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Introduction 

All of as do some accounting , often without realizing it . it is a part 

of our life. 

 Let us say , you realize suddenly ,one morning , that you needed 

to buy a book urgently. 

 You ask one your parents for the money. But the parents says " 

what happened to the money I gave last week " you either recollect how 

you spent it or if you believe in being systematic and have noted it in 

your dairy you explain how the money was spent. You are "accounting" 

for the money given to you.  

In business , however, it is a more serious matter. The student 

may not be questioned by his parents. You cannot run a business unless 

you know how much you owe outsiders and how much outsiders owe 

you. 

And when you invest money in a business, wouldn't you like to 

know whether you have recovered it , increased it or lost it?. 

All this requires systematic recorded keeping of all that happens 

on a day-to-day basis in business and analyzing this information to aid 

business decision making.  
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Definitions " accounting " 

The American institute of certified public accountants defines 

accounting 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 a 

financial character and interpreting the results thereof . 

 

 

Accounting / events and transactions of a financial nature are 

recorded while the events of a non-financial nature cannot be 

recorded . 

 

Accounting / the record should reflect the importance of the 

transactions so recorded both individually and collectively , 

which includes summarizations thereby making it amenable to 

analysis . 

 

:Classification accounting 
Accounting is generally classified into three different disciplines 

as shown in : 

  

 

 

  

Management 
Accounting 

Cost Accounting Financial Accounting 

 

1-Financial Accounting /  Accounting involves recording, classifying and 

Summarizing of Past events and thus is historical in nature .It is historical 

accounting which is better known as financial accounting whose primary 

intention is to prepare the statements revealing the Income and 

financial position of the business on the basis of events which have 

happened in the period being reckoned . 

  

accounting 
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2-Cost Accounting  / It shows classification and analysis of costs on the 

basis of functions, processes , products , centers etc. It also deals with 

cost computation , cost saving, cost reduction etc. 

3-Management accounting  /It deals with processing of data generated 

in financial Accounting and cost accounting for managerial decision-

making . It also deals with application of managerial economic concepts 

for decision-making . 

Identification of transactions  

 

Preparation of business documents  

 

 

Recording of Transaction in journal 

  

Posting to ledger 

 

Preparation of unadjusted Trail 
Balance 

 

Passing of Adjusting Entries 

 

Preparation of Adjusted Trail 
Balance 

 

Profit and loss 
Account 

Balance sheet 

 

Accounting process 
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:Users of accounting information 

1-management. 

2-shareholders , security analysis and investors. 

3-lenders. 

4-supplies/creditors. 

5-customers. 

6-employees. 

7-government and regulatory agencies.  

8-researcher. 

 

 

Financial statements  

Financial statements / statements that reflect the collection , tabulation 

and final summarization of the accounting data to communicate 

financial information to those outside an enterprise .  

Four statements are involved: 

1-the income statement. 

2-the statement of retained earnings. 

3-the statement of cash flows. 

4-the balance sheet. 
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Elements of financial statements 

1-Revenues /Inflows or enhancements of assets of entity or settlements 

of its liabilities during a period from delivering or producing goods, 

rendering services , or other activities that constitute the entity's 

ongoing major or central operations. 

2-Expenses / outflows or other using-up of assets or incurrence's of   

liabilities during a period from delivering or producing goods, rendering 

services or carrying out other activities that constitute the entity's 

ongoing major or central operations .  

3-  Gains / Increases in equity (net assets) from peripheral incidental 

transactions of an entity except those that result from revenues or 

investments by owners. 

4- Losses / Decreases in equity (net assets) from peripheral or incidental 

transactions of an entity except those   that result. From expenses or 

distributions to owners . 

measures the  statement/ the income  ncome statementthe i-1
results of operations during the period . 

statementof the income  fullnessUse  

The income statement helps users of financial statement predict future 

cash flows in a number of ways. For example, investors and creditor use 

the income statement information to: 

1-Evaluate the past per performance of the company. 

2-provide a basis for predicting future performance . 

3-Help assess the risk or uncertainty of achieving future cash flows . 

the income  /income statement in trading corporations-A

statement for trading corporations is as follows : 
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Income statement for the year ended in 31/12/20?? 

 
 
 
 
Xxx 

 
 
 
 
 
 
 
 
 
 

(Xxx) 
Xxx 
 
 
 
 
 
 
 
 
 
 
 
 

(xxx) 
Xxx 
 
 
 
Xxx 
Xxx 
 

(xxx) 
Xxx 

(xxx) 
XXX 

 
Xxx 

(xxx) 
(xxx) 

 
 
Xxx 
 
 
 
 
 
Xxx 
Xxx 

(xxx) 
 

 
 
 
 
 
 
 

Xxx 
 
 
 
 
Xxx 
 
 

Xxx 
Xxx 
Xxx 

 
Xxx 
xxx 

 
 
 
 
 
 
 
Xxx 

(xxx) 
(xxx) 
Xxx 
Xxx 
 
 
 
 
 
 
 
 
Xxx 
Xxx 
Xxx 
Xxx 
 
xxx 
Xxx 
Xxx 
Xxx 

 

Sales revenues 
Sales 

sales discount  Less: 
Sales returns and allowances  
Net sales 
Cost of goods sold  
Inventory 1/1/20?? 
Purchases  
Less: purchase discount  
Purchases returns and allowances 
Net purchases  
Freight and transportation – in  
Cost of purchases  
Cost of goods available for sale  
Less: inventory 31/12/20?? 
Cost of goods sold  
Gross profit (loss) on sale  
Operating expenses : 
Selling expenses: 
Sales salaries and commissions  
Advertising expenses  
Freight and transportation – out  
Depreciation of sales equipment 
Administrative expenses : 
Office salaries 
Insurance expenses  
Depreciation of building  
Depreciation of office equipment  
Income from operations  
Other revenues and gains 
Interest revenues  
Rental revenues  
Dividends received 
Other expenses and losses 
Interest on bonds and notes 
Bank expenses  
Income before income tax  
Income tax 
Net income for the year       
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:Exercises   

the trail balance of the Baghdad company at the end of its fiscal  E1 /

year august 31/2015 includes the following accounts : 

Merchandise inventory 17500 , purchases 142400 , sales 190000 , 

freight-in 4000 , sales returns and allowances 4000 , freight-out 1000 , 

purchases returns and allowances 2000 , ending merchandise inventory 

25000 

:Instructions  

Compute cost of goods sold and prepare income statement for the year 

ending August 31 . 

