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PART 1

ACCOUNTING EQUATION
AND DOUBLE ENTRY"

CHAPTER ONE

ACCOUNTING & BOOKKEEPING
IN AMERICAN SOCIETY

Accounting -~ An information system that measures, processes, and communicates financial
information about the economic activities of the entity to different group for their judgement and
decision making. Bookkeeping is a part of the accounting process. Bookkeeping involves recording
the transactions of economic activity and keeping the related documents. Bookkeeping is routine
work,and is day to day running the business. True and accurate record are important.

Accounting principles and rules came from business practice. There are different organiza-
tions in the United States that perform the job of researching and developing Accounting theory,
examining the qualification of Accounting professionals, and setting government policies. Finan-
cial Accounting Standards Board is the body that has responsibility for developing and issuing

rules on current accounting practice, and issuing standards of financial accounting standard.

Every American citizen and legal resident have to pay tax and file income tax return each
year. All companies have to pay tax in the financial year ending. Government needs staff to per-
form accounting job. Therefore, there is a good career opportunity in the accounting.

Accounting clerk and Bookkeeper are entry level job titles, However, these positions need
the most staff to work in private and public service. Only certified Public Accountants can offer
service in auditing —the examination of financial statement by outside accounts, they also offer
tax service for companies and individuals.

As a member of the American society, people need to know credit card balance. They buy
properties, setup business, apply for loans or buy insurance for different purpose. All these are

related to Accounting , Therefore, Accounting is important in an individual’s daily life in the U-

nited States.
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CHAPTER TWO

BASIC ACCOUNTING EQUATION

Assets=Liability +Owner Equity

Assets —an economic resource that a company owns and it is expected to be of benefit in the
future. Assets can be physical items or rights that have value. Cash, equipment, building, office
supplies are examples of assets. In either a company or a personal accounts,the money other peo-
ple owe you are also is an assets named accounts receivable.

_Liability—Debrs that are owed to outside parties or creditors. It is an economic obligation
payable to an individual or an organization outside the business (Mortgage, credit card balance,
parables by debtor. )

Owner Equity : The rights of the owners in a entity. The claim of cwners against the assets of
its liabilities are deducted.

Entity —an organization or its section that for accounting purposes ,separate from any others
as a individual economic unit.

If a business activities results in a change in Assets,Liability,or owner equity,it is an Ac-
counting transaction and will be recorded,otherwise,none transaction is needed. A Transaction is”
an exchange of value. When a transaction accuses and an entry is made, the equality of the Ac-
counting equation must be maintained.

1. Daily Transaction in the Accounting Equation
The Procedures for using the accounting equation are as follows:
1. The equation before the company sets up
Assets are zero,and the sum of liability and owner equity also zero.
2. Transfer $ 1000 from personal account to company’s account
This is a case where the owner opens a new business, Assets (Cash) increase to 1000,and
the owner equity (owners capital) increasing by the same amount.
3. Bought a typewriter and paid $ 200 in cash.
This is transaction is which one asset (cash) decrease and another asset (typewriter) cash
increases/
The equation is now;
Cash 800 4+ typewriter 200 = Capital 1000
—g—
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FA IR Wk
YEr= 700 + FTEYL 200 + dK 500 = Fff 400 + BEAL 1000

5. WBIBERAT $150 BL&, b —BIREFARR.

YE P F0 A [E B 38 00 + $ 150
3 W '
vﬂ]& 850 + FTF#L 200 + /il 500 = m{ﬁ 400 + FEAY 1150

6. CATHUE R —%

C B&RL $200 HE RS 200, FEEMBLE —RED.

SRR ML 650 + FTFHL 200 + HAy 500 = FHfH 200 + am 1150

7. WBERB—RBEENENR RENBBRERH $200.

A sz i —E LA T LU i N BB e g n. B RATELE . B fy Ry i&ﬁ:m
YE Ve . W B H — NS BB AL H . o s
BL4& 650 + RUCEK 200 + FTF4HL 200 + HLAK 500 = FAf 200 + Bﬁﬁ 1350

8. WP eh e $ 150 FFRIB{TEK.

BAE&W D, TIABRAUR R A T (GERRBAE L) .
B4 500 +3TFEH 200 + K 500 + Rk 200 = Fifif 200 + ARAN 1200

0. W BIBE AR RS $ 200, BTH MRS & rf»g

R—AREREH TR HIELHA.
~ Bl& 700 + fTFHL 200 + HE 500 = At 200 + AEAL 1200
10. l&@l%vﬁm&ﬁ $ 250 ,10 KI5 %A,
WK ENBARSER M, TREEESHM, E‘iﬂﬁﬂﬁ?“tﬁé’)ﬁﬁiﬁm
B4 700 + 3TFHL 200 + HEG 500 = Fh‘%& 450 + }&:Bz 950

