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Chapter 1 Introduction to Accounting
[bookmark: _Toc382775474]Introduction 
       Accounting is a field of study which is related an entity’s financial matters. In this subject the financial matters of an entity’s is recorded and reported. Accounting is means of measuring an entity’s development. We will not be able to decide whether an organization is improving or declining if we are not account and not having accounting. So, this subject is related with the recording, processing and reporting an entity’s financial activities such as sales, purchases, credit dealings, collections and payments.
In all activities (whether business activities or non-business activities) and in all organizations (whether business organizations like a manufacturing entity or trading entity or non-business organizations like schools, colleges, hospitals, libraries, clubs, temples, political parties) which require money and other economic resources, accounting is required to account for these resources. In other words, wherever money is involved, accounting is required to account for it. Accounting is often called the language of business. The basic function of any language is to serve as a means of communication. Accounting also serves this function.
[bookmark: _Toc382775475]Definitions of accounting
Accounting has been defined by many authors and authorities. Some definitions are given below to make clear the concept of accounting.
[bookmark: _Toc382775476]Definitions by authors:

According to Luca Pacioli, Father of Double-Entry Book Keeping
Accountancy is the process of communicating financial information about a business entity to user such as shareholders and managers. 

According to R.N Anthony, “nearly every business enterprise has accounting system. It is a means of collecting, summarizing, analyzing and reporting in monetary terms, information’s about business”. 

According to Pride, Hughes and Kapoor
Accounting is the process of collection, analyzing and reporting financial information.

According to Hrold Q. Lengenderfer
“a service activity designed to accumulate, measure and communicate financial information about organizations for decision making purposes”

H.Chakravorty: “Accountancy is the science of recording, classifying and summarizing transactions so that relation with outsideers is exactly determined and result of operation during a particular period can be calculated, and the financial position as the end of the period may be shown”

[bookmark: _Toc382775477]Definitions by authorities 
The American Institute of Certified Public Accountants (AICPA) defines accountancy as "the art of recording, classifying, and summarizing, in a significant manner and in terms of money, transactions and events which are, in part at least, of financial character, and interpreting the results thereof."
[bookmark: _Toc382775478]Summary of the definitions
        If we summarize the above mentioned definitions, we can say that accounting is a process of collecting financial information of an entity (a person, a department or the government, a non-profit organization or a business organization), analysis, recording, classifying, summarizing, reporting and interpreting the reported information for a major objective that is the decision making.
        It shall be remembered that every activity of an entity is not recorded only financial activities of an entity will be recorded, processed and reported means only those activities in which money is involved and affect the entity financially. 
Previously, accounting was considered as recording process but now a days it is recognized a means to an end means the recording of the business financial information is towards a business decision which is the core objective of accounting today.


 
[bookmark: _Toc382775498]Basic accounting terminologies

          Transaction: transaction is an activity of an organization in which the exchange of value is taken place. Transaction is an agreement, communication, or movement carried out between a buyer and a seller to exchange an asset for payment. It involves a change in the status of the finances of two or more businesses or individuals. The buyer and seller are separate entities or objects, often involving the exchange of items of value, such as information, goods, services, and money. It is still a transaction if the goods are exchanged at one time, and the money at another. This is known as a two-part transaction: part one is giving the money; part two is receiving the goods.

Types of transaction 

Transaction has main two types.
a. Cash transaction: that transaction which is on cash basis is called cash transaction. Cash transactions are ones that are settled immediately in cash. Cash transactions also include transactions made through cheques. Cash transactions may be classified into cash receipts and cash payments. 

b. Credit transaction: that transaction which is on account and not on cash basis is called credit transaction. Credit transactions are ones that are settled not in immediate cash payment rather after some agreed time of period say after one or two months. 

Voucher: Any documentary evidence of a transaction is called voucher. A voucher is an internal documentation which witnesses the happening of a transaction.