Financial information is presented below for four different  E2 /

companies:  

D C B A Particulars  
100000 144000 c 80000 sales 

15000 12000 8000 a Sales returns 

g 132000 94000 74000 Net sales 
24000 44000 d 16000 Beginning inventory 

85000 e 100000 88000  Purchases 
h 8000 10000 6000 Purchases returns 

28000 30000 48000 b Ending inventory 
72000 f 72000 64000 Cost of goods sold 

i 20000 22000 10000 Gross profit 
 

i) . show all -: Determine the missing amounts (a Instructions

computations . 

Com  Iraq Presented below are certain account balances of /  3E   

Ending inventory 48000 , Rental revenues 6500 , Interest expenses 

12700 ,Purchases allowances 10500 , Freight-in 10100, Dividends earned 

71000 , Administrative expenses 82500 , Sales returns 5800 , Sales 

discounts 21300 selling expenses 99400 , Sales 390000 , Income tax 

31000 , Beginning inventory 45300 ,Purchases 190000 , Purchases 

discounts 17300. 
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oing information prepare income / From the foreg Instructions

statement for the year2016. 

The following 2015 information related to the Angelica Huston E4 / 

video co. : 

Office salaries 4900 , purchases returns 5810 , purchases ? , rental 

revenues  17230 , transportation – out 2690 , depreciation of office 

equipment 3960 , cost of goods available for sale 72170 , sales 

commissions 7980 , depreciation of sales equipment 6480 , beginning 

inventory 15400 , ending inventory 16600 , sales 96500 , transportation-

in 2780 , income tax 9070 , interest expenses 1860 .  

: prepare an income statement for the year ended in Instructions

31/12/2015 . 

 

 

Income statement in industrial corporations  –B  

Before preparing the income statement in the industrial corporations 

the manufacturing account must be prepared .  

The manufacturing account is generally prepared to calculate the cost of 

the produced goods and the cost of the produced unit , as well as a 

statement and summary of the flow of elements of production costs 

during the period . 

The term cost of goods manufactured means the cost of production 

incurred for items that were finished during the period . 

The period can be opened with the production inventory under 

operations which is not completed in the previous period . 

The cost of its production should be added from previous period to the 

current period costs when calculating the full cost of the goods . 
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Under operating production costs that have not yet been completed 

during the current period of the total should be subtracted to determine 

the full cost of the goods during the period . 

The costs of production are often divided into three types : 

1-direct material  

2-direct labor  

3-manufacthing overhead or factory overhead 

The inventory includes three accounts : 

1-raw materials inventory 

2-work in process inventory 

3-finished goods inventory  

As for the preparation of the income statement in the industrial 

corporation , it is necessary to prepare an additional statement or 

supplementary statement is the manufacturing statement or the so-

called schedule of cost goods manufactured , which appears as follows : 

Schedule of costs goods manufactured for the year ended in 31/12/20?? 

 
 
 
 
 
 

Xxx 
Xxx 
Xxx 

 
 
 
 
 
 

  

 
xxx 

 
xxx 
xxx 

(xxx) 
 
 
 
 

Xxx 
Xxx 
Xxx 
Xxx 
Xxx 
Xxx 

 
 

Xxx 
(xxx) 
 

Direct materials : 
Raw materials inventory 1/1 
Purchases of raw materials  
Less :raw materials purchases returns  
Raw materials available for use  
Less: raw materials 31/12 
Raw materials used  
Direct labor  
Direct prime costs 
Manufacturing overhead: 
Indirect materials  
Indirect labor 
Depreciation on factory  
Depreciation on equipment  
Utilities  
Insurance  
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Xxx 
xxx 
xxx 

(xxx) 
Xxx 
 

 Total manufacturing costs  
Add: work in process inventory 1/1 
Less: work in process inventory 31/12 
Cost of goods manufactured  

 

 

In the income statement for the industrial corporations , the cost of 

produced goods will be replaced by the cost of the purchases , the 

purchases and all the related returns , allowances and purchases 

expenses. 

The basic purchasing process in the industrial corporations will be for 

the raw materials , and all this purchase is includes in the cost of the 

goods produced in the manufacturing account as above . 

The form of income statement in industrial corporations shall be as 

follows : 

Income statement for the year ended in 31/12/20?? 

 
 
 
 

Xxx 
 
 
 

Xxx 
Xxx 

(xxx) 
Xxx  
Xxx 

(xxx) 
Xxx 
 

 
Xxx 

(xxx) 
(xxx) 
 
Xxx 
Xxx 

(xxx) 

Sales revenues  
Sales  
Less: sales returns and allowances 
Less: sales discount   
Net sales 
Finished goods 1/1 
Add: cost of goods manufactured  
Less: finished goods 31/12 
Cost of goods sold 
Gross profit (loss) 
Less: selling and administrative expenses 
Add: revenues   
Income before tax  
Income tax  
Net income  
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Exercises 

, had  condition  -future industrial company , a manufacturer of air E 1 / 

the following inventory balances at the beginning and end of 2015 : 

31/12/2015 1/1/2015 inventory 

70000 60000 Raw materials  

115000 120000 Work in process  
165000 150000 Finished goods  

During 2015 the company purchases 250000 of raw materials and spent 

400000 on direct labor .manufacturing overhead costs were as follows : 

indirect materials 10000 , indirect labor 25000 , depreciation on plant 

and equipment 100000 , utilities 25000 , other 30000 . 

