on the left side, as a
positive number to reflect incoming
money.
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credit: indicates money leaving an
account, and is always recorded on
the right side, as a negative number
to reflect outgoing money.
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Balance sheet: It refers to the
summary of any company’s assets,
liabilities, and the owner or
shareholder equity
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income statement: It is a list that
shows a company's revenues,
expenses, and profitability over a
period of time
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Depreciation: It refers to the loss in
value of an asset over time
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Accounting and Bookkeeping
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What is Bookkeeping?

Bookkeeping is the process of
systematic recording and classification
of financial transactions of an
organization.
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The bookkeeping process consists of
the following steps:

Identifying a financial transaction
Recording a financial transaction
Preparing a ledger account
Preparing trial balance
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What is the Difference Between
Bookkeeping and Accounting?
bookkeeping is related to recording
financial transactions, and accounting
deals with the interpretation, analysis,
classification, reporting, and
summarization of the financial data of
a business.
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What is the usefulness of the accounting? 4swlaall ailgd Al

1. Keeps a record of business transactions 4 kil C llaall s Laléiay)
2. Facilitates decision-making for management 3230 ) all a5 dolee Jeuny
3. Communicates results gl Juay)

4. Meets legal requirements 4 siall clllaiall 40

Users of accounting information  dxlaall cila glaall adiicia
1- investors and creditors (ma jiall 5 (n yaiiual)

2- Business manager Jwe¥) ¢} )2

3- Government and regulatory agencies dakiall Cilgall 5 4a Sal)

4- consumers and general public (il ddle 5 (Slgiuall

Functions of accounting Ldlaal) Ciills g

1- Recording Jauddl)

2- Classifying Cavuaill

3- Summarizing oaxalil)

4- analyzing Jalasl)

5- Interpreting )

6- communicating Jra 53l

Types of accounting Luulaal) ) i
1. Financial accounting Aallall Apulaall
2. Managerial accounting Ay dsulal)
3. Cost accounting AalSl) Aulase
4. Auditing (il



Accounting Equation 4salaall ddiladl)

Assets = liabilities + owners’ equity (&Sl (3 séa)

Assets = liabilities + capital

Mohammed establishes a private project. The transactions for June the first month of

operations, are analyzed below
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1. OnlJune 1, Mohamed invested ID 60,000 of his personal funds in the project
& s i 8 Aalall 4l sal (3 JLud 60.000 2ene el () s 1 b

Assets liabilities owners’ equity
A 3gia
cash accounts | supplies | cars b | land accounts payable capital Juwll ()
ot Receivab | <o live Y sl
le
O sl
+ 60,000 + 60,000

2. OnlJune 2, Mohammed paid ID 24,000 cash for a land to be used for storing

vehicles.
LS pall o) gl a ad padiud (a ) ol Hd e 83 Hly 24,000 dse gds Ol nis 2 (B

Assets liabilities owners’ equity
RN
cash accounts | supplies | cars b | land accounts payable | capital Jwll ()
s Receivab | <o jliue saY) Cysialal)
le
O sl
+ 60,000 + 60,000
- 24,000 + 24,000
3. OnlJune 3, Mohammed paid ID 5,800 to rent a furnished office near the
parking land.
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Assets liabilities owners’ equity
Al 34
cash accounts | supplies | cars_ b | land accounts payable | capital Jwl ()
Ky Receivab C’_an)L..m u'a)‘\ﬂ Cystlal)
le
O sl
+ 60,000 + 60,000
- 24,000 + 24,000
- 5,800 - 5,800




4. On June 4, Mohammed purchased fuel and other supplies on account for ID

3,600.
Dl 3.600 daer Sl e 5 AT @l ugaty 358y dena 5 15 Gl sad

Assets liabilities owners’ equity
dslal) (3 gia

cash accounts | supplies | car®_bw | land accounts payable | capital Jwll ()
s Receivab | < i oaY) Gl

le

O sial
+ 60,000 + 60,000
- 24,000 + 24,000
- 5,800 - 5,800

+ 3,600 + 3,600

5. OnJune 5, Yousif was billed ID 21,500 in exchange for services.
Glead Jilse Hld 21,500 alaey ol 8 Coas gy () desa 28 () 0 385 &

