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Chapter 1
Jol Juas
Accounting Equation
&albus alslre

Nature of Accounting

An understanding of the principles of book-keeping and accounting is
essential for anyone Who is interested in a successful career in business.
The purpose of bookkeeping and accounting is to provide information
concerning the financial affairs of a business. This information is needed by
owners, managers, creditors, and Governmental agencies.

Solwlee caalbo

Wil Oyl 0 3890 48> SU A de aBdle oS S o Sl silulus g g)lo 8 ool Sy
Ol el Oyl S (b jgel 4 bogy e Dledlol ags (g lales 5 (5510080 Bos cwl (5490
ol (g sle losle B ases lael (ol pawe Sl 5Ls 9,90 «ledol

Accounting: An information system that measures, processes, and
communicates financial information about an identifiable economic entity

1, aloles LB solasdl axly oy 4 bgyye o Sledbl a5 SO s < 15 ylhaluns
22 o 5138 9 o3l 5 g 1S ol
Bookkeeping: The process of recording financial transactions and keeping

financial records.
o S lae g olewl (510K 5 Laa> g Jlo S lelre o ain],8 15,10 yx80

Basic Elements of Accounting Equation
The financial condition or position of a business enterprise is represented by
the relationship of assets to liabilities and Capital.

Gl Aol Lol yolic
SOgd (o0 oals lid aloyw g ba 2 b kealylo bLS S &,k 5l s)lg axly SO Sl Condso b Consg

Assets = liabilities + Capital (owners equity)

(SUL Ggi>) wloyw T b 2oy = b s
Assets
Economic resources owned by a business that are expected to benefit future
operations.
) Gg" )|~>




Liabilities
Present obligations of a business to pay cash, transfer assets, or provide
services to other entities
in the future.
b o0
g sbas GG b olls Jaul (Je by Gl 6l g S (5555) b Dl
ooy 50 508 Sluwwge

Capital
The residual interest in the assets of a business entity that remains after
deducting the entity’s liabilities. Also called residual equity.
4oy
Sl ol ol sla BN S 3l G &S 6w axly SO sl ol o eaileldl ((Jlo) adlis
g oo 485 odiladl ((Jb) Fsi> ioren Sile o (S
These three basic elements are connected by a fundamental relationship called
the accounting equation. This equation expresses the equality of the assets on
one side with the claims of the creditors and owners on the other side:
Dol oo a5 (6 lles doles ol @ as (olw) bl abl) G lhwg Lol paie 4w ol
35 oS 5 LIS glalesl b )b Sy o 1y b oy g5l aloles ] s oo o3ls LS|
Ay oo lid ]y Ko b
REMEMBER: The accounting equation of (Assets = Liabilities + Capital)
Should Balance after every transaction
il plp b aloles o 5l am (le s + a2 = o] )10) (5 laules dolas :gy9T0L

Revenues:
The increases in Capital from selling goods, rendering services, or
performing other business activities.

Lbo\.o‘)é
D508 6l sl cdled plowl b laas )l YIS 5g,3 3o,k 51 (0L b 358>) dslo pus 55 Lial3l
Expenses:

Decreases in Capital resulting from the cost of goods and services used up
in course of earning revenues.

o 4y 30
ool )o S 0,90 5 0 0ad B pas Sleas 9 YIS slo ams ;o aleyur yo LralS




Owner’s investments: The assets that the owner puts into the business

colo Lugi o5l olaisl) S oo oyl syls Sl oS gl s 1 SIle (6,105 dslo puu
Owner’s withdrawals:

The assets that the owner takes out of the business

These elements comprise the basic accounting equation, which, in expanded

form, is as follows:
S clo
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Assets = Liabilities + Capital + Revenues — Expenses+
Owner’s investments — Owner’s withdrawals

+ o anje— laael,o + Al Gei>+ o o =lo ol

S gl il — o slo (535 ayle s

During the month of January, Mr. Nader’ s Institute
1. Invested $5,000 to open his law practice
2. Bought office supplies on account, $500.
3. Received $2,000 in fees earned during the month.
4. Paid $100 on the account for the office supplies.
5.Withdrew $500 for personal use.
These transactions should be analyzed and recorded as follows:
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Assets = Liabilities + Capital
1) Cash A5 (5392 g 0 Capita o pus
+$5000 +$5000
2) Supplies  &ljupzs Sl sle s
) Supp o Accounts Payable
+$500 +$500
3)Cash  u&5 69940 Fees Income  ao> 3l 3> ool o
+$2000 +$2000
4) Cash A8 (699590 =y slo Sl
Accounts payable
_$100 _$100
5) Cash OB (6392 ge Capital () vl
_$500 _$500

Notice that for every transaction, two entries are made. After every
transaction, the accounting equation remains balanced.
Jolee (g sl alsles ctlolns 1o 5l g 55 oo plowil ol 3 alolas 40 (gl 45 05 azgs
wile oo b

During the month of December, Mr. yeganeh’ s Institute:
1.Invested $12,000 to open his service institution to the current account.