Sales revenue was 1105000 for the year . selling and administration 

expenses for the year amounted to 110000 . the firm tax rate is 40 

percent . 

prepare a schedule of cost of goods manufactured .-: 1Instruction  

                       2-prepare income statement 

 

for each case below , find the missing amount . E 2 /  

Case3 Case2 Case1 Particulars  
7000 ? 12000 Beginning inventory of finished goods 

? 419000 95000 Cost of goods manufactured during period 
21000 98000 8000 Ending  inventory of finished goods 

304000 405000 ? Cost of goods sold 

  

the following data refer to Esmary fashions company for the year  E 3 / 

2016 : 

Sales revenues 950000 , work in process inventory in 31/12 was 30000, 

work in process inventory in 1/1 was 40000 , selling and administration 

expenses 150000 , income tax expenses 90000 , purchases of raw 

materials 180000 , raw materials inventory in 31/12 was 25000 , raw 

materials inventory in 1/1 was 40000 , direct labor 200000 , utilities 
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plant 40000 , depreciation plant and equipment 60000 , finished goods 

inventory in 31/12 was 50000 , finished goods inventory in 1/1 was 

20000 , indirect materials 10000 , indirect labor 15000 , other 

manufacturing overhead 80000 . 

prepare a schedule of cost of goods manufactured .-: 1Instruction  

                       2-prepare income statement 

 

 

Statement of retained earnings-2 

It is a reconciliation of the balance of the retained earnings account from 

the beginning to the end of the period . 

The statement of retained earnings helps in evaluating overall 

performance by providing additional information on the reasons for the 

increase or decrease of assets during the period . 

This information relates to certain paragraphs such as prior period 

adjustments and dividend distribution . 

This is a comprehensive representation of the changes in profit during 

the financial period . 

1-Adjustments  to retained earnings balance for the first financial period 

related to correcting accounting errors in the financial statement for 

previous periods . 

2-Additions or annual demotions related to the income generated by 

economic activity during the current financial period . 

3-Annual income distributions in the form of profits and with drawls paid 

for equity during the current financial period . 

Accordingly , the retained earnings statement appeared as follows :  
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Statement of retained earnings for the year ended 31/12/20?? 

Xxx 
Xxx 
Xxx 
Xxx 
Xxx 
 

 
(xxx) 

Xxx 
 

 
 
 
 
 
 

Xxx 
Xxx 
 

Retained earnings in 1/1/20?? 
Add: correction of an error in prior period  
Adjusted balance of retained earnings in 1/1/20?? 

Add: net income for the year  

Less: dividends declared on : 

Preferred stock , at **per share 

Common stock , at **per share 

Retained earnings in 31/12/20?? 

 

 

 

Exercises 

Presented below are certain account balances of Iraq  Com : E 1 / 

Ending inventory 48000 , Rental revenues 6500 , Interest expenses 

12700 ,Purchases allowances 10500 , Freight-in 10100, Dividends earned 

71000 , Administrative expenses 82500 , Sales returns 5800 , Sales 

discounts 21300 selling expenses 99400 , Sales 390000 , Income tax 

31000 , Beginning inventory 45300 ,Purchases 190000 , Purchases 

discounts 17300 , beginning retained earnings 114400 , ending retained 

earnings 134000 . 

compute dividends declared during the current year and  Instruction / 

prepare the statement of retained earnings . common shares 

outstanding for 1995 total 5000 . 
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presented below is information related to coca cola company for  E 2 / 

the year 2015 : 

Net sales 1300000 , cost of goods sold 800000 , selling expenses 65000 , 

administrative expenses 48000 , dividends revenues 20000 , interest 

revenues 7000 , dividends declared 245000 , retained earnings 

31/12/2015  was 400000 , income tax rate 34% on all items . 

prepare an income statement for the year ended in -a  /tion Instruc

31/12/2015 . 

b-prepare retained earnings statement for the year ended in 31/12/2015 

, assume that 90000 shares of common stock were outstanding during 

the year .  
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Balance sheet-3 

The balance sheet shows the financial condition of the enterprise at the 

end of a period . 

The balance sheet provides  information about the nature and amounts 

of investments in enterprise resources , obligations to creditors and 

owners equity in net resources . 

Elements of the balance sheet  

1-Assets : probable future economic benefits obtained or controlled by 

particular entity as a result of past transactions or events . 

2-Liabilities : probable future sacrifices of economic briefest arising from 

present obligation of a particular entity to transfer assets or provide 

services to other entities in the future as a result of past transactions or 

events . 

3-Equity : Residual interest in the assets of an entity that remains after 

deducting its liabilities in a business enterprise , the equity is the 

ownership interest .   

 

:Classification in the balance sheet  

These elements are then divided into several sub classification , so the 

general format of balance sheet as presentation below : 

  

Liabilities and owners  equity  Assets  

Current liabilities  
Long – term debt  

Owners equity  
Capital stock  

Additional paid in capital  
Retained earnings  

Current assets  
Long – term investments  

Property , plant and equipment  
Intangible assets  

Other assets  
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Balance sheet format as follows : 

 

Balance sheet as 31/12/20?? 

