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Financial Accounting

Accounting is the science that studies the measurement, communication and
interpretation of financial activities through recording, classifying and
summarizing financial operations and presenting and disclosing financial
information through financial statements prepared for specific time periods.
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Accounting objectives:  4sulaall il

The goal of accounting in general is to provide financial information, the most
important of which is:
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Financial accounting functions: 4ullall dsulaal) Ciills g

-Identify and process financial transactions: such as buying, selling, paying,
and providing services.

-Measuring the financial value of these operations: that is, knowing the
current value, which corresponds to each of these operations separately.

-Recording results: All records must be identified and measured in
accounting records, taking into account accuracy and history.



- Communicating results: This is the last and most important function of the
financial accounting function. It summarizes and analyzes previously
recorded results in the form of financial statements to enable decision
makers to make informed decisions.
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Hypotheses of accounting : “xladll (a5 4l
1- Accounting entity : (OLS])) sl 3o 4l

Separation of ownership from the owner: is the independence of the
institution from its owner financially, legally, and socially (imposing economic
unity. ) ) )
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2-Continuity (Going concern ): 4 yaiwY!
that the institution's activities are not linked to a specific time, and that they
are continuous for an indefinite period.
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3-Monetary unit: aail) Bas
It is the presence of a unified unit of measurement that links various
operations and activities, and accounting often depends on the national
currency unit. )
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4- Periodicity : 453
Or what is known as the “accounting cycle assumption”, which is dividing the
life of the project into equal periods of time called “accounting periods”,
whether they are a year, half a year, a quarter of a year, or even a month.
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Principles of accounting:dulad (sl
1-Measurement: (!
Determine the values of the basic elements included in the company’s
financial statements. The measurement is often in financial terms, but it can
also be through alternative units, the number of working hours, the number
of jobs, etc.
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2-Revenue recognition: 2! _x¥YL <l yic Y

Revenue is recognized upon receipt of the amount of ownership, regardless
of the date of delivery or service provision, or when the ownership of the
commodity or asset is transferred from the facility to the buyer, whether its
value is earned or not.
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3-Recognizing the expense:<i g yaally L) i)
It is known as the “matching principle” and it means that the expense is
recognized when it is used, or the expense is recognized unless the revenue
is recognized.
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4-Full disclosure: »Lll ~Lady!
the information must be disclosed in an appropriate manner so that it is not
redundant and leads to misinformation, nor is it small that does not help in
making decisions.
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Accounting Constraints :4xlaal) 3 gl
1-Cost and benefit: Axdidll 5 2l
All companies generally strive to ensure that the cost is not greater than the
benefit.
Bl (e ST ) AN () e oKW ) Gl IS IS A e ors
2-Materiality : il Y|
whether or not an item is recorded in the financial statements depends on its
size and the extent of its impact.
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3-Industrial practices: ducliall Sl jladl
means that the nature of certain industries and commerce makes them
deviate from the general theory.
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4-Conservatism : Lt
It is by recognizing expected losses and not recognizing expected profits
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Budget equation
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It is known as the basic accounting equation. It is a balanced financial
statement that explains the relationship between an entity’s assets,
liabilities, and ownership rights. The creditor party must always be equal to
the debtor party. This equation is expressed in the following mathematical
equation. )
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Assets = Liabilities + Owners' equity
Elements of Budget equation: 4l jall Adolas jpalic

1- Assets : that is a resource that the project controls as a result of past
events and is expected to result in future economic benefits that will
flow to the project.
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A- Fixed assets:

They are the assets that the company buys for the purpose of benefiting
from them for a long time and not for reselling them such as (machines, land,
buildings, vehicles, furniture and equipment
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B- Current assets:

They are assets that can be converted into cash or purchased by the
company for the purpose of selling and making a profit (such as Cash,
Inventory , notes receivable, debtors, marketable securities).
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2-Liabilities , They are obligations or undertakings of the facility towards
;&) 3il¥lothers in return for obtaining goods, services or loans from them .
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A- short-term liabilities(Current liabilities):