Cash memo: A documentary evidence of a cash transaction is called cash memo. It is the receipt which shows the sale of products or services. It contains the authenticity of certain product's price sold by the supplier.

Invoice: A documentary evidence of a credit transaction is called invoice. Invoice is from a vendor is the bill that is received by the purchaser of goods or services from an outside supplier. The vendor invoice lists the quantities of items, brief descriptions, prices, total amount due, credit terms, where to remit payment, etc

Account: A record of a particular item e.g. cash, land, building, salary etc. is called account. 

Merchandise: merchandise is those items which are purchased for the purpose of resale to customers. These items are not used in the business operations rather they are purchased to resell them in order to earn profit. Merchandise is those items in which a businessman deals. 
For example, a whole seller who sells the readymade Nokia mobiles is dealing in mobile merchandise. Other examples include sellers deal in readymade furniture, machineries, clothes, shoes, or cosmetics etc all are merchandise.

Assets: Items purchased or produced for business use. In financial accounting, an asset is an economic resource. Anything tangible or intangible that is capable of being owned or controlled to produce value and that is held to have positive economic value is considered an asset. Simply stated, assets represent value of ownership that can be converted into cash (although cash itself is also considered an asset)

Types of Assets: Assets have the following types.

Current Assets: Asset that can be easily converted into cash within one accounting period is termed as current assets. Assets in this category are cash at business, cash at bank, accounts receivable, stock etc.

Fixed Assets: Asset that cannot be converted into cash easily within one accounting period is termed as fixed assets. Assets in this category included are land, building, furniture, machinery, computers etc.
Intangible: Assets that cannot be touched, weigh, smell or seen but provide some benefit to the organization. Examples are goodwill; copy right, patent right, trademarks etc.

Equities: The rights of the owner and outsiders against the assets of the business. The equity may be owner’s equity and liabilities.

Owner’s Equity: The investment of an owner in a business or the claim of the owner against the assets of the business.

Liability: The debt of the organization or the claim of the outsiders against the assets of the business. Examples of liability are accounts payable, salary payable, bank overdraft, notes payable, salary payable, wages payable etc. 
Liability may be short-term (liability payable for short period such as a month or a year) or long-term (liability payable long period that is for number of years).

Drawings: The cash or items taken by the owner of a business are called as drawing. Drawings are decrease in owner’s equity and it is deducted from the owner’s equity.

Expense: to make a payment or incur an obligation for the purchase of an asset, merchandise or service is termed as expense. In case of expense the outlay of cash may take place today or in the settled future. Examples of expense are salary, wages, rent, interest, telephone bill, electricity bill, internet bill, food, travelling and taxes paid.

Revenue: price of goods sold is termed as revenue and for service business price of services rendered. Examples of revenue are sales, fee, commission, or interest or rent received.
Revenue is different than income. When expenses are deducted from price of goods sold or services rendered, the remaining portion of revenue is termed as income or profit. Professional accountants call it net income or net profit
Transaction analysis

           Transaction analysis is the process of studying transaction in terms of accounts involved, increases or decreases in these accounts and deciding whether an account will be debited or credited. 

[bookmark: _Toc382775499]Account: account is a record of a particular item of financial statement like salary, wages, rent, interest, land, building, machinery, accounts payable, bank loan, or cash etc. or it is a brief record of a transaction because a transaction when we write is in the explanatory format like if we pay salary to someone, it will be recorded as
January 31st, 2014 paid salary of $1000 to Mr. Asad. 
Or if sell goods, we can write as follows:
January 31st, 2014 sold merchandise of worth $2000 on cash.
So, these explanations are lengthier ones and not required by any accounting standard. So, we summarize a transaction which is called an account. Therefore, salary, wages, rent, interest, land, building, machinery, accounts payable, bank loan, or cash etc. all are accounts. 
[bookmark: _Toc382775500]Forms of account

An account can be prepared by any of the two forms.
[bookmark: _Toc382775501]Periodical balance form 

In this form the page is divided into two halves, the left side is for recording the debit and the right half is for recording the credit entries. It takes “T” shape and is called “T” account. Its standard shape is as under.
Title_____________________________ Account No.________________________
Dr. 		Cr.	
	Date 
	Description
	Ref.
	Amount
	
	Date 
	Description
	Ref.
	Amount

	





	
	
	
	
	
	
	
	





[bookmark: _Toc382775502]Running Balance Form

In this form the balance is find out after the recording of every  transaction, this is the reason that it is called as running balance form. Its standard form is given as under.
        
