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CH 2

Business Transactions and
The Basic Accounting Equation

+ Introduction:

A business is like a person, it can own and control property, but the property
of the business is separate from the personal property of the owner. The
property or items of value (resources) are called assets. Business also has a
legal right to its assets in the form of rights or claims against these assets.

|| PROPERTY = PROPERTY RIGHTS ||

» Ex:if the firm has BD5000 of assets — it also has BD5000 claims against
these assets.

The total claims of the assets are called Equities.
Claims of creditors are called Liabilities.
Claims of owners are called Owner’s Equity.

ASSETS = EQUITIES

» Ex:Book page 17

/7

% The Basic Accounting Equation (dmutaall ddalaall)

ASSETS = LIABILITIES + OWNER'S EQUITY ||

AL (3 g8a + clal F1Y) = J st

< Assets (Jsa¥!)
Definition: anything (resources) owned by a business such as cash,
equipment, furniture, building, etc.

< Liabilities (<l 3i1)
Definition: claims against the assets. They represent the use of credit to buy
the assefts.
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= Ex: the amount of money borrowed by the business to buy an asset
represents the creditor’'s claim against the asset which creates an
Account Payable.

LIABILITIES = ASSETS — OWNER'S EQUITY ||

|| AL (3 g8a — J gl = il 1Y) ||

% Owner’s Equity (sl (3gia)
Definition: the owner’s claims on total assets.
The account used to represent the owner's equity is called Capital.
Definition of capital: the investment made in the business by the owner.

OWNER'S EQUITY = ASSETS - LIABILITIES ||

|| Gl Y - Jpa¥) = ASLa) (5 gia ||

If the owner invests in as asset such as cash, equipment...
Assets — Increase
Owner's equity (capital) —» Increase

< Drawings (<b sl
Definition: an owner may take (withdraw) cash out of the business for
private use.
Assets (cash) —> Decrease
Owner's equity (capital) — Decrease

X/

» Revenues (<l 1Y)

Definition: results from sale of goods and performance of services.
Assets (cash/acc. Receivable) = Increase

Owner’s equity (capital) —» Increase

=  EXx:sales revenue, income fees, commission, etc.

% Expenses (< g aall)
Definition: the cost of doing business.
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ANl (3 sia + o sadll = J sV
Assets (A) = Liabilities (L) + Owner’s Equity (OE)

DA e ) e (e oa Jsal) e Jsandl jolan ol Lnalaall Aabead) i oSa
ALl (Bgia et i) g DAl (e sl ¢ sl JidS 8 g cpall ) (al SEY)

Owner’s Equity 4:slall 3 gda

(ot ALl Gsia e i A ) Ll a )l clllis
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Assets (A) Jsa¥) Liabilities (L) bl 3
Cash Al A ) Notes Payable &8 Gl f
Supplies Al all / a3 Sl Loan Payable >y
Equipment Gilaall Account Payable &8 dlla
land o) Interest Payable 2l 54
Account Receivable ool Clea Account Payable & allia
Debtors O siall Creditors O sl
Inventory I Wages Payable <l 5l
Prepaid insurance R Salaries payable <l 5l
investment i Owner Equity (OE) 4aslal) (3 gia
furniture il Capital Jall
truck Ju sl invest il
Building sl Revenue lal Y
Cars G s Expense “y ladll
Machines BN Rent o/ )
Premises e insurance Calill
Computer EPWEN] Advertisement able )
Vehicles Gl ) [ &l yall Drawing dpadld Al ense
Collected / Received p il [ Jpant [ aen On account / on credit Gluall e
Net profit / income =l fAia Performed a0
Net loss 5 ludl) dla Services Glead
Paid (1) ado Bought / Purchased eyl
Increase gla)l /334 Decrease palddil [ al
[ o |mm cazy | o [ aslgss

\

Assets (A) =

Liabilities (L)

+ Owner’s Equity (OE)

Example:
Assets (A) | = Liabilities (L) + | Owner’s Equity (OE)
BD 20,000 | = BD 8,000 + BD 12,000

Exercises (Determine the missing amount)

Assets (A) | = Liabilities (L) + | Owner’s Equity (OE)
BD 95,000 | = BD 5,000 + BD ...........
BD...cooeere. | = BD 7,000 + BD 92,000
BD 50,000 | = BD............ + BD 28,000
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[ Assets (A) = Liabilities (L) + Owner’s Equity (OE)
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The Expanded Accounting Equation