Assets liabilities owners’ equity
RN

cash accounts | supplies | cars_bw | land accounts payable | capital Jwll ()
& Receivab | <l i oaLY) O sl

le

O sl
+ 60,000 + 60,000
- 24,000 + 24,000
- 5,800 - 5,800

+ 3,600 + 3,600
+21,500 +21,500

6. OnlJune 30, Mohammed paid the wages of his workers ID 9,000 for June
Ol Ded 0o )l 9,000 dlies 40l Galelal) 5ol dasa &8s () s 30

Assets liabilities owners’ equity
dslal) 34

cash accounts | supplies | cars_ b | land accounts payable | capital JWll U,
a8 Receivab | <ol o=y G sulall

le
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+ 60,000 + 60,000
- 24,000 + 24,000
- 5,800 - 5,800

+ 3,600 + 3,600

+ 21,500 + 21,500

- 9,000 - 9,000




7. OnJune 30, Mohammed collects ID 18,000 on account from Yousif.
Cou gy Slua (e )l 18,000 Jeanivd deaa () 3> 30 4

Assets liabilities owners’ equity
Aslal) ggha

cash accounts | supplies | card b | land accounts payable | capital Jwl ()
s Receivab | <l i oaLY) O sl

le

O el
+ 60,000 + 60,000
- 24,000 + 24,000
- 5,800 - 5,800

+ 3,600 + 3,600

+21,500 +21,500
-9,000 -9,000
+18,000 | -18,000

8. OnJune 30, Mohammed paid ID 1,600 on account for the fuel and supplies
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Assets liabilities owners’ equity
Aslal) ggha

cash accounts | supplies | cars b | land accounts payable | capital Jwll ()
s Receivab | <lejliue saY) Cysialal)

le

O sl
+ 60,000 + 60,000
- 24,000 + 24,000
- 5,800 - 5,800

+ 3,600 + 3,600

+21,500 + 21,500
- 9,000 -9,000
+18,000 | -18,000
- 1,600 - 1,600




9. OnJune 30. Mohammed paid ID 250 for office utilities (electricity and

water)
(slal 5 el e uiSall adlia e Hld 250 2ena @dd O i~ 30 4
Assets liabilities owners’ equity
dslal) (3 gia
cash accounts | supplies | cars_bw | land accounts payable | capital Jwll ()
s Receivab | < i oaY) Gl
le
O sial
+ 60,000 + 60,000
- 24,000 + 24,000
- 5,800 - 5,800
+ 3,600 + 3,600
+21,500 +21,500
- 9,000 -9,000
+18,000 | -18,000
- 1,600 - 1,600
- 250 - 250

10. On June 30, Mohmmed withdrew ID 2,000 for the personal use.
dpad il ailaladiay s 2,000 dw dess s s 30 G

Assets liabilities owners’ equity
(RN

cash accounts | supplies | cars b | land accounts payable | capital Jwll ()
s Receivab | <lejliue saY) Cysialal)

le

O sl
+ 60,000 + 60,000
- 24,000 + 24,000
- 5,800 - 5,800

+ 3,600 + 3,600

+21,500 +21,500
- 9,000 -9,000
+18,000 | -18,000
- 1,600 - 1,600
- 250 - 250
- 2,000 - 2,000




11. On June 30, after counting the supplies, it was found that the amount used

for June was 2,250
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Assets liabilities owners’ equity
dslal) (3 gia
cash accounts | supplies | car land accounts payable | capital JWll U,
283 Receivab | lejlive | 3 b =Y O sl
le
sl
+ 60,000 + 60,000
- 24,000 + 24,000
- 5,800 - 5,800
+ 3,600 + 3,600
+21,500 +21,500
- 9,000 -9,000
+18,000 | -18,000
-1,600 - 1,600
-250 - 250
- 2,000 - 2,000
-2,250 -2,250

12. On June 30, Muhammad bought a car for 5,500
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Assets liabilities owners’ equity
4slal) g4

cash accounts | supplies | car land accounts payable | capital Jwll ()
23 Receivab | <lejlivwe | 3k oY) O sl

le

O sl
+ 60,000 + 60,000
- 24,000 + 24,000
- 5,800 - 5,800

+ 3,600 + 3,600

+21,500 +21,500
- 9,000 - 9,000
+18,000 | -18,000
-1,600 -1,600
- 250 - 250
- 2,000 - 2,000