 Title_____________________________ Account No.________________________
	
Date
	
Description
	
Ref.
	
Dr.
	
Cr.
		Balance
Dr.                    Cr.

	






	
	
	
	
	



[bookmark: _Toc382775503]Heads/ Classes of Accounts

Under the American approach of accounting, accounts are classified into five heads. These are assets, liabilities, owner’s equity, revenue and expense.

Examples of heads of accounts:

Assets: examples of asset accounts are as follows:
Cash at business, cash at bank, accounts receivable, notes receivable, land, building, furniture, machinery, vehicles, warehouses, and computer etc.

Liabilities: examples of liabilities are as follows:
Accounts payable, notes payable, salary payable, rent payable, tax payable, wages payable, bank overdraft etc.

Owner’s equity: examples of owner’s equity are as follows:
Owner’s equity and drawings

Revenue: examples of revenue are as follows:
Sales, fee, commission and rent received etc.

Expense: examples of expense are as follows:
Salary, wages, rent, interest, commission, telephone bill, internet bill, food expenses, travelling expenses and taxes paid etc.
[bookmark: _Toc382775504]Debit and credit

Debit and credit are two fundamental accounting concepts. The word debit has been derived from Latin word debere which means to we which contrasted to Dr. used in journal entries and credit derived from Latin word credere which means to entrust which contrasted to Cr. Used in journal entries. They are simply addition or subtraction from accounts. In accounting, debit refers to left hand side of an account and credit refers to right hand side of an account. 

In accounting transactions are debited and credited. But having some rules that an account to be credited or debited, these rules are called rules of debit and credit.
[bookmark: _Toc382775505]Rules of debit and credit

For Assets--------------------------Increase is debited and decrease is credit.
For Expenses and losses-------Increase is debited and decrease is credited.
For Capital ----------------------Increase is credited and decrease is debited.
For Revenues--------------------Increase is credited and decrease is debited.
For Liabilities ------------------Increase is credited and decrease is debited.

[bookmark: _Toc382775506]Procedure of finding debit and credit

To find out the debit and credit, follow the following rules.
a. By the analysis of transaction, find out the accounts to be involved.
b. Classify these accounts into assets, liabilities, owner’s equity, revenue and expense.
c. Find out the increase or decrease in these accounts.
d. Apply the rules of debit and credit.
[bookmark: _Toc382775507]Analyzing various business transactions

In order to analyze various business transactions, first we will just name the various business organizations.

There are major three types of business organization. Namely
a. Manufacturing organizations
b. Service organizations
c. Merchandising organizations

The focus of this book is on two types of business organizations, the service and merchandising ones. However, majority transactions of all the above mentioned organizations are the same. Now we will discuss some transactions of service organization.

[bookmark: _Toc382775508]Service organization transactions analysis

Service organizations are those one which provide some benefit on a fee and not a physical product to its targeted customers. There are so many service organizations like educational, communication, transportation, banking, consultancy etc.
In this chapter we will discuss educational institute. Some selected transactions of educational institute we will now discuss.

Transaction-1 The owner of Mashal started educational business by investing $100000.
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	1.
	Cash 
Owner’s Equity
	Asset
O/E
	Inc.
Inc.
	Dr.
Cr.
	100000
100000


 
In this transaction, there are two accounts involved, cash account and owner’s equity. Cash came to the business and increased because there was no cash before this transaction. The cash came from the owner’s side which is the owner’s amount. So the owner’s investment also increased because every transaction has double effects upon the business.