Liabilities and  owners equity  assets 
Short term Liabilities 

Xx         Notes payable                      

xx    Account payable                

xx      Income tax payable                    
Accrued interest on notes 

 xx   payable 
Accrued salaries , wages , and 

xxother Liabilities                           
Total Short term Liabilities     xxx 
Long term Liabilities 
Bond payable due 
 after 5 year                    xx 
Mortgage and other notes due 
after 12 year                  xx 
Debentures due 

xxafter 15 year                   
Total Long term Liabilities xxx 

yStock holders equit 
Capital stock : 
Preferred **par value , issued and 
outstanding **shares    xx 
Common **par value , issued and 
outstanding **shares    xx 
Additional paid in capital xx 

xxRetained earnings              
Total Stock holder's equity xxx 

 
Total Liabilities and 
  owners equity                     xxxx 

Current assets 
Cash                                       xxx            

Account receivable xxx 
Less: allowance for doubtful 
accounts (xxx)=                    xxx 

  Notes receivable                  xxx 
Inventory                              xxx 
Bank                                       xxx   

xxxPrepaid expenses                 
Total current assets                   xxxx 

 
Fixed assets 

    xxx Land  
 xxx Building  

Less:accumulated depreciation( xxx)  
Machinery and equipment     xxx  
 Less:accumulated depreciation(xxx)  

 xxx Furniture  
 (xxx)Less: accumulated depreciation

 xxxx total fixed assets                       

  

assets intangible 

goodwill                                xxx 

  xxxtrademark                             

total intangible assets                 xxxx 

 

total assets                                  xxxxx 
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Exercises 

from the following information prepare balance sheet for the year  E 1 / 

ended in 2015  : 

Cash 13600 , account receivable 64800 , allowances for doubtful 

accounts 2000 , inventories 76000 , prepaid insurance 7800 , land 40000 

, building 90000 , furniture 22000 , accumulated depreciation of building 

14400 , accumulated depreciation of furniture 6600 , notes payable 

30000 , account payable 34200 , long  - term mortgage 40000 , capital 

100000 , retained earnings in 31/12/2015 was 87000 . 

   

the following information from BMW for the year 2016 : E 2 /  

Capital 500000 , net profit 60000 , interest on capital 30000 , drawings 

1800 , account payable 56000 , outstanding salaries 3000 , building 

425800  , accumulated depreciation of building 21290 , furniture 15000 , 

 accumulated depreciation of furniture 750 , machinery 30000 , 

accumulated depreciation of machinery 3000 , account payable 50000 , 

cash 63440 , bank 6000 , inventory 80000 , prepaid advertisement 2000 . 

prepare balance sheet for the year ended in 2016 . /Instruction 
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Cash flows statement -4 

Cash flows statement is a statement that gives a complete picture of 

historical cash receipts and disbursements for an accounting period . 

Cash flows statement of cash flows meets the objective of financial 

reporting to help assess the amounts . 

Timing and uncertainty of future cash flows. 

The statement of cash flows provides answers to the following simple 

but important questions : 

1-where did the cash come from during the period ? 

2-what was the cash used for during the period ? 

3-what was the change in the cash balance during the period ? 

 

Content and format of the statement of cash flows 

Companies classify cash receipts and cash payments during a period into 

three different activates in the statement of cash flows – operating , 

investing and financing activities , defined as follows : 

1-operating activities / involve the cash effects of transactions that enter 

into the determination of net income . 

2-investing activities / include making and collecting loans , acquiring 

and disposing of investments (both debt and equity ) and property , 

plant and equipment . 

3-financing activities / involve liability and owners equity items.  

They include : 

A –obtaining resources from owners and providing them with a return 

on their investment . 

B –borrowing money from creditors and repaying the amount borrowed. 
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Illustration below shows the basic format of the cash flows .  

Statement of cash flows 

Xxx 
Xxx 
Xxx 
Xxx 
Xxx 
Xxx 

Cash flows from operating activities 
 Cash flows from investing activities 
Cash flows from financing activities  
Net increase (decrease) in cash  
Cash at beginning of year  
Cash at end of year  

    

Exercises  

from the following information to Samsung company prepare cash  E 1 /

flow statement for the year ended in 31/12/2003: 

Note/ the company began business in 1/1/2003  

Samsung company 

Balance sheet in31/12/2003 

Liabilities & stock holders' equity 
Account payable                     60000 
Accrued expenses payable    20000 
Common stock                       300000 

42000Retained earnings                  
 
 

Total                                         422000  

sAsset 
Cash                                       150000 
Account receivable             15000 
Inventory                              160000 
Prepaid expenses                8000 

80000Land                                        
 

Total                                      422000 
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Samsung company 

Income statement for the year ended in 31/12/2003 

780.000 
450.000 
330.000 

(170.000) 
160.000 
(48.000) 
112.000 

Revenues from sales  
Cost of goods sold  
Gross profit 
Operating expenses  
Income before income tax 
Income tax expenses 
Net income  

 
Additional information : 
a-dividends of 70.000 were declared and paid in cash. 
b-the accounts payable increase resulted from the 
purchase of merchandise.  