CH 2

Assets | = | Liabilities | + Owners Equity
Assets Liabilities | * Capital | * Retained Earnings
Assets = | Liabilities | + | Capital + | Revenue | - | Expenses | - | Drawings
[ d}éy\ ] | [ u_w\.a\).d\;[\ ] + [ @SLJ\ 999
e A
. . . . ’ .
Assets (A) = Liabilities (L) + Owner’s Equity (OE)

\ y,
A) Current ,'Assets Cash- A) Current Liabilities / Investment 1 (Increase +)
Short term investment- Account Payable-Notes
Account Receivable- Payable-Accrued Revenue 7 (Increase +)
Notes. Receivable- Expe?nses-Unearned Fees earned / Services /
Supplies-Inventory- Pre Services Revenues — commission / sales
paid Expenses. / Bank over draft

/ \ \ / Drawing \ (Decrease - )

B) Plant (Fixed) Assets / \

Land- Buildi Expenses \ (Decrease - )
and- Buriding- B) Long-term Liabilities

Premises-Machines- Bonds Payable- Rent / Wages / insurance

Trucks- Motor Van —
Motor Vehicle-
Equipment —Furniture.

/C) Intangible Assets
Patent-Goodwill-
Copyright- Trademarks-
Trade Names- Franchises

\

-License s- Research
and Development.

J
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The effect on the Basic Accounting Equation only

* Investment of assets Jlaiiuy|

InVEStEd Cash / Supplies / Equipment /
Sta rtEd BN Assets —» land/ furniture / truck /

. Building / Cars/ Machines /
DepOSIted Premises /Computer /Vehicles
Contributed

* Purchased of assets Jsa¥! &l )i

Purchased Cash / Supplies / Equipment /
Bought  — Assets (Cash) - tond/fumitwre /truck/

Building / Cars/ Machines /
Pa|d CaSh for Premises /Computer /Vehicles

A 4
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* Purchased of assets J sy ¢ 3

Purchased Assets on Credit cesh/supplies/ equipment/

land/ furniture / truck /
Bought - Or account — Building / Cars/ Machines /

mention company name Premises /Computer /Vehicles

* Payment to Creditors 4S )il e daaiuall § gaall 2da

Paid —, To Creditors
Issued Cheque

- A2 P
/}
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* Received from Debtors (b3l (e ddaiiall ¢ gall 2350

Received — From Debtors
Received Cheque

* Performed services Gledd asi

Completed

Earned services on account(Credit)
Provided ~— > OrBilled customer (Invoice)
Performed

Rendered

A 7
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* Performed services e ayas

Completed

Earned

Provided . services on cash
Performed

Rendered

* Paid for Expenses <ld g paall ad

Rent Expense
Waged Expense
Paid for — Insurance Expense
Salaries Expense
Advertisement exp

A 7
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* Supplies used Leeladinl o5 Cila Hiva

Supplies used

* Drawings <l sl

Withdrew

ook _. For personal (private) use

* No Effect sl Y

Hired / Decided / Agreed Ordered / suggest / accepted
Done by: Ebrahim Hasan Aman ®2022 /}é}, /,
ORASY)
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1- Classify each of the following items as Assets, Liabilities, or

owner's equity:

2
o

Items

Classification

Cash at bank / Cash in hand

Assets (A)

Supplies

Account Payable

Office Equipment

Account Receivable

Mahmood, Capital

Office Furniture

Note Payable

OO NO U WIN |-

Commission

[N
o

Advertising

2- Find the missing figure by using the following equation:
Owner's equity = Capital — Drawing + Revenue — Expense

Account Business 1 | Business2 | Business 3 Business 4
Capital 4400 | e, 7500 14000

Drawings 400 80 800 1100

Revenue 700 900 | e 4000
Expense 3000 1000 350 |

Owner's 5500 9000 13000
equity |

A d
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3- Indicate the multiple effects on the accounting equation of business
using (+) for increase, (-) for decrease and (ne) for no effect.

No  Transactions Assets Liabilities Owner’s
Equity

1 The owner invested cash in the business. + NE +

2 The owner withdraws business assets for personal use. - NE -

3 The company receives cash from a bank loan. + + NE

4 The company repays the bank that had lent money to the - - NE

company.