Transaction-2 Purchased furniture for cash $ 5000.
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	2.
	Furniture 
Cash
	Asset
Asset
	Inc.
Dec.

	Dr.
Cr.

	5000
5000



In this transaction, there are two accounts involved, cash account and furniture. Cash is an asset which we paid from the business and decreased. Furniture is also an asset which we got and increased in the business.

Transaction-3 Purchased furniture from Shahid Company on account $ 5000.
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	3.
	Furniture
Accounts payable-Shahid Company

	Asset
Liability
	Inc.
Inc.
	Dr.
Cr.
	5000
5000



In this transaction, there are two accounts involved, furniture and liability account. Furniture is an asset which we received in the business and increased. Account payable is a liability which was zero before this transaction and it is the first liability increased in the business for zero to $5000.

Transaction-4 Purchased computers for cash $ 10000.
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	4.
	Computer 
Cash 

	Asset
Asset
	Inc.
Dec.

	Dr.
Cr.

	10000
10000



In this transaction, there are two accounts involved, cash account and computer. Cash is an asset which we paid from the business and decreased. Computer is also an asset which we got and increased in the business.

Transaction-5 Purchased compute$ on credit from Khan Company $10000.
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	5.
	Computer
Accounts payable-Khan Companry
	Asset
Liability
	Inc.
Inc.
	Dr.
Cr.
	10000
10000



In this transaction, there are two accounts involved, computer account and accounts payable account. Computer is an asset which we received in the business and increased. Accounts payable is a liability. Before this transaction, we were having liability of $5000 which is now increased in the business.

Transaction-6 Purchased stationary-printing pages, pens, markers and dusters for $5000 on cash.
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	6.
	Stationary
Cash 
	Asset
Asset 
	inc.
Dec.
	Dr.
Cr.
	5000
5000



In this transaction, there are two accounts involved, stationary and cash account. Stationary is an asset which we received in the business and increased. Cash is an asset which we paid and decreased in the business. 

Transaction-7 Purchased stationary-printing pages, pens, markers and dusters for $5000 on credit from Javad stationery Mart.
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	7.
	Stationary
Accounts payable- Javad stationery Mart.
	Asset
liability
	inc.
Inc.
	Dr.
Cr.
	5000
5000



In this transaction, there are two accounts involved, stationary account and accounts payable account. Stationary is an asset which we received in the business and increased. Accounts payable is a liability. Before this transaction, we were having $15000 liability (transaction no 4) which is now increased in the business $5000 more.

Transaction-8 Paid advertising expenses for Kankor-entry test $3000.
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	8.
	Advertisement 
Cash 
	Expense
Asset 
	inc.
Dec.
	Dr.
Cr.
	3000
3000



In this transaction, there are two accounts involved, advertisement and cash account. Advertisement is an expense. Before this transaction we were having no expense and this was the first expense. So expense increased from zero to $3000. 

Transaction-9 Paid one month’s rent of the building $10000
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	9.
	Rent expense
Cash 
	Expense 
Asset 
	inc.
Dec.
	Dr.
Cr.
	10000
10000



In this transaction, there are two accounts involved, rent and cash account. Rent is an expense. Before this transaction we were having $3000 expense and this was the second expense. So expense increased from $3000 to $13000. 

Transaction-10 Received cash $20000 on application for Kankor.
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	10.
	Cash 
Kankor fee revenue 
	Asset
Revenue  
	inc.
inc.
	Dr.
Cr.
	20000
20000



In this transaction, there are two accounts involved, cash and application fee account. Cash is an asset which we received in the business and hence increased. Application fee is revenue for the business. This business was having no revenue before this transaction and for the first time this business is having revenue and hence increased in the business. 