 

 

 

from the following information to Samsung company prepare cash  E 2 /

flow statement for the year ended in 31/12/2004: 

Note/ the company began business in 1/1/2003  

Samsung company 

Balance sheet in31/12 

 2004  

191.000 
12.000 

130.000 
6.000 

180.000 
160.000 
(16.000) 

663.000 
 

52.000 
15.000 

400.000 

s                                                            2003              Asset 
Cash                                                              159.000 
Account receivable                                    15.000 
Inventory                                                     160.000 
Prepaid expenses                                       8.000 
Land                                                              80.000 
Equipment                                                        0 

0quipment        Accumulated depreciation e 
Total                                                             422.000 
Liabilities & stock holders' equity 

Account payable                                         60.000 
Accrued expenses payable                       20.000 
Common stock                                           300.000 
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94.000 
90.000 
12.000 

663.000     

Retained earnings                                      42.000 
Bonds payable                                                   0 

0Income tax payable                                           
Total                                                            422.000 

 

Samsung company 

Income statement for the year ended in 31/12/2004 

975.000 
(660.000) 
176.000)) 

(18.000) 
)1.000) 

120.000 
)36.000( 

84.000 
 

Revenues from sales  
Cost of goods sold 
Operating expenses (excluding depreciation)  
Depreciation expense 
Loss on sale of store equipment  
Income before income tax 
Income tax expenses 
Net income  

 
Additional information : 
a-in 2004 the company declared and paid a 32.000 cash 
dividend. 
b-bonds were issued at face value for 90.000 in cash. 
c-equipment costing 180.000 was purchased for cash. 
d-equipment costing 20.000 was sold for 17.000 cash 
when the book value of the equipment was 18.000. 
e-common stock of 100.000 was issued to acquire  land . 
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The Reconciliation statement 

 
Reconciliation statement is a statement which contains a complete and 

satisfactory explanation of the difference in balances as per the cash 

book and bank statement . 

The preparation of bank reconciliation statement is not a part of the 

double entry book keeping system . It is just procedure to prove the cash 

book balance . 

It should be noted that : 

1-a Bank reconciliation statement is to be prepared whenever 

a bank statement received . 

2-It is prepared on a stated day . 

 

 

 

Advantages of Bank Reconciliation Statement    

 

1-Error detection / it help in detection of errors of omission of 

transactions or wrong recording of  transaction either by the bank or the 

business enterprise. 

2-Delay in collection revealed : The delay in the collection of cheques 

,bills ,ect , if any is resealed ,when BRS is prepared . 

3-Completion of cashbook / Business enterprises get information about 

bank charges, cheques dishonored, direct payments ,direct deposits , 

etc. 

From the bank statement only . entries of the same are made in 

cashbook on the basis of bank statement thus to complete the 

cashbook, comparison and reconciliation of cashbook and bank book is 

essential . 
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4- chances of Embezzlement are Reduced /  periodical comparison of 

cashbook and passbook keeps a check on the office staff . for example , 

entry for cash deposit is appearing in the cashbook but not in the 

passbook , indicates fraud being committed by the staff . 

 

Bank reconciliation statement 

  Item  
 
 

Xxxx 
 
 
 
 
 
 
 
 
 

Xxxx 
 
 
 
 
 
 
 
 
 
 

Xxxx 
 

Xxxx 
 

 
 
 
 
Xxx 
Xxx 
 
Xxx 
 
Xxx 

 
Xxx 
 
 
xxx 
Xxx 
Xxx 
 
Xxx 
 
Xxx 
xxx 

Bank balance as per cashbook 
Or 
Overdraft balance as per passbook  
Add: 
1-cheques issued but not presented for payment 
2-direct payments made by customers   
3-amount collected by bank (rent , dividends 
,interest on investment …etc) 
4-cheques deposited but omitted to be recorded 
in cashbook 
5-wrong credit on the credit side of passbook 

 
 

Less: 
1-cheques deposited but not collected  
2-cheques paid into the bank but dishonored  
3-bank charges and interest charges  
4-payments made by the banker on behalf of 
the trader  
5-cheques issued but not recorded in the 
cashbook 
6-wrong entry on the debit side of the passbook 

 
 

Balance as per the other book  
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Exercises 

from the following particulars , prepare a bank reconciliation  E 1 /

statement as on 31/12/2016 . 

1-bank balance as per the cashbook 25,450. 

2-a number of cheques were deposited in the bank but on 31/12/2016 a 

cheques for 500 was not credited in the passbook. 

3-several cheques aggregating  5,000 were issued but only cheques for 

4,500 were presented to the bank for payment. 

4-the bank had directly collected dividends 400 and interest 300 but this 

was not entered in the cashbook. 

5-in accordance with the instructions , the bank honored a bill for 2,000 

but the debit note was sent to the trader only on 2/1/2017. 

6-bank charges 20 were not entered in the cashbook. 

7-the debit balance for November was shown short in the cashbook by 

300. 

8-the bank passbook revealed that a cheques for 250 received from 

person had been dishonored , but no entry was passed in the cashbook. 

 

2016 from the prepare a bank reconciliation statement as at 31/12/ E 2/

following information : 

1-bank balance as per the cashbook (Dr.) on 31/12/2016 $10,000. 

2-cheque deposited for collection on 29 and 30 December , $10,000 out 

these , cheques credited by bank up to 31/12/2016 $2,500. 

3-incidental charges with no advice to the company $50. 

4-cheque issued for $6,000 but only $2,000 presented before 

31/12/2016. 
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5-$590 and $950 were to wrong debit entries in the passbook, but $590 

has been reversed by the bank before 31/12/2016 it was found that 

$950 relates to the subsidiary of this company. 

6- transfer by bank to another account of the company with no advice 

$2,500. 

 

on march 31,2015, the bank column of cashbook of friends limited  / 3E 

showed a bank balance (debit) of 48,500 . however , the bank statement 

showed a credit balance of 53,900 as on the same date . a detailed 

comparison of entries revealed the following : 

1-customers cheques amounting to 8,450 had not been collected by the 

bank as on 31/3/2015. 

2-certain cheques amounting to 8,850 had not been presented for 

payment as on 31/3/2015. 

3-bank charges of 1,000 and interested on investment of 2,500 collected 

by the banker appear only in the bank statement. 

4-on 30/3/2015 , there was a wrong credit of 2,500 in the bank 

statement. 

5-Swaroop limited , a customer , had paid into the bank directly a sum of 

3,000 on march 29/3/2015. This has not been recorded in the cashbook. 

