EWMMMMMMMMMMW H%

d.;\'-giﬁ%-bug\l\cﬂ‘ﬂ\aule
AN Alda jal) [ dpadaal) LSS add

Intermediate Accounting

'\AJ\ L“;Lm%el.é‘);b J_e



lenovo
Typewriter
م.د ضرغام محمد شاطي الخاقاني 

lenovo
Stamp

lenovo
Typewriter

lenovo
Typewriter

lenovo
Typewriter

lenovo
Text Box
2023 - 2024


Introduction to accounting
Chapter1
The Conceptual framework of accounting 4laall aalial) Y

Intermediate accounting focuses on the study and application of generally accepted
accounting principles that govern the accounting performance of profit-oriented
accounting units in all their legal forms, so that financial statements and reports can be
provided to serve external stakeholders that can be relied upon.
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And the Financial accounting is the process that culminates in the preparation of
financial reports on the enterprise as a whole for use by both internal and external
parties. Users of these financial reports include investors, creditors, managers, unions,
and government agencies.
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Financial statements are the main means through which financial information is
obtained Which is communicated to those outside the institution. This data provides
company data, Such as (1) Balance Sheet, (2) Income Statement, (3) Cash Statement
flows, and (iv) a statement of the equity of the owners or shareholders. Additionally,
note the disclosures It is an integral part of every financial statement.
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The Need for a Conceptual Framework (slia ) I dalal)
e To develop a coherent set of standards and rules

e To solve new and emerging practical problems.
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Development of Conceptual Framework aliall U gl

A number of organizations are instrumental in the development of financial
accounting standards in the United States. Four major organizations are as follows:
ol o saniall Y Sl 8 ALl Adaall e sk 8 Ylad 1) 50 Ciladaiall (g 22 canly
Sl sl e dbiaia dpu )y cilalaia
_ Securities and Exchange Commission (SEC)
_ American Institute of Certified Public Accountants (AICPA)
_ Financial Accounting Standards Board (FASB)
_ Governmental Accounting Standards Board (GASB
Cilea sl 5 Gl 31 5Y) 4ial (SEC)
O Al Ganaladll Sy 5eY) ag=all (AICPA)
ALl dplaall julas (ulas (FASB)
e sSall sl julaa Gulas (GASB).

The FASB has issued six Statements of Financial Accounting Concepts (SFAC) for
business enterprises:
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1 - Objectives of Financial Reporting L) el Calaal
2 - Qualitative Characteristics of Accounting Information
duladll Gl glaall die gl (ailiadll
3 - Elements of Financial Statements Al L) g8l palic

4 - Recognition and Measurement in Financial Statements
AL L) s @l s il i)
5 - Using Cash Flow Information and Present Value in Accounting Measurements
Do) Ll 8 A Al 5 oaill (3axi) il slaa aladiul
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Levels Conceptual Framework e lial) Y ol gla
The Framework is comprised of three levels: Al g SO alid) HUaYI Cpeaiy
First Level : Basic Objectives ol Galaay) s J oY) (s ghaal)

Second Level : Qualitative Characteristics and Basic Elements

Third Level : Recognition and Measurement Concepts.
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First Level: Basic Objectives douluy) Gl gy s siall

