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First of all, | would like to thank Almighty Allah who gave me courage and
wisdom to write this book and also thanks to all of them who guided me and
gave me their assistance in this regard. This book has been written in a
simple way, so that basic understanding of the Consumer Economics
(concerned with Microeconomics) and Accounting could be developed
soon and then it would be easy for beginners, who need a quick refresher.

This book has basically the best features as described on book title, which
differentiate with others. And through this, student will grasp the small and
basic concepts of Microeconomics & Accounting. Your feed back and
encouragement will give me more courage to write such kind of topics.

Thanks!

Muhammad Usman Qazi
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INTRODUGTION

Before going directly to Consumer Economics topic, first we need to
understand the following terminologies:

“Wants and needs”

“Resource / Economic Resources”

“Concept of Scarcity”

“Trade off / Opportunity cost”

“What is Economics™?

“Economic Models”

“What is Economy?
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WANTS
&1 lecdd

A need is something you have to have, something you can't do without, like
food. If you don't eat, you won't survive for long.

A want is something you would like to have. It is not absolutely necessary,
but it would be a good thing to have, like music.you don't need music to
survive.

Some categories have both needs and wants. For instance, food could be a
need or a want, depending on the type of food.

You need to eat protein, vitamins, and minerals. These basic kinds of foods
are needs.

Ice cream is a want. You don't really need to eat ice cream to survive. Still,
ice cream tastes good to many people. They like to eat it. They want it, but

they don't need it.
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RESOURCE
| Resaunces

Resource is a source or supply from which benefit is produced or
transformed to produce benefit and in the process of this activity, it may be
consumed or made unavailable.

Resource is defined in economics as “a service or other assets used to

produce goods and services that meet human needs and wants”.
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CONCEPT

af Scarclty

Scarcity (also called paucity) is the fundamental economic problem of having
seemingly unlimited human wants in a world of limited resources.

It states that society has insufficient productive resources to fulfill all human
wants and needs.

The notion of scarcity is that there is never enough (of something) to satisfy
all conceivable human wants, even at advanced states of human technology.

Scarcity involves making a sacrifice i.e giving_ something_up, or making a

tradeoff, in order to obtain more of the scarce resource (i.e less resource)

that is wanted.
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Although air is more important to us than gold, it is less scarce simply
because the production cost of air is zero. Gold on the other hand
has a high production cost. It has to be found and processed, both of

which require a great deal of resources.
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TRADE OFF
| QPPOFTUNITY 0057

Give up something for something else is called TRADE OFF, while the thing
that is given up is called OPPORTUNITY COST.
It means trade off is a process of selection while opportunity cost is thing

that is sacrificed/not selected.

OPPORTUNITY COST

- The real cost of something Is what you

must give up to get It

=

TRADE OFF
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OPPORTUNITY
CosT

SCARCITYY

Q) MAKING CHOICES! /

g OPPORTUNITY COSTY”
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ECONOMIC
T ladeld

Economists use graphs or other short-cuts as tools to explain the concepts,
these tools are called Economic models.
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WHAT IS
Econamip?
The way in which goods and services are made, sold, and used in a country or area,
in-other words, the economy is the production and consumption activities that
determine how scarce resources are allocated in an area.
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ABOUT

ECONOMIGS

Economics is about every day activities, it deals with people and is a
reflection of how they interact with each other as they go about making
decisions/choices in the face of scarcity (what should they choose and
what should they left) regarding their lives.
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Economics means that you have resources in economy and how will
those resources be allocated. Suppose you have Rs. 1000/- (le
resource) and you are going to allot it on whole amount on watching
movies or purchase of books or partially spent money on both for books
and movie, economics basically means society have scarce resources
i.e resources are very less .

Everything in life has two sides i.e Birth-Death, Head-Tail, Morning-
Evening etc.

So in Economics, it always has to consider two sides to any arguments

l,e consumer/buyer point of view and supplier/seller point of view.



sS85 Jilwg 0l Hsl L Jlwg Lo Cuigmo Lol S Ol aS 4 Cllae IS Oliles

wwl OF ol (Jlwg 1,) /1000 -G 29y pwb S Wl S L2)S 088 B Sls LS paisw
09395 @8 Hol LIS b L ) b S S35 E8) e 1 Gl S VRS L LeSed @ld
ool S epibles oS g cdbie (ol S wlubles (uw ) XS 70> 08 1 seb So)> 2

o @S a2 Plwg iy 2 oS S Plwg

I3ty pli o (23 IS juw g0 Gdlag Gi Uw S92 80 99 S 34z 2 U SN)
2 B3 BxS 59¢ 3 0d9k 99 S 53y Loy oS eiioy ol i pwo Wbslaidl | /08,bo
a5 i 1S 03iS Caing 8/ y55ean ol Has b 1S lagy>