6- a cheque for 2,000 received from excel limited , a customer , which 

was deposited has been returned unpaid . the dishonoured of this 

cheque has not been entered in the cashbook .  

friends  limited will first pass the necessary rectification /  Required 

entries in the cash book and then prepare a reconciliation statement . 
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iliation from the following particulars prepare a bank reconc / 4E 

statement at on 31/12/2013 : 

1-on 13/12/2013 the cash book of a firm showed a bank balance of 

$6,000 (debit balance). 

2-cheques had been issued for $5,000 out of which , cheques worth 

$4,000 only were presented for payment. 

3-cheques worth $1,400 were deposited in the bank on 28/12/2013 but 

had not been credited by the bank . in additional to this, one cheque for 

$500 was entered in the cashbook on 30/12/2013 but was banked on 

3/1/2013. 

4- a cheque from Iraq company for 400 was deposited in the bank on 

26/12/2013 but was dishonoured and the advice was received on 

2/1/2014. 

5-passbook showed bank charges of $20 debited by the bank. 

6-one of the debtors deposited a sum of $500 in the bank account of the 

firm on 20/12/2013 but the intimation in this respect was received from 

the bank on 2/1/2014. 

7-bank passbook showed a credit balance of $5,180 on 31/12/2013. 
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Capital , Revenue and deferred Revenue Expenditure 

Classification of receipts / receipts may be classified into two categories : 

1-capital receipts  

2-revenue receipts 

 

1-capital receipts / generally , these consist of receipts from the sale of 

fixed assets or any receipts from the proprietor or any additional 

payments made by the shareholders/debenture holders of a company to 

their respective companies or in connection with the raising of capital 

for the business . these receipts are non-recurring in nature because 

these are not regularly earned . suppose land and buildings of an 

enterprise are sold at $1,20,000 and here the receipt of $1,20,000 is a 

capital receipt . when shares or debenture of a company are sold 

premium , the amount realized by way of premium is  to be considered 

as capital receipts . 

 

2-revenue receipts / generally , these are earned by selling goods or 

services . these receipts are recurring in nature . revenue receipts are 

the receipts earned during the ordinary course of business . these 

receipts increase the profits of a firm . hence , we can say that any 

receipt which is not a capital receipt is a revenue receipt . revenue 

receipts are not equal to revenue profit . suppose , goods costing 

$14,000 are sold at $18,000 . here , $18,000 constitute revenue receipt 

and $4,000 revenue profit . 
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: sCapital profits and revenue profit 

Profits are not only earned by normal trading activity , but also arise in 

the business from certain sources which are non-recurring in nature . 

these are not regular in nature and arise from capital receipts . suppose 

land and buildings of an enterprise are sold at $1,20,000 and their book 

value is $80,000 . here , the receipt of $1,20,000 is a capital receipt and 

$40,000 is capital profit . shares and debentures sold at a premium are 

examples of capital profit . generally , capital profit is transferred to 

capital reserve account or adjusted with capital losses . 

Revenue profits are generally earned by selling goods and services . 

these receipts are recurring in nature . revenue profit are earned during 

the ordinary course of business . these increase the profit volume of the 

firm . for example , goods costing $14,000 are sold at $18,000 . here , 

$18,000 is revenue receipts and $4,000 is revenue profit . revenue 

profits are distributed as dividends to the owners or proprietors and for 

future security a portion of these profit is transferred to the general 

reserve account .  

 

Capital expenditure : 

Capital expenditure is an outflow of funds either to acquire or to 

improve a fixed assets which will be used in the business or production 

to earn revenue for several years . thus , it is incurred within an 

accounting year but its benefits are enjoyed by an enterprise for a 

number of years . the portion of the fixed asset consumed within an 

accounting year in the course of its use , is known as depreciation . the 

fixed assets are entirely consumed over a number of years by rendering 

services . therefore , depreciation is the permanent decrease in the 

value of the fixed assets and represents a portion of the total cost of 

fixed asset used/consumed within an accounting period and it is treated 

as revenue expenditure . thus, capital expenditure include the cost of 

fixed assets acquired ( i.e. land and building , plant and machinery , 
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furniture , cost of improving factory plan and machinery ) , cost of life 

extension or improvement of existing fixed assets . 

 

: Features of capital expenditure 

1-is incurred to acquire new fixed assets or to upgrade/improve the 

existing fixed assets . 

2-helps increase the working capacity or productivity or to reduce the 

operating expenses of an enterprise . 

3-is incurred within an accounting year but its benefits are enjoyed by an 

enterprise over a number of years . 

4-includes the cost of installation , erection , registration , and carriage 

in addition to cost of purchase of fixed assets .   

 

Revenue expenditure : 

Revenue expenditure is incurred within an accounting year to earn or to 

maintain  the revenue of the said year and the portion of the fixed assets 

used/consumed within an accounting period will be treated as revenue 

expenditures . hence , revenue expenditure is wholly consumed within 

an accounting year it does not help increase the working capacity of and 

assets , but is incurred for running or maintaining the asset , i.e. the 

operating costs . expenses are the costs of the goods and services used 

up in the course of earning revenues while performing the commercial 

activities of an enterprise . generally , expenses include the cost of sales , 

other costs for running the business and the costs of attracting and 

serving customers . fixed assets such as plant and machinery are fully 

consumed during their lifetime ( which is fixed ). Therefore, usefulness 

expires or is consumed in the operation of the business, their 

proportionate cost (i.e. depreciation) is a allocated to expenses . if these 

lose their ability to generate revenue in future period, then the 

concerned portion/value will be treated as expired costs . we may say 
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that all the costs , the benefits of which have been exhausted during the 

accounting year are known as expenses . 