(a) Provides useful information for investment and credit decisions
okl s L) ) el saie Cile slas b 3
(b) Provides information useful in estimating expected monetary expectations
Azl giall a0l Cilad i) 008 8 Bade il glaa il g5
(c) Provide information on the company's resources and claims arising from these
resources and changes in each of them
e JS 8 il 5 30 sall o3 e 4 yial) cililUall 5 4S8l 3l e ce il glaa b 53
Second Level: Qualitative Characteristics and Basic Elements
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“The FASB identified the Qualitative Characteristics of accounting information that
distinguish better (more useful) information from inferior (less useful) information
for decision-making purposes.”
" Jead¥) e sbeall e Sl dslaall e slaall e il Gailiadl) AL daulaall julas Gadae 23a
DA piua pal e Y (358 JAY1) oY) e glaall e (523 S3SYY)
So The properties of these elements are divided into two categories:
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First: Basic Features o) gailadl) oY gl
1- Relevancy: In order for the accounting information to become appropriate, it
must affect the decisions taken. If the accounting information does not affect the
decision, it is considered inappropriate information for the decision, and the
appropriate information helps its users in predicting the expected performance for
the next period of the economic unit, as well as predicting the ability of the
economic unit to cope with future events and changes that it faces from In order to
obtain relevant information, it must have the following three sub-characteristics
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(a) Predictive value: Means financial information that helps users increase the
probability of correctly predicting the outcome of present or future events
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(b) Feedback: It is information that has confirmatory value, that is, that helps users
to confirm or correct their past or future assessments. This information is then
used to make future decisions based on these expectations.
el o Al e palesionad) ae b ) (ol A0S 55 dad Led ) il sladl) o g 1 Apsal) Al
oda e Ayise Auliiendil ) 3 A 8 il slaal) 03a Jaaiasd o (e s Aabiitsall ol dpalal) agilapis
Cilad i)
(c) Timeliness: Information that is obtained at a faster time has a significant
impact on decisions, and on the other hand, if the information is not available in a
timely manner, the information will lose its usefulness and influence on decisions.
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2-Reliability: That is, the accounting information must be characterized by
credibility and impartiality, and in order to do so, it must have three sub-
characteristics:
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(a) Neutral: It means that the information is impartial and free of bias in order to

reach certain results or a certain behavior, and it is also intended to provide

truthful information without omitting or biasing the interest of a particular
group or a particular decision.
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(b) Verifiability: Verification means that the results reached by a particular
person through the use of certain methods of measurement and accounting
disclosure can be reached by another person, who is independent of the first
person when he applies the same methods. Verify and verify
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(c) Honesty in presentation: in the sense that the numbers represent what
actually happened

Jailly Eanale S8 V) Jiad ines 1o al) b (Gaal
Secondly: secondary characteristics 45 Gailadl) 1Ll
e Comparison: comparing the company to itself, during different accounting
periods.
Aalia Adae Ol 8 A Lpndiy 28000 45 e, 145 8al) A8
e Consistency: meaning consistency in following the same accounting standards,
meaning that companies cannot switch from one particular accounting method
to another
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Third Level: Recognition and Measurement el g ) ey 1 G (g gl
The FASB sets forth most of these concepts in its Statement of Financial Accounting
Concepts No. 5, “Recognition and Measurement in Financial Statements of Business
Enterprises.” It is as follows
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1-Assumptions CAWARVEWN
e Economic Entity — company keeps its activity separate from its owners and other
businesses.
GOAY) IS L3l 5 Llaal e Saiia Lehlis e 4 53l Jailas - dabaiiy) 3aa gl)
e continuity- company to last long enough to fulfill objectives and commitments.
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e Monetary Unit - money is the common denominator.
& yidall anlall 4 2 gaill - 08T Baa o),
e Periodicity - company can divide its economic activities into time periods.
Aty i ) ApbaBY) Lgihalal aans 4S50 (e - Ay 9,
2- Principles (k)
There are four accounting principles that are used as a basis for the inclusion of
financial operations in the accounting records, and these principles include: (the
measurement principle, the revenue realization principle, the expense realization
principle, and the comprehensive disclosure principle).
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(a) Measurement: Qabl) fasa
Measurement — The most commonly used measurements are based on historical
cost and fair value.
Adalal) Al g duas ) Al ) Gladsn) <Y cluldl) ass
(b) Revenue Recognition Principle: 3 ) (@8al fase

Revenue Recognition - generally occurs (1) when realized or realizable and (2) when
earned.
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(c) Expense Recognition Principle: i g paal) (§8a5 2z

When recognizing expenses, accountants try to follow the approach that says “Let
the expenses follow the revenue.” Expenses are not recognized when paying

when this product or work contributes to achieving revenue. Thus, the recognition
of expenses is linked to the recognition of revenues, as this practice is known as the
principle of interview because it includes matching efforts (expenses) with
achievements (revenues).