5 The company purchases equipment with its cash. -[+ NE NE

6 The company purchases a significant amount of supplies on credit + + NE

7 The company purchases land by paying half in cash and signing -[+ + NE

notes payable for the other half.

Classify each of the following items as an Asset, Liability, Owner’s
Equity, Revenue or Expenses.

Items Classification Items Classification
Notes Receivable Asset Insurance Expense Expense

Fees Income Revenue Machinery Asset

Office Equipment Asset Account Payable Liabilities

Loans Liabilities Capital Owner’s Equity
Truck Asset Drawing Owner’s Equity

27
A d
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4- Complete the following:

a. If a business has Account receivable BD 4600, Motor
Van BD 4500, cash BD 9870, Account payable BD 3800,
Machinery BD 7400. The total of assets is ----------------- :

b. If total liabilities are BD 5700 and total assets is BD
16700, the owner's Equity is ----------------- :

c. Furniture is classified as ----------------------- :

d. Bought supplies by cash increase ---------------—--- and
decrease ------------------- _

e. Wages expense is classified as ------------------ ,
f. Liabilities = Assets - ~—-——-—mmmmemmeemmeee _
g. BD 2900 = BD 8700 - -------------------

h. Capital BD 10300 and service revenue is BD 1100, the
balance of capital after revenue is ---------------==-=o—-—-

i. Capital BD 6500 and drawing BD 300, the balance of
capital after drawing is ------------------—--———- _

j- Supplies used are classified as ----------------------------- :

A d
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5- Complete the following table use ( + ) for increase, ( - ) for decrease, (
NE ) for no effect:
Transaction Assets | Liabilities | Owner's
Equity

1- Owner invested cash in the business
2- Purchased equipment by cash

3- Purchased equipment on credit

4- Sent bill to the customers for
services performed

5- Received cash from debtors

6- Withdrew cash for personal use

7- Used part of supplies

6- Complete the following table use ( + ) for increase, ( - ) for decrease, (
NE ) for no effect:

Transaction Assets | Liabilities | Owner's
Equity
1- Invested cash in the business + NE +

2- Purchased equipment for cash
3- Purchased supplies on credit

4- Performed services for cash

5- Completed (provided) work to a
customer on credit / on account
6- Paid salaries for cash

7- Paid wages for cash

8- Paid insurance for cash

9- Received Cash from debtors

10- Paid cash to creditors

11- Bought Machinery on account
12- Sold Equipment by Credit

13- Supplies used

14- The owner withdrew / took cash
for personal use

A d
Done by: Ebrahim Hasan Aman ®2022 é@é@
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dulaal) Adalaal)

(o )= s ) # [ wen

[ Assets (A) = Liabilities (L) + Owner’s Equity (OE)

p Apsadaal) ddalaal) Ga (oS Jgaadl

Assets = liabilities + Owners Equity

rJSAl o OsSag
Date Assets = Liabilities + O/E
A pady A gl rJUa Capital
Cash/equipment/... A/c payable

A5 46 gara G gassets ) el Jgsall b libal) 08 Udaa il i AT
Cad AS gana iSig | ) aandyg
QQMAJ\@A@J\SSAJ Cal A8 gada QS g O/E ) pandy

A =gl ) bgds L+ O/E ) gand o& JS Uaaa ol L& AT

Assets = Liabilities + Owner’s Equity
< E 8 ¢ £ 5§53 B 2 £ 2
> — c c
@ S s s S g S o o 3 ]
o S 8 s ® S & S 2 © g
< k7 g S < a o (a) wi
1 +10,000 +10,000
2 +5000 +5,000
Balance 10,000 5,000 15,000 ~
Total 15,000 15,000