11 WRBEE B AR ] $ 250.

B % 3 SE BT ERBAE 2 Al R B LAELLRT S —Fh it 5 E%%F}lﬁfﬂﬁ%fﬁ‘]ﬂ?ﬂm

R1RoL.
BL4& 950 +iTF4L 200+ HUR 500 = {3k 450 + 51":355‘45()\ 250 +Bstzbz 950

12. % AT K TAERRY — 2% .
$125 If'ﬁﬁim’cﬁt&)\a%&iﬁl&)\. i%&fﬁ%ﬂl&)\*lﬂmﬂt .
B4 950 + FTEHL 200 + HIfK 500= rﬁﬁ 450 +%#l&)\ 125+ ﬂwz 1075

13. 2 ]k 2 4R ER $ 300 T . '
2Bl B B & AL T B D 2 S el

L BL& 650 +FTFEHL 200 +HLEK 500 = J¥ 3K 450 + RSN 125+ BAR 775
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,4‘ Bought.:a computer for $500, with a down payment of $ 100 in cash and the balance to be
s p;ld ldter. ‘T}ns transaction changes both side of accounting equation. The balances in the
: &t ﬁ%ﬁt@ qﬁpcgunts Kcash and computer) change where .the cash account decrease and

computér idebunte increase. The liability account also increase. Accounts Payable— a lia-

bnhty created by a purchase make on credit.
" Cash 700 + typewrlter 200 + computer 500 = Liability 400 + Capital 1000
5. Received Cash from customer for services earned $ 150 o
Both assets and owner equity ( Capital) increase i
_ Cash 850 + ‘Typewriter 200 + Computer 500 = Liability 400 +b Capital 1150
6. Pay half of balanee on liability from purchase of computer
Cash deéréasés 200 liability decreases 200
~ Cash 650 + Typewrite 200 +Computer 500 = Liability 200 + Capital 1150
7.’Perférmed a job for customer who is and going to pay next week $ 200.
‘ Accounts Receivable — When service rendered or goods sold on credlt » the assets owed by

cutomer. Accounts Receivable and capital both increase.

B Ca!h 650 + A/R 200 + Typewrite 200 + Computer 500

"= Liability 200 + Capital 1350

87Reee16ed ﬁﬁd paid a Con Edison bill and pay the bill $ 150

Exgnses—-decgease in owner equity because of dellvermg goods or service to customer.

Cash soo-f-rypewme 200+Computer 500 +A/R 200 = A/P 200 + Capltal 1200.
Retexved 3200 from customer pay on account (Customer pay what he owes)

M-miomer It is the case where customer pay advance. The obhgatnon is to
. ‘rOVl& a product or a service in the future This is also called deferred revenue. THis is a
’ mee th‘&f Bbﬂ) cash and unearned revenue increase. ‘
13 wmpleléd 509/ of job that the customer paid for in advance
“This is & case where liabilities and revenues change.
Lash ’950 ¥ Typewrite 200 + Computer 500
. = A/P 450 + Unearned Revenue 125 + Capital 1075
13. Withdrew 800 cash for personal use.
Drawmg the withdrawals account used by a owner of business 8
Cash and-Capital both decrease. Cash 650 + Typewrite 200 + Computer 500

= A/P 450 + Unearned revenue 125 + Capital 775

—11—



BEUERRTHTE
B = i+ AL

BE  TFHL w0 Bl FfF kB BRKBA O BR.FX

1 pu— — —_ —_ — —

2 1000 1000
1000 1000
3 — 200 200
800 200 1000 y
4 —100 500 400
700 200 500 400 1000 b
5 150 150 .
850 200 500 400 1150
6 —200 —200
650 200 500 © 200 1150
7 200 200
650 200 500 200 200 1350
8  —150 ‘ —150
500 200 500 200 200 1350 ~-150
9 200 -200
700 200 500 200 1350 —150
10 250 —250
700 200 500 450 . 1350 —400
1 250 250 .
950 200 500 450 250 1350 —400
12 —125 125 '
950 200 500 450 125 1475 —400
13 —300 —300 |
650 200 500 T 450 125 1475 —700
. &
- 1350 = 1350
—12— :
£




Summary of above cases,the Accounting equation changes as follows:

Assets =Liability +-Owner Equity

Cash Tywrite Computer A/R A/P  Unearned Inv & Rev; Exp
1.
2. 1000 1000
1000 1000
3. —200 200
800 200 1000
4. —100 500 400
700 200 500 400 1000
5. 150 150
850 200 500 400 1150
6. 200 —200 1150
650 200 500 200 1150
7. 200 200
650 200 500 200 200 1350
8. —150 . . —150
500 200 500 200 200 1350 —150
9. 200 —200
700 200 500 200 1350 —150
10. 250 —250
700 200 500 450 1350 —400
11. 250 250
950 200 500 450 250 1350 —400
12. —125 125
950 200 500 450 125 1475 —400 E
13. s a0 i
650 200 500 450 125 1475 —1700 =
1350 1350 s
13—
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