Are short-term financial obligations of a company that mature within one
year or during a normal operating cycle. such as (creditors, notes payable).
Jie Aalad) Jansidll 5 90 A g Bas) g A VA Baind A 8l JaY) 5 juad ddle cilal ) a
).adll Gl oy sslall)
Long-term liabilities:
They are obligations that the company must pay over a period of more than a
year, such as (loans).
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2- Owner's equity : It is the total amount a company owes to its owners.
It is also known as the book value of a business. It is the remaining
share in the project's assets after deducting all liabilities such as
(capital, Retained earnings and Reserves)
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Examples:

EX1/Ahmed started his business with assets: land $200,000, buildings
$500,000, equipment $150,000, furniture $100,000, cash $120,000, goods
(inventory) $80,000

1-He sold part of the equipment for $100,000 in cash
2-He purchased goods for $50,000 on account.

3- He purchased inventory for $20,000 Half of it is in cash and the rest is on
account.

4- Withdraw $50,000 in cash
5- Deposit $100,000 in cash in the bank
6- Pay for purchases by check

Required: Explain the impact of operations on the budget equation?



soL//

ASSETS Liabilities+ capital
land | building equipment furniture cash | inventory bank | creditor capital
0 | +200000 500000 150000 100000 | 120000 80,000 - - 1150000
1 -100000
+100000

2 +50000 +50000
3 -10000 +20000 +10000
4 -50000 -50000
5 -100000 +100000
6 -10000 -10000

200000 500000 50000 100000 60000 150000 | 90000 50000 1100000

balance 1150000 1150000

:EX2// Ali Company carried out the following business operations

1-The company issued shares for $800,000 in cash

2-It purchase goods from Saeed for $15,000 in cash.

3-An amount of $20,000 was withdrawn from the cash and deposited in the

bank

4-1t purchased $15,000 value of furniture on account-

5-1t sold goods for $10,000 on account-

6-It sold part of the furniture for 20,000 in cash

7-1t got half the value of the goods by check

Required :Explain the impact of operations on the budget equation?
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Accounting records, documents, and double entry:
1799 ad) 2l 9 Apalaal) Culaitecal) g o)
1-Accounting documents:

A document is a document used as objective evidence supporting the
occurrence of a financial transaction, such as checks, invoices, and receipts.
There are types of documents, including internal documents, which are issued
by the establishment, such as a copy of a sales invoice, and external
documents, which are issued by others, such as the original purchase invoice.
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The documents are considered important because they are evidence of proof
in the event of judicial disputes arising between the facility and others. They
are the basis for entry in the accounting books and are also used during the
auditing process. Accounting documents are classified into:

a. Exchange document
B. Arrest document

C. Settlement document (Entry)
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Arrest document:

It is a document that the establishment prepares when it receives a sum of
money from a customer, whether the amount is cash or a check drawn on
the bank. The payer gets a copy of it and the other copies remain in the
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establishment to record the financial transaction in the accounting books.
This is a model of a receivable document.
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Exchange document:

It is a document that the facility prepares when the facility pays cash amounts
or when its account is settled, whether the payment is in cash or by check
drawn on the bank. The recipient of the amount gets a copy of it after he signs
his receipt of the document, and the other copies remain in the facility to
record the financial transaction. This is a form. For an exchange document.
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Entry document

It is a document that the establishment prepares when a financial transaction
occurs that does not include payments or receipts, so that the financial
transaction is then recorded in the accounting books, such as a deferred sale
(on account.(
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2-Accounting books

An accounting book is a document that is used daily to record, store, record
and tabulate financial transactions in order to monitor them and easily
correct any errors that may occur. There are two main types of accounting
books: the journal and the ledger.
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Journal

The journal is the first book of accounting books and is concerned with
recording all operational transactions that occur daily in the
company/establishment. It consists of two columns: credit and debit. The
journal is usually concerned with monitoring transactions related to assets,
purchases, expenses, and property rights
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General ledger

The general ledger is an accounting book that is concerned with transferring
financial transactions from the journal to it, then reviewing, auditing, and
archiving them in an effort to produce accurate financial numbers without
error or ambiguity.
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Double entry system