Transaction-11 Received cash $90000 on fist installment fee.
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	11.
	Cash 
Semester  fee-1st Installment 
	Asset
Revenue  
	inc.
inc.
	Dr.
Cr.
	90000 90000



In this transaction, there are two accounts involved, cash and Semester fee-1st Installment account. Cash is an asset which we received in the business and hence increased. Semester fee-1st Installment is revenue for the business. This business was having $20000 revenue before this transaction and for the second time this business is having revenue and hence increased in the business. 

Transaction-12 Received Semester  fee-2nd  Installment fee $90000.
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	12.
	Cash 
Semester  fee-1st Installment revenue 
	Asset
Revenue  
	inc.
inc.
	Dr.
Cr.
	90000
90000



In this transaction, there are two accounts involved, cash and monthly fee account. Cash is an asset which we received in the business and hence increased. Monthly fee is revenue for the business. This business was having $110000 revenue before this transaction and for the third time this business is having revenue and hence increased in the business. 

Transaction-13 Paid salaries of $15000
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	13.
	Salary expense
Cash 
	Expense 
Asset 
	inc.
Dec.
	Dr.
Cr.
	15000
15000



In this transaction, there are two accounts involved, salary and cash account. Salary is an expense. Before this transaction we were having $13000 expense and this was another expense. So expense increased from $13000 to $28000.

Transaction-14 Paid cash $4000 to Shahid Company for his amount due.
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	15.
	Accounts payable-Shahid Company
Cash 
	Liability
Asset 
	Dec.
Dec.
	Dr.
Cr.
	4000
4000



In this transaction, there are two accounts involved, accounts payable and cash account. Cash is an asset which we paid from the business and decreased. Account payable is a liability which we paid and hence decreased. 

Transaction-15 Paid cash $1000 to Khan Company for the amount due.
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	3.
	Accounts payable-Khan Company
Cash 
	Liability
Asset 
	Dec.
Dec.
	Dr.
Cr.
	1000
1000



In this transaction, there are two accounts involved, accounts payable and cash account. Cash is an asset which we paid from the business and decreased. Account payable is a liability which we paid and hence decreased. 

[bookmark: _Toc382775509]Merchandising business transactions analysis

Transaction-1 Started business with cash $25000.
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	1.
	Cash 
Owner’s Equity
	Asset
O/E
	Inc.
Inc.
	Dr.
Cr.
	25000
25000



In this transaction, there are two accounts involved, cash account and owner’s equity. Cash came to the business and increased because there was no cash before this transaction. The cash came from the owner’s side which is the owner’s amount. So the owner’s investment also increased because every transaction has double effects upon the business.

Transaction-2 Purchased furniture for cash $ 50000.
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	2
	Cash 
Furniture
	Asset
Asset
	Dec.
Inc.
	Cr.
Dr.
	50000
50000



In this transaction, there are two accounts involved, cash account and furniture. Cash is an asset which we paid from the business and decreased. Furniture is also an asset which we got and increased in the business.

Transaction-3 Purchased machinery for cash $ 10000.
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	3
	Cash 
Machinery
	Asset
Asset
	Dec.
Inc.
	Cr.
Dr.
	10000
10000



In this transaction, there are two accounts involved, cash account and machinery. Cash is an asset which we paid from the business and decreased. Machinery is also an asset which we got and increased in the business.

Transaction-4 Purchased merchandise for cash $ 5000.
Note: there are two systems to record merchandise. a) The perpetual inventory system and b) The periodic inventory system. 


Here we will discuss the perpetual inventory system.
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	4
	Cash 
Inventory-Mobiles
	Asset
Asset
	Dec.
Inc.
	Cr.
Dr.
	5000
5000



In this transaction, there are two accounts involved, cash account and merchandise. Cash is an asset which we paid from the business and decreased. Merchandise is also an asset which we got and increased in the business.