Generally , the cost is distinguished as expired and an expired . expired 

costs are the ones which help produce revenues . expired costs are 

recognized as expenses . an expired costs are those costs which still help 

produced revenue in the future. Such costs are recognized as assets and 

are to be shown in the balance sheet . 

Generally, the expenses are classified mainly under to broad headings-

direct expenses and indirect expenses . the expenses which are related 

to purchase or to provide service to the costumers for sale or to produce 

the goods for sale are known as direct expenses, and the other costs 

which are incidental to run the business or to promote the business are 

known as indirect expenses . thus, expired costs or expenses are the 

outflow of funds in the process of earning revenue for a particular 

accounting period .   

 

Differences between revenue expenditure and capital expenditure  

Capital expenditure  Revenue expenditure  

1-the expenses which are not fully 
consumed within an accounting 
period, or which increase the 
earning capacity or decrease the 
future costs and consequently, 
increase profit of the business. 
2-these expenditure are non-
recurring in nature. 

 
 
 
 
 

3-the cost of goodwill, land and 
buildings, furniture and fixtures, 
patents, copyrights, trademark, 
vehicles, additions to or extension 

1-the expenses which are incurred 
for running the business or day-to-
day conduct of business in one 
accounting period and the benefit 
of which is consumed in the same 
accounting period . 
2-the losses arising from sale of 
fixed assets, depreciation of fixed 
assets, theft or damages by 
accident, and bad debt or payment 
of some compensation to workers 
or outsiders during the course of 
business. 
3-interest on loans borrowed for 
the purpose of running the 
business. 
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of existing assets, installations, 
structural improvements of fixed 
assets, preliminary expenses, 
overhauling of second-hand 
machines, development of means 
and plantation, etc. 
4-expences incurred for acquiring 
or upgrading/improving the 
existing fixed assets. 
5-there are no such direct and 
indirect costs. 
6-unexpired portion of capital 
expenditure in known as an asset. 

 

 
 
 
 
 
 

4-expenses incurred for the 
maintenance of fixed assets. 

 
5-these include all direct and 
indirect expired costs. 
6-unexpired portion of revenue 
expenditure is known as deferred 
revenue expenditure. 

 

Deferred revenue expenditure : 

There are some cases, where the benefits of a revenue expenditure 

continue for more than when year and such type of an expenditure is 

known as *deferred revenue expenditure*. The total expenditure is to 

be written off in number of years (subsequently) and the amount not yet 

written off is to be shown in the balance sheet assets side. For example, 

heavy expenditure incurred for advertisement. Actually, when some 

non-recurring expenditure (huge or big amount) is incurred for a 

particular purpose, the side amount isn't fully exhausted in the 

accounting period in which it is incurred, because the benefit of the side 

expenditure will continue for a number of years and, hence, the 

unexhausted portion is carried forward to the next year. Thus, a portion 

of the side expenditure is adjusted yearly as revenue expenditure and 

the remaining portion is carried forward to the next year as deferred 

revenue expenditure. For example, an amount of $48,000 is expended 

for an advertisement campaign and it is estimated that the benefit of 

the side campaign will continue for 6 years. Under such circumstances, 

$8,000 will be charged yearly as revenue expenditure for 6 years. Hence, 

for the first year $8,000 will be shown as advertisement expenditure and 

the remaining $40,000 is to be shown as deferred revenue expenditure. 
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enue expenditure and deferred revenue Differences between rev

expenditure 

Deferred revenue expenditure  Revenue expenditure  

1-the benefit of this expenditure 
isn't exhausted in one accounting 
year, i.e. it lasts for more than one 
year. 
2-it is the non-recurring 
expenditure nature. 
3-it is not regular in nature, 
because it depends upon the 
special decision of the 
management. 
4-it depends upon the decision of 
the management to maintain the 
desired targeted revenue income 
of the business. 
5-it arises from the huge or big 
amount incurred in revenue 
expenditure, but doesn't get 
exhausted in one accounting year. 
6-it is shown in the balance sheet 
as an assets. 

 

1-the benefit of these expenditures 
is exhausted in one accounting 
year. 

 
2-it is a recurring expenditure in 
nature. 
3-it is regular nature. 

 
 
 

4-the volume of this expenditure 
depends upon the volume of the 
revenue income of the business. 

 
5-it arises from the regular course 
of business activities and depends 
on the nature of the business. 

 
6-it is not shown in the balance 
sheet. 

 

Differences between capital expenditure and deferred revenue 

expenditure 

Deferred revenue expenditure Capital expenditure 

1-the benefit of this expenditure 
isn't exhausted in one accounting 
year, i.e. it lasts for more than one 
year. 
2-it is related to expenditure. 
3-the impact of this expenditure 
dose effect the capital of the firm. 

 
4-it effects the profit of a firm 
directly. 

1-the benefit of this expenditure 
isn't exhausted in one accounting 
year, but lasts for a longer period. 

 
2-it is related to an assets. 
3-the impact of this expenditure 
doesn't effect the capital of the 
firm. 
4-it doesn't effect the profit of a 
firm directly. 
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5-it is incurred as per the 
requirement of a particular 
situation and is treated in the 
account as per the policy and 
decision of the management. 
6-it cannot help increase the 
earning capacity of the business, 
but in some causes helps maintain 
the existing profit volume. 

 

5-it is incurred as per the 
requirement and nature of the 
business. 

 
 

6-it helps increase the earning 
capacity of the business.  

 

Exercises : 

classify the following expenses between capital and revenue,  E 1 /

stating reasons in each case : 

A – incurred $100,000 for purchase of delivery van. 

B – purchased a machine for $80,000 and incurred $170 for it is carriage 

and $1600 for it is installation. 

C – cost of repainting the factory shed : $2300. 

D - $4700 incurred for major repairs of old machine. 