-2,250 -2,250

- 5,500 + 5,500
29850 3,500 1,350 5,500 24,000 2,000 62,200
64,200 64,200
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JOURNAL

Journal is a historical record of business transaction or events. The word journal
comes from the French word "Jour" meaning "day". It is a book of original or prime
entry. Journal is a primary book for recording the day to day transactions in a
chronological order i.e. the order in which they occur. The journal is a form of diary
for business transactions. This is called the book of first entry since - every
transaction is recorded firstly in the journal.

So, we can briefly define Journal: "is a primary book for recording the day to day
transactions in a chronological order.
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Journal Entry

Journal entry means recording the business transactions in the journal. For each
transaction, a separate entry is recorded. Before recording, the transaction is
analysed to determine which account is to be debited and which account is to be
credited. The performa of journal is shown as follows:

JOURNAL
Date Particular L.F Debit Credit
(Amount) (Amount)
1) (2) 3) (4) (5)

Column 1 (Date): The date of the transaction on which it takes pale is written in
this column.

Column 2 (Particulars): In this column, the name of the accounts to the debited is
written first, then the names of the accounts to be credited and lastly, the narration
(i.e. a brief explanation of transaction) are entered.

Column 3 (L.F.): L.F. stands for ledger folio which means page of the ledger. In
this column are entered the page numbers on which the various accounts appear in
the ledger.

Column 4 (Dr. Amount): In this column, the amount to be debited against the 'Dr.
Account is written along with the nature of currency.

Column 5 (Cr. Amount): In this column the amount to be credited against the 'Cr.’
Account is written along with the nature of currency.

12



Journal entry 4 sl 38
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434 530 Jaws Journal
Date @l | Particular Jsalélll | L.Fasia a8, | Debit el | Credit ¢l
Yl Ja (Amount) (Amount)
1) ) ®3) (4) ()
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Ex : Prepare Journal in the books of K.K. Co. from the following transactions:

2023 Dec. 1 Started business with a capital of 50,000
Dec.6 Paid into bank 20,000

Dec.8 purchased goods for cash 4,000

Dec.9 Paid to Ram 1,980

Dec.9 Discount allowed by him 20

Dec.10 Cash sales 3,000

Dec.12 Sold to Hari for cash 2,000

Dec.15 purchased goods from ram 4,000

Dec.18 Paid Wages to workers 300

10. Dec.20 Recd. from Kareem 1,000 Allowed him discount 50
11. Dec.22 Withdrawn from bank 3,000

12. Dec.25 Paid Ram by cheque 500

13. Dec.31 Withdrawn for personal use 200

© O NOUAEWDNPRE

Solution:
IN THE BOOKS OF K.K. CO.
Journal
Date Particular Jualdl) L.F Debit Credit ¢slll
sl Cpaal) (Amount)
& (Amount)
CashT canital 50,000
Dec1 o Capita
(Being business started with capital) >0,000
bank 20,000
Dec 6 To Cash 20,000
(Being cash paid into bank)
Purchase 4,000
Dec8 To Cash 4,000
(Being goods purchased for cash)
Ram 2,000
To Cash 1,980
Dec9 To Discount Received 20
(Being cash paid to Ram and discount
received 20)
Cash 3,000
Dec10 To Sales 3,000
(Being goods sold for cash)
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Decl2

Cash
To Sales
(Being goods sold for cash)

2000

2000

Decl15

Purchases
To Ram
(Being goods purchased from Ram)

4,000

4,000

Decl18

Wages
To Cash
(Being wages paid)

300

300

Dec20

Cash
Discount Allowed
To Kareem
(Being cash received from Kareem
and allowed him discount 50)

1,000

50
1,050

Dec22

Drawings
To Bank
(Being cash withdrawn from bank)

3,000

3,000

Dec25

Ram
To Bank
(Being paid by cheque)

500

500

Dec31

Drawings
To Bank
(Being withdrawn for personal use)

200

200
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