Transaction-5 Purchased merchandise on account $ 1500 from MM Smith.
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	5
	Accounts Payable
Inventory-Mobiles
	Liability
Asset
	Inc.
Inc.
	Cr.
Dr.
	1500
1500



In this transaction, there are two accounts involved, accounts payable account and merchandise. Merchandise is an asset which we got and increased in the business. Accounts payable is a liability and we were having no previous liability which is increased.

Transaction-6 Paid cash on account $ 1000.
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	6
	Cash 
Accounts payable
	Asset
Liability
	Dec.
Dec. 
	Cr.
Dr.
	1000
1000



In this transaction, there are two accounts involved, cash account and accounts payable. Cash is an asset which we paid from the business and decreased. Accounts payable is a liability which we paid and hence decreased.

Transaction-7 Sold merchandise for cash $ 2500 which cost $2000.
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	7
	Cash 
Sales 
	Asset
Revenue 
	Inc. 
Inc.
	Dr.
Cr.
	2500
2500

	
	Cost of goods sold
Inventory-Mobiles
	Expense 
Asset 
	Inc. 
Dec.
	Dr. 
Cr.
	2000
2000



In this transaction, there are two accounts involved, cash account and sales. Cash is an asset which we received in the business and increased. Sale is revenue account. Before this sale we were having no revenue, so revenue increased. According to the perpetual inventory system, two more accounts inventory and the cost will also be recorded. Inventory decreased which is an asset and the cost of inventory sold is also increased. 

Transaction-8 Sold merchandise on account $ 2700 on Brevet Company which cost $2200.
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	8
	Accounts receivable
Sales 
	Asset
Revenue 
	Inc. 
Inc.
	Dr.
Cr.
	2700
2700

	
	Cost of goods sold
Inventory-Mobiles
	Expense 
Asset 
	Inc. 
Dec.
	Dr. 
Cr.
	2200
2200



Transaction-9 Received cash on account $ 2000.
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	9
	Cash 
Accounts receivable
	Asset
Asset
	Inc.  
Dec.
	Dr.
Cr.
	2000
2000



In this transaction, there are two accounts involved, cash account and accounts receivable. Cash is an asset which we received in the business and increased. Accounts receivable is also an asset from whom we received the cash and the amount decreased from him.

Transaction-10 Paid salary $ 1500.
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	10
	Cash 
Salary 
	Asset
Expense
	Dec.
Inc.
	Cr.
Dr.
	1500
1500



In this transaction, there are two accounts involved, salary and cash account. Salary is an expense. Before this transaction we were having no expense and this was the first expense. So expense increased. Cash is an asset which we paid and decreased.

Transaction-11 Received commission $ 1200.
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	11.
	Cash 
Commission
	Asset
Revenue 
	Inc. 
Inc.
	Dr.
Cr.
	1200
1200



In this transaction, there are two accounts involved, cash and commission account. Cash is an asset which we received in the business and hence increased. Commission is revenue for the business. This business was having sales revenue before this transaction and commission is revenue and hence increased in the business. 

Transaction-12 Paid commission $ 200.
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	12
	Cash 
Commission
	Asset
Expense 
	Dec. 
Inc.
	Cr.
Dr.
	200
200



In this transaction, there are two accounts involved, cash and commission account. Cash is an asset which we paid from the business and hence decreased. Commission is expense for the business. This business was having salary expense before this transaction and commission is expense and hence increased in the business. 

Transaction-13 Brought cash by the owner $ 5000.
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	13
	Cash 
Capital/Owner’s equity
	Asset
Capital  
	Inc. 
Inc.
	Dr.
Cr.
	5000
5000


In this transaction, there are two accounts involved, cash account and owner’s equity. Cash came to the business and increased. The cash came from the owner’s side which is the owner’s amount. So the owner’s investment also increased because every transaction has double effects upon the business.