2.Bought office furniture on account, $650.
3.He Bought office supplies in cash, $170.
4.Received $7,000 in fees earned during the month.
5.Paid $250 on the account for the office furniture.
6.Withdrew $S300 for personal use.
These transactions should be analyzed and recorded as follows:
(g0 Juio
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Assets = Liabilities + Capital
1) Cash A& (0990 0| Capital oy
+$12000 +$12000
2) office furniture s ,lsl 43Ul Sl sla ol
Accounts Payable
+$650 +$650
3) office supplies +.,lsl logile
Cash —aB5 (53440
+$170  _$170
4) Cash KCHIPRYCSN Fees Incomeae> 3l 3> sl )
+$7000 +$7000
5) Cash A8 (699> g0 ol sl Clus
Accounts Payable
_$250 _$250
6) Cash A (50990 Capital  (cusls p) by
~$300 _$300

Exercise 1
1) The accounting equation is

3) is the interest of the owners in a business.
4) Money owed to an outsiderisa (n) ...........................
5) The difference between assets and liabilities 1s .........................

6) An investment in the business increases.................... and
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Exercise2

Tell whether each of the following accounts is an asset, a liability, a
revenue a capital, an expense, or none of these.
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Exercise3
1) The accounting equation is expressed as: Assets = ................ Fooiiiereiieens

2) The difference between assets and capital 1S ...

3) If a company has $200,000 in assets and $120,000 in liabilities, then its
equityis : v,

4) When a business takes out a loan, its liabilities will..................... and its
assetswill ....................

5) If a company earns revenue of $50,000 and incurs expenses of $30,000,
the netincome willbe ...........................

6) In the accounting equation, if assets increase by $10,000 and liabilities

remain unchanged, capital must by the same amount ............................
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Exercise4
Determine whether the following sentences are True or False.
1. The accounting equation is Assets = Liabilities + Equity ...

2. In the accounting equation, liabilities represent the
owner's investment in the business. .

3. If a company increases its assets, it must also increase its
liabilities or equity to maintain the accounting equation. ...

4. The accounting equation can be rearranged to show that
Equity = Assets - Liabilitiess.

5. A company can have liabilities greater than its assets
and still be considered financially healthy.

6. The accounting equation must always balance. .

7. An increase in expenses will increase capital in the accounting equation.

8. If a business takes out a loan, its assets will increase without affecting its
liabilities.
(50) ¥ (2 03
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Exercise5

(True/False)

1. The net profit is calculated by subtracting total expenses from total
revenues. (True/ False)

2. A company with more expenses than revenues will have a net profit.
(True / False)

3. If a company has $200,000 in revenues and $250,000 in expenses, it has
a net profit of $50,000. (True_/ False)

4. A business can still operate with a net loss for several years if it has
sufficient cash reserves

(True / False).

5. If a company has total revenues of $1,000,000 and total expenses of
$1,200,000, its net profit is $200,000 (True / False)
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Exercise6
Choose the correct option in the sentences below
1) Which of the accounted is an asset?

A) rent expense B) equipment C) withdrawal D) account payable

2) which of the following accounts is part of the group of liabilities?

A) land B) office supplies  C) prepaid insurance D) note payable

3) office supplies is a .......

A) asset B) credit C) debit D) liability

4) which of the following sentences defines assets?

A) Decreases in Capital resulting from the cost of goods and services used up in
course of earning revenues

B) The residual interest in the assets of a business entity

C) The increases in Capital from selling goods, rendering services

D) Economic resources owned by a business that are expected to benefit future
operations

5) what are the main elements of the accounting equation?

A) Expenses, Assets, Owner’s withdrawals

B) Assets, Liabilities, Equity

C) Owner’s investments, Assets, Revenues

D) Assets, Revenues, Expenses
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Exercise7
Accouding to the following information, calculate owners’equity of the
cleaning service company
Cash: $12,000 (ax) Loan Payable: $6,000 (_=5ls » 4l5) Cleaning Supplies:
$8,000 ( x3las logle)
Equipment: $10,000 (=l;425) Accounts Payable: $2,000 ( usls  slaclas)

(S 90) ¥ (9 o
S dbra 1) 8la Sleas &S 8 (olo il ) il G 5 Sledlbl 4 a5 L
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Exercise8
Name the five main group of accounts?
Fill in the blanks.
(< 90) Ags poid
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~~~~~~~~~~~~~~~~~~~~~~~~~~~ The assets that the owner takes out of the business

~~~~~~~~~~~~~~~~~~~~~~~~~~~ The increases in Capital from selling goods

---------------------------- Present obligations of a business to pay cash

---------------------------- Economic resources owned by a business

~~~~~~~~~~~~~~~~~~~~~~~~~~ The residual interest in the assets of a business entity

-------------------------- The assets that the owner puts into the business

Decreases in Capital resulting from the cost of goods

and services

\ 7
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