_ o p
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Example The following transactions were completed by Al Amal Travel
Agency during the month Of February 2003:

e (01 Invested BD 80,000 in the business

e 05 Paid BD 8,200 cash for office supplies

e (07 Received BD 5,300 cash for service performed

e 10 Bought computer equipment on account BD 3,200
e 18 Provided services for customer by credit BD 5,500
e 25BD 1,000 of the office supplies has been used

e 27 Received cash BD 900 from the customer of transaction
dated Feb.18

Required : Show the effect of the above transactions on the accounting

equation.
Assets = Liabilities + Owner’s Equity
NO (7] E .E e & - ) - g g)D (7]
< 2 5 qg’ 5 ® S = S 3 = &
® S 2 s g .2 3 © a o 3 o
¥ 2 E 5 8 3 8 & 8 3 e e
& S & =g < e © & a &
01 +80,000 +80,000
05 -8,200 +8,200
07 +5,300 +5,300
10 +3,200 +3,200
18 +5,500 +5,500
25 -1,000 -1,000
27 +900 -900
Balance 77,900 7,300 3,200 4,600 |3,200 80,000 +10,800 -1,000
Total
93,000 93,000

P
A g
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1-

Hamad Ahmed started his business in name of HANADCO CLEANING

SERVICES. He completed the following transactions during June 2002:

1St

11th
17th
19th
25th

Required:

Deposited BD800O in the bank as capital

Bought cleaning equipment on account for BD 1600
Received check BD 1200 for performing cleaning services.
Issued a check for the monthly rent BD 150

Sold cleaning equipment BD 600 on account

Show the effect of each transaction on the Basic Accounting Equation.

NO

Cash

Balance

Total

Q, (www.commbh.com)

Assets = Liabilities + Owner’s Equity
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2- On April 1, Khalid Al-Zayani Established Al-Zayani Travel Agency. The

following transactions were completed during the month April 2003:

e 01/4 Invested BD 15,000 cash to start agency.

e 06/4 Purchased office equipment for BD 2,500 cash.

e 10/4 Paid BD 300 to Nader Advertising Co. for advertising costs.

e 22/4 Paid BD 600 cash for office supplies.

e 25/4 Earned BD 9,000 for services rendered: cash of BD 1,000 is
received from customer and the balance of BD 8,000 is billed to
customers on account.

e 27/4 Withdrew BD 200 cash for personal use.

e 29/4 Paid employees' salaries, BD 2,200.

e 30/4 Received BD 8,000 in cash from customer who have
previously been billed in transaction ( 25/4 ).

e 30/4 Purchased furniture BD 3,500 from Sharif Furniture on
account.

Use the following columns headings: Cash — Office Equipment — Supplies — A/C
Receivable — Furniture — Capital — A/C Payable. Required: show the effect

Assets = Liabilities + Owner’s Equity
No —- (%) (7] (7]
5 E 2 F g ¢
© o g ‘a ] 3 ]
o S 3 [ > © %
< o o o a &
Balance
Total

27
A d
Done by: Ebrahim Hasan Aman ®2022 é@ég@
p 7

Q, (www.commbh.com)




3- Saeed Salim is the owner of Al-Amal Cleaning Service, and he
completed the following transactions during the month of October

2007:

1°t  Started business with cash BD 25000.
3@  Purchased Cleaning Equipment on credit BD 3800.
6" Paid 900 for insurance expense.

9t Performed cleaning service for a customer on account,
BD 5200.

14" Paid half of the creditors' balance.

19™" owner took BD 800 cash from the business for private
use.

28™ Provided cleaning service and received cash BD 2900.
30" Received 40% of the accounts receivable balance.

Required:

Show the effect of each transaction on the Basic Accounting Equation.

NO

Cash

Balance

Total

Assets = Liabilities + Owner’s Equity
(%] (7] (7]
g g o o 3 9]
Q © © > © o
< o i u o &

e L
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4- The following transactions were completed by Hanan Décor company
during the month of February 2006:

° 1St
e 3rd
o 7th
e oth
e 15t
o 231
o 27th
e 20t
e 30t
o 3]1°

Invested BD 16,000 cash in the bank.

Paid rent for the month, BD 850.

Purchased equipment for cash BD 7,000.

Purchased supplies on credit BD 1,250.

performed decorating services for cash BD 560.
Performed decorating services on credit BD 870.

Paid 60% to a creditor on account.

Received 20% from a customer.

Paid BD 130 for advertising cost.

it was found that BD 200 worth of supplies has been used

during the month.

Required: Show the effect of each transaction on the Basic Accounting.

Assets = Liabilities + Owner’s Equity
No — (%] (%] (%]
< £ 2 E 2 -
7] o © — c S <
© g g o o 3 o
o § F 8 g e g
< (== (3 (a] w
Balance
Total

Q, (www.commbh.com)
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