Transaction-14 Cash taken by the owner $ 2000.
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	14
	Cash 
Drawings
	Asset
Capital 
	Dec.
Dec. 
	Cr.
Dr.
	2000
2000



In this transaction, there are two accounts involved, cash account and drawings. Cash paid from the business. The amount is drawing of the owner. So the owner’s investment also decreased because every transaction has double effects upon the business.

Transaction-15 Furniture value $20000 taken by the owner.
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	15
	Furniture 
Drawings
	Asset
Capital 
	Dec.
Dec. 
	Cr.
Dr.
	20000
20000



In this transaction, there are two accounts involved, furniture account and drawings. Furniture is taken by the owner from the business. The amount of furniture is drawing of the owner. So the owner’s investment also decreased because every transaction has double effects upon the business.

Transaction-16 Sold machinery of value $ 3000 on account to Jamal computers.
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	16
	Accounts receivable
Machinery
	Asset
Asset 
	Inc.  
Dec. 
	Dr.
Cr.
	3000
3000


 In this transaction, there are two accounts involved, machinery and accounts receivable. Machinery is an asset which is sold and decreased. The machinery is sold on credit and the amount is receivable and accounts receivable is increased.  
Transaction-17 Purchases returned to MM Smith $ 500.
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	17
	Accounts Payable
Purchases Return
	Liability
Expense
	Dec. 
Dec.
	Dr.
[bookmark: _GoBack]Cr.
	500
500



In this transaction, there are two accounts involved, accounts payable and purchases return. Accounts payable is a liability which is decreased because we returned some merchandise. Purchases return is decrease in expense.   

Transaction-18 Returned merchandise $ 700 by Brevet Company. Which’s value was $200.
	S.NO
	ACCOUNTS
	HEAD
	Inc./Dec.
	Dr./Cr.
	Amounts

	18
	Accounts receivable- Brevet Company
Sales Return
	Asset
Revenue 
	Dec. 
Dec. 
	Cr.
Dr.
	700
700

	
	Inventory-Mobiles
Cost of goods sold
	Asset
Expense
	Inc.
Dec. 
	Dr.
Cr. 
	200
200



In this transaction, there are two accounts involved, accounts receivable and sales return. Accounts receivable is an asset who returned some merchandise and amount decreased upon him. Sale return is a decrease in revenue account. According to the perpetual inventory system, two more accounts inventory and the cost will also be recorded. Inventory increased which is an asset and the cost of inventory sold is decreased. 


Theoretical questions
1. Define account and explain forms of accounts.
2. What are the various heads of accounts? Explain with the help of examples.
3. Explain debit and credit? Also explain rules of debit and credit for various heads of accounts.
Practical exercises
E-1
Mashal institute is having the following selected transactions for the month of January 200X.
January 1, started business with cash $1,000,000
January 2, purchased furniture for cash $ 1000
January 3, purchased printers for $1000
January 5, paid carriage expense $100
January 8, paid advertisement expense $2000
January 10, Received Kankor fee $3000
January 15, Paid cash for Kankor arrangement $1000
January 18, The owners brought more cash to the business $40000
January 20, The finance department received 1st installment of $35000
January 25, Salaries paid $20000. 
January 30, The owner took some cash from the business $3000
January 31, Paid one month rent $15000

Requirement: Analyze the above transactions. 
E-2
MTN Telecommunication Company completed the following transactions in the month of February.
February 1, started business with cash and deposited into bank $2000000.
February 2, purchased a building for cash $40000.
February 3, purchased equipments from Khan Company $30000
February 5, paid advertisement expense $8000
February 10, sold 10000 sim cards @$5 per sim card.
February 15, sold credit cards of $50000
February 20. Internet revenue received $25000
February 25, new computers were purchased $3600
February 30, salaries were paid $30000

Requirement: Analyze the above transactions. 
E-3

1. Received cash from repair services $2400.
2. Received cash from Bashir Ahmad for $18000.
3. Purchased repair equipments for $1590 and trade discount were $10.
4. Repaired a motor car for $250 and received the amount in cash.
5. Paid wages to employees $1200. 
6. Paid cash for food expenses $1400.
7. Paid rent for the month $600.
8. Repaired one motor cycle for $40 and the customer was charged.
9. Received commission for selling Z-Company’s repair parts $3500.
10. Paid utility bills $1000.