Oﬂj 3 C:\.\AM C\:\.\‘ Qe }‘ dx.aj\ ;\J\ Qe }\ m‘\‘)‘};\){\ A\.lmdlc L@.\u‘)‘:\aﬁy QU}}A&J '"Q‘J“):\y‘

= =
5 2
= =
= =
5 2
= =
= =
5 2
= =
= =
5 2
= =
% wages, for example, or when performing work or when producing a product, but %
= =
= =
5 2
= =
= =
5 2
5 2
= =
= =
c =
c =
% 6|Page %



Gl e YUy il g yuaddly Cal e W) dagi @iy g o 5V Saiad 8 Jand) ol iiall 13 aaloy Laric
(€ 5 ymal) )il sganall AblEn e LedY A LGN Tasey A jlaall 028 iy s il VL
N AR RN

(d) Full disclosure Principle: Sl Cbaé‘a’\ K
Full Disclosure — providing information that is of sufficient importance to influence

the judgment and decisions of an informed user.
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Provided through: IR (e 0y 58 oy
e Financial Statements ALl cld gasl)
e Notes to the Financial Statements Adlall ld p2S Jga clabiayy)
e Supplementary information Aahue<l il glall
3- Constraints Gadaall

When providing information with qualitative characteristics that make it useful,
there are two main limitations that need to be taken into account:
e cost/benefit relationship

e Relative importance
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What is the purpose of financial statements Allal) il e g &l gala
There are two main purposes of financial statements Al bl Gl Gla e Slla

1-To report on the financial position of a company

2- To show how the company has performed (financially) over a particular period of
time (an "accounting period").
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Users of Accounting information dudaall cila glral) | gadiies
There are two broad categories of accounting information users:
sl Gla glaall  addiie (e ol cllia
- Internal users Gxal () geriiual)
- External users. ¢ Al saadindl)
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(1) Internal users: are parties inside the reporting company who are interested in the
accounting information)
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A company's higher and middle management uses accounting information to run business
Employees utilize accounting information to determine a company's profitability and profit
sharing.
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(2) External users: are parties outside the reporting entity company) who are interested in the
accounting information .

-Investors (owners): use accounting information to make buy, sell or keep decisions related to
shares, bonds, etc. Creditors (suppliers, banks).
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-Taxes authority: The tax authorities obligate companies to submit tax reports prepared in
accordance with the applicable laws and legislations, and the accounting system provides these
reports.
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-Government: Companies are subject to many laws and legislation regulating their affairs, and
the responsibility for following up the implementation of these laws and legislation is entrusted
to certain government agencies such as the Financial Supervision Bureau and the Ministry of
Planning.
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chapter questions

Q1: What is meant by all of the following?
1- Financial Accounting.
2- Internal users
3- Expense Recognition Principle
4- Neutral
5- Predictive value
Q2: Designate the best answer for the following questions:.
1- According to the FASB conceptual framework, the objectives of financial
reporting for business enterprises are based on?
a. Generally accepted accounting principles
b. Reporting on management’s stewardship.
c. The need for conservatism.
d. The needs of the users of the information.
2- According to Statement of Financial Accounting Concepts No1, which of the
following relates to both relevance and reliability?
a. Materiality.
b. Understandability.
c. Usefulness.
d. All of these.

Q3: Indicate for the statements presented below whether is true or false:
1- A conceptual framework underlying financial accounting is important because
it can lead to consistent standards and it prescribes the nature, function, and
limits of financial accounting and financial statements.
2- Relevance and reliability are the two primary qualities that make accounting
information useful for decision making.
3- To be reliable, accounting information must be capable of making a difference
in a decision.
4- Adherence to the concept of consistency requires that the same accounting
principles be applied to similar transactions for a minimum of five years before
any change in principle is adopted.

6- The first level of the conceptual framework identifies the recognition and

measurement concepts used in establishing accounting standards.
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Statement that reflect the collection ,tabulation ,and final summarization of the
accounting data to communicate financial information to those outside an
enterprise.
DAl g e Al 1l 53S0 Calis
1.maufacturing company 4xelia S )i
2.trading company 4 lad DS
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financial statement of trading company
A )l S il b Al il i)