The double entry system is an accounting term and is considered
the basic and standard system used by business companies and other
organizations to record their financial movements. The updated double-entry
system was organized and classified by the Italian mathematician Luca Pacioli
in the year 1494. This system is based on the fact that the best way to record
the results of a company's financial operations is in the form of accounts.
Each account contains a history of changes in monetary value. This system
can also be used by small shop owners, as they also need to know the value
of sales, purchases, expenses, and the amount of money received and
delivered...etc. This is so that they are fully aware of the daily activity of the
store, which helps them in developing their small projects.
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This system is called the double-entry system because every financial
transaction is recorded in at least two accounts. The word double means (a
pair), meaning two, such that there are at least two accounts: one is a debit
(which is the account of the taker or recipient), and the other is a credit
(which is the account of the giver), so that the sum of the debit accounts is
equal to the sum of the credit accounts.
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Debit values are recorded on the left or top side of the general ledger and
credit values are recorded on the left or bottom side.
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The nature of debit and credit accounts 4iall g 4dilAl Ciliaal) dayd
Accounts of a debit nature are :

1-Assets: such as (machines, land, buildings, vehicles, furniture ,Cash,
Inventory , notes receivable, debtors, marketable securities and equipment,
2-expenses such as, cost of sales, wages , depreciation .,Telephone,rent,
Insurance and Salaries and losses)

Accounts of a credit nature are:
1-Liabilities,such as creditors, notes payable)

2- capital,
3- revenues, such as sales, fees Earned, interest received, dividends, and
rent received.
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There are two types of entries:
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a. Simple entry: bl 481
b. This type of entry contains only two accounts, one of which is debit
and the other is credit :

Dr: Cash A/c 15000
Cr: Capital A/C 15000
b- Compound entry: =S _all aall
This type of entry may be as follows:
-One account on the debit side and two or more accounts on the credit side.
Dr: Land a/c 500000
Cr: Sundries:  (Cx5S)

Cash a/c 300000
Bank a/c 200000

-Two or more accounts on the debit side and one account on the credit side.
Dr: Sundries:
Buildings a/c 100000
Cash a/c 300000
Bank a/c 200000
Cr: Capital 600000

- two or more account on the credit side and two or more accounts on the
debit side.

Dr: Sundries:
Buildings a/c 100000
Cash a/c 300000
Bank a/c 200000
Cr: Sundries
Capital 500000
Creditors 100000

EX: This is a group of operations carried out by Al Salam Company during
the first month of its establishment on 01/01/2020.

Transaction number and description of the process
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1- On 01/01, the company began its operations with a capital of $10,000, half
of which was deposited in the bank and the rest in the cash.

2-0On 01/10, she rented an office to conduct her business at a value of
$2,500, which she paid in cash.

3-On 01/15, | purchased furniture from Al-Huda Company worth $5,000, half
of which | paid in cash and the rest on account.

4- On 01/20, the company achieved rent revenue of $3,000, and the value
was received in cash.

5- On 01/25, the company paid what it owed to Al-Huda Company in cash
6- On 01/30, the company paid the phone bill amounting to $200 in cash.
7- On 01/31 the company paid a insurance of $500

Required: Recording financial transactions in the journal.

1- On 01/01:
Dr: Sundries:
Cash a/c 5000
Banka/c 5000
the company began its operations with a capital 10000S.

2-On 01/10:

Dr: Rent expenses a/c 2500
Cr: Cash a/c 2500
rented an office at 2500$ cash.

3-On 01/15:
Dr: Furniture a/c 5000
Cr: Sundries:
Cash a/c 2500
Creditors (Al-Huda Co.) a/c 2500
purchased furniture from Al-HudaCo.
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4- On 01/20:
Dr: Cash a/c 3000
Cr:Rent revenue a/c 3000
Achieved rent revenue
5-0n 01/25:

Dr: Creditors (Al-Huda Co.)a/c
Cr: Cash a/c
paid what it owed to Al-Huda Company

6- On 01/30:
Dr: Phone expense a/c
Cr: Cash a/c
paid the phone bill in cash

7-0n 01/31:
Dr: Insurance a/c 500
Cr: Cash a/c 500
paid a insurance in cash

19

2500
2500

200

200