Requirement: Analyze the above transactions. 
E-4
Khan Hospital’s accountant provided the following transactions for you.
March 1, Mr. Khan started a hospital business with the name of Khan Hospital by bringing $90,00,000 in to Azizi Bank account.
March 2, purchase a piece of land consists of building as well for cash for $32000 of which $20000 is for land and $12000 is for building.
March 4, purchased medical equipment on account for $33000.
March 5, advertising expense is paid $5000.
March 10, outdoor patients’ fee received $15500.
March 15, operations fee were received $25000.
March 20, internet bill paid $1000.
March 25, medicines purchased for $2000 on credit 
 March 28, sold medicine on cash for $2500
March 30, Paid salaries $30000

E-5
On 1st April, 200X 7-Star Company started a business by investing cash $150000. The following transactions were completed.
1. Purchased office computers for cash $9400.
2. Cash purchases $5000.
3. Purchased merchandise on credit $4750.
4. Paid salaries to the staff $7000.
5. Received cash from Azhar $8800.
6. Purchased machinery for cash for $9000.
7. Sold goods on cash for $17700.
8. Sold old furniture for $8500 for cash.
9. Loan taken from a commercial bank for $13200 @10% monthly interests.
10. Loan given to a friend for $5000 @13% monthly interests.
11. Fresh investment made by the owner for $15400
12. Cash taken by owner for personal expenses $170.

E-6
1. Started business with cash $500000.
2. Purchased merchandise on cash $50000.
3. Purchased merchandise on credit $6600.
4. Paid cash on account $5500.
5. Sold goods on cash $56000.
6. Sold goods on Ahmad for $45000.
7. Cash received from Ahmad $4500.
8. Purchased a motor car for business use for $7000.
9. Paid wages $250.
10. Purchased compute$ for $3000 for cash.

E-7
1. Cash received from the owner $54000.
2. Purchased new furniture $1200.
3. Received cash from See Jee company $35000.
4. Paid rent for one month $450.
5. Paid gas bill $800.
6. Cash sales $7700.
7. Paid cash on account $9800.
8. Received interest from $5400.
9. Sold old furniture $5400
10. Furniture destroyed by fire $100.

E-8
Zahid started business with cash $82500 and Furniture $35600. The following transactions were completed.	
1. Purchased merchandise for cash $7000.
2. Paid cash for compute$ purchased $1255.
3. Sold merchandise to Akmal$4000.
4. Purchased merchandise for cash $14500.
5. Received cash from Akmal 3800 and allowed discount $200.
6. Cash given as charity $550.
7. Paid salary for the month $5000.
8. Received commission for $13200.
9. Paid telephone bill $120.
10. Paid cash to an account payable $2300.
11. Fresh investment made by the owner $55000.


E-9
Jamal and sons has the given transactions for February, 2011
1. Started business with cash $80000.
2. Purchased merchandise for cash $1600.
3. Purchased machinery from Aslam $ 1230.
4. Paid rent for the month $4000.
5. Purchased office equipment for $3000.
6. Cash taken by the owner $3900.
7. Cash brought by the owner $2350.
8. Bought office furniture for cash $690.
9. Paid for food expenses $1450.
10. Paid cash on account $5700.
11. Received cash from commission $7250.

E-10
1. Purchased stationary for $ 3400.
2. Received cash from See Jee company $45000.
3. Paid cash to Jalal $4550.
4. Paid rent for the month $450.
5. Paid for supplies $300.
6. Cash sales $6700.
7. Paid cash on account $5800.
8. Received interest from Jan & Jan $3400
9. Cash taken by the owner $150.
10. Paid cash as charity $50
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