E - $500 incurred for removal of stock to a new site. 

 

following into revenue and capital expenditure :classify the  E 2 /  

A - loss of stock due to theft. 

B - fire insurance premium paid. 

C - extensive alterations made to a showroom. 

D – railway freight for carriage of goods. 

E – preliminary expenses incurred for starting business such as 

preparation of deed, legal charges, registration cost, etc. 
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what do you mean by capital profit and revenue profit ? explain  E 3 /

with example. 

 

what is the deferred revenue expenditure ? distinguish between  E 4 /

revenue expenditure and deferred revenue expenditure . 
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Tangible fixed Assets property, plant and Equipments 

Assets 

 
Companies use assets of a durable nature. Such assets are called 

property , plant and equipment. Other terms commonly used are plant 

assets and fixed assets. We use these terms interchangeably property , 

plant and equipment include land , building structures (offices factories , 

warehouses  ) , and equipment (machinery , furniture, tools) .the major 

characteristics  of property , plant and equipment are as follows : 

1-they are acquired for use in operations and not for resale . only assets 

used in normal business operations are classified as property , plant and 

equipment .  

2-they are long-term nature are usually depreciated . property , plant 

and equipment yield services over a number of years . companies 

allocate the cost of the investment in these assets to future periods 

through periodic depreciation charges .  

3-they posses physical substance . property , plant and equipment are 

tangible assets characterized by physical existence or substance . this 

differentiates them from intangible assets , such as patens or goodwill . 

 

 :Acquisition of property , plant and equipment 

Most companies use historical cost as the basis for valuing property , 

plant and equipment . historical cost measures the cash or cash 

equivalent price of obtaining the assets and bringing it to the location 

and condition necessary for its intended use . for example , companies 

consider the purchase price , freight costs , sales taxes and installation 

costs of a productive assets as part of the assets cost . it then allocates 

these cost to future periods through depreciation . 

Subsequent to acquisition , companies should not write up property , 

plant and equipment to reflect fair value when it is above cost . the main 

reasons for this position are as follows : 
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1-historical cost involves actual , not hypothetical , transactions and so is 

the most reliable . 

2-companies should not anticipate gains and losses but should 

recognizes gains and losses only when the assets is sold .  

Can acquisition and valuation the fixed assets by the follows : 

/ when purchase cashcash purchase -1 

friends company purchase equipment it uses in its  :1  Example

operations. The following items were recorded in a random order during 

the calendar year 2016: 

Cash paid for equipment, including sales tax of 6000           106000 

Freight and insurance cost while in transit                             2000 

Cost of moving equipment into place at factory                   3000 

Wage cost for techniques to test equipment                             4000 

Insurance premium paid during first year of operation                               

on this equipment                                                                      1500 

Required / compute the total cost of equipment and indicate how it 

should be reported . 

  

  

normally the purchase of the term includes an  deferred payment /-2

interest that should not be include in the cost of the purchase of the 

assets but is recognize in the interest account and closed in the profit 

and loss account at the end of the year or subsequent to the payment of 

the value of the assets . 

/ in 1/7/2000 one company purchased furniture with the notes Example

payable $100,000 and should be paid in 31/12/2001. 
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Required/ record entry journal and compute the interest for the years 

2000 and 2001 if you know cash purchase price for furniture in purchase 

date $85,000. 

/ when purchasing a group of assets at a total lump sum purchase -3

price the total purchase cost must be distributed among the different 

assets . 

In practice , market capitalization is the basis of distribution . 

Example 1 / Baghdad company decided to purchase several assets for 

$80,000 cash, the assets sold are : 

Fair market value Book value particulars 
25000 30000 inventory 

25000 20000 land 

50000 35000 building 
 

Required/ allocation the purchase price among the various assets. 

 

Example 2 / Napoleon company acquired land, building, and equipment 

for a lump sum price of $600,000 at the time of purchase the assets had 

the following book and market value: 

Fair market value Book value particulars 
150,000 200,000 land 

350,000 250,000 building 

300,000 200,000 equipment 
 

Required/ prepare the entry that should have been made at the date of 

acquisition. 
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acquisition of property , plant and equipment assets by issuance of -4

/ when tangible fixed assets are acquired by issuing securities securities 

such as shares , the cost of these assets is measured by the market value 

of these shares if they have market value . the market value of the assets 

shares is the best measure of the cash equivalent of the cost of the 

assets . 

 

Example / upgrade living company decide to purchase land for 

expansion of its operation, the company issues 5000 shares of common 

stock (par value 10) that have fair market value of 12 per shares. 

Required / prepare the entry that should have been making at the date 

of acquisition. 

 

 

/ fixed assets constructed through the construction of fixed assets -5

following : 

a-self-contained within the establishment / all the amounts spent for 

the purpose of construction are recorded on the account of construction 

under implementation with the following : 

by     construction in process a/c     xxxx 

     to    cash                                a/c      xxxx 

upon completion of the work , a construction account shall be closed in 

the account of the fixed assets with the following entry : 

 

by     fixed assets    a/c   xxxx 

    to     construction in process    a/c xxxx 
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b-in agreement with others (referring their implementation to one of 

the contractors ) / the journal entry for establishment of the fixed asset 

shall be recorded in accordance with the work schedule performed and 

according to the conditions specific to the contractor . 

 

/ the fixed assets may be obtained through gifts ,  tsdonations or gif -6

donations and free of charge there are two opinions to deal with this 

situation either showing the fixed assets given in a symbolic value in the 

records and in this case not subject to depreciation or valuing those 

assets with reasonable values and showing them with  the following 

entry: 

 

By    fixed assets   a/c     xxxx 

     To     fixed assets donated     a/c   xxxx 

 

 

 

 

 

 

 

 

 

 

 

 