1.income statement
2.retained earnings statement
3. balance sheet statement

income statement
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income statement
31/12/---- 3 WS 4y jlaill S il Jaal) Cais
Details sub sub net
Sales 870
sales returns -20
sales allowance -10
sales discount -40
1. net sales 800
purchases | 150
purchases returns | 30
purchases allowance | 12
purchases discount| 8
fright in expenses | 10
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2. net purchases 110
beginning inventory 100
3. cost of goods available for sale 210
ending inventory 60
4.Cost of goods sold 150
5.gross profit 650
operating expenses 70
other revenue 120
6.Net profit before tax 700
tax expenses 200
7. net profit after tax 500

1.net sales = sales- sales returns- sales allowance - sales discount
870 - 20 - 10 - 40 =800
2. cost of goods available for sale = net purchases + beginning inventory
110 + 100 =210
4.Cost of goods sold= cost of goods available for sale — ending inventory

210- 60=150
5.gross profit = net sales - Cost of goods sold
800 - 150 =650
6.net profit before tax= gross profit - operating expenses + other revenue
650 - 70 + 120 =700
7. net profit after tax= net profit before tax- tax expenses
700 - 200 =500

Example 1:
Bowe company have the following at 31/12/2010

beginning inventory 17500 , purchases 142400, sales190000, fright in
expenses 4000, sales returns 2000, sales allowance 2000, fright out expenses
1000, purchases returns1000, purchases allowance1000, ending inventory
25000, tax expenses1000

required :prepare income statement at 31/12/2010

solution
31/12/2010 A LS 4y jlaill S Hall Jaall cais
Details sub sub net

Sales 190000

sales returns -2000

sales allowance -2000

sales discount 0
1. net sales 186000

purchases | 142400
purchases returns | -1000
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purchases allowance | -1000
purchases discount 0
fright in expenses | +4000
2. net purchases 144400
beginning inventory +17500
3. cost of goods available for sale 161900
ending inventory -25000
4.Cost of goods sold 136900
5.gross profit 49100
operating expenses -1000
other revenue 0
6.Net profit before tax 48100
tax expenses -1000
7. net profit after tax 47100
Example 2:
Financial information for(4) companies
DETAILS A B C D
sales 80000 C 144000 | 100000
sales returns A 8000 12000 | 15000
net sales 74000 | 94000 | 132000 G
beginning inventory 16000 D 44000 | 24000
purchases 88000 | 100000 E 85000
purchases returns 6000 | 10000 8000 H
ending inventory B 48000 | 30000 | 28000
Cost of goods sold 64000 | 72000 F 72000
gross profit 10000 | 22000 | 20000 |

Required: determine the missing amount (A-1) show all computation

A
net sales = sales- sales returns- sales allowance - sales discount
74000= 80000- A - O - O
A = 80000 - 74000
6000

B

Cost of goods sold= cost of goods available for sale — ending inventory

X =
64000 =
B=98000 - 64000

X -
98000 - B

B
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34000
cost of goods available for sale = net purchases + beginning inventory
X = X + 16000
82000 +16000
X=98000 (3bualls (m 52
net purchases = purchases- purchases returns- purchases allowance -
purchases discount+ fright in expenses
X = 88000 - 6000 -0 -0

= 82000
gross profit = net sales - Cost of goods sold
10000 = 74000- X
X=74000-10000
B C | D |
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Statement of retained earnings

At 31/12/------
details sub net
beginning retained earnings 50
+ net profit +200
— dividends declared -180
shares Number 90
Shares price X 21D
Stock type common stock
ending retained earnings 70

ending retained earnings = beginning retained earnings+ net profit —
dividends declared
50 + 200 - 180 (shares Numberx Shares price) =70
. Aaada
G £ 8 g AS ) b da g Jia Bt Aliiia () £ A0 glaa BaBa L) (A B ksl ZLYI,
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Example 1
Harrison company have the following at 31/12/2013

Sales 138000 , sales returns100000, sales allowances 50000, sales
discount 45000, beginning inventory (1/1/2013) 246000 , ending
inventory (31/12/2013) 332000 , purchases 790000, purchases returns
100000, purchases allowance 25000 , purchases discount 59000, selling
expenses 194000 ,administrative and general expenses 97000 ,interest
expenses 60000, dividends declared 140000, beginning retained earnings
(1/1/2013) 21000, tax expenses 30000.

Required :

1.prepare income statement at 31/12/2013

2. prepare Statement of retained earnings at 31/12/2013,50000 shares of
common stock were declared during 2013
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