BRANCHES OF

Ecanamics

Under Economics we study, following two major branches of economics
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Microeconomics

Microeconomics deals largely with the decision-making behavior of

individual consumers and firms in marke

Macroeconomics:

Macroeconomics focuses largely on the aggregated behavior of all

.consumers and firms in an economy
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CONSUMER PﬂIIIT
OF VIEW

Decision- making behavior of individual and firms in the market are dealt. We

will discuss the individual (consumer / buyer) decision-making behavior, how
does he / she respond and deal with the change of prices and other factors?
How does he/she make a choice within his / her scarce resource?
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WHO IS CONSUMER
/ JBW?

A consumer is a person who buys goods and services to derive the
satisfaction of wants and his aim is to derive maximum satisfaction (i.e
sense of happiness) of his expenditure. What is satisfying power? i.e how

much satisfied?
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In economics utility is satisfying power or capacity of commodity to satisfy
human wants. Utility depends upon the intensity of want for the commodity
and it can be measured in units of happiness called UTILS (also called
cardinal approach). Utils can decrease as the number of products or

services as consumption increases.
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Suppose, the first slice of pizza may yield 10 utils, and the second slice of
pizza may yield 6 utils, as more pizza is consumed, the utils may decrease
more because people become full. This will help consumers understand
how to maximize their utility by allocating their money between multiple
types of goods and services as well as help companies understand how to

structure tiered pricing.
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The economic utility of a good or service is important to understand
because it will directly influence the consumer’s demand, and price of that

good or service.
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EXAMPLE

ALWAYS KEEP REMEMBER THAT-------- UTILITY = USEFULNESS

A cigarette has sense of happiness for smoker, while smoking is not

good for health.
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The additional satisfaction derived from the consumption of an additional
unit of a commodity is called “marginal utility”.

i.e MU= Utility of one unit
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The tendency for marginal utility to decrease as the quantity consumed of
a good increases. The sum total of all utilities derived from the
consumption of all the units of a commodity is called total utility. TU = Sum
of all Marginal Utilities i.,e TU = MU Let's see how a consumer consumes
oranges and gets Marginal Utility i.e O orange gives 0 utils, 1 orange gives
20 utils marginal utility, 2nd orange gives 15 utils, 3rd orange gives 10 utils
and 4th gives 5 utils, means as oranges are consuming, marginal utility

diminishing or decreasing.
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Although total utility usually increases as more of a good is consumed,
marginal utility usually decreases with each additional increase in the
consumption of a good. This decrease demonstrates the “law of

diminishing marginal utility”
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Because there is a certain threshold of satisfaction, the consumer will no
longer receive the same pleasure from consumption once that threshold is
crossed. In other words, total utility will increase at a slower pace as an
individual increases the quantity consumed. Take, another example, a
chocolate bar. Let's say that after eating one chocolate bar your sweet

tooth has been satisfied.
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Your marginal utility (and total utility) after eating one chocolate bar will be
quite high. But if you eat more chocolate bars, the pleasure of each
additional chocolate bar will be less than the pleasure you received from
eating the one before - probably because you are starting to feel full or
you have had too many sweets for one-day. In order to determine what a
consumer's utility and total utility are, economists turn to consumer

demand theory, which studies consumer behavior and satisfaction.
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Economists assume the consumer is rational and will thus maximize his or
her total utility by purchasing a combination of different products rather
than more of one particular product. Thus, instead of spending all of your
money on three chocolate bars, which has a total utility of 85, you should
instead purchase the one chocolate bar, which has a utility of 70, and
perhaps a glass of milk, which has a utility of 50. This combination will give
you a maximized total utility of 120 but at the same cost as the three
chocolate bars
oS Wlegiuan pols il og zob Ll sl o Glie Bylo S o JLs 1 Dbslasdl e
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As discussed earlier that there are not enough resources to satisfy
everyone’s desires because human desires may be unlimited and
resources are not. So, we have to make trade-offs i.e we have to make

sacrifices and choose one thing over another.
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We make choices by considering both the costs and benefits of each
activity. We have to always make sure that benefits of our choices are
greater than costs. Every choice in life has opportunity costs. Every
decision involves the sacrifice of the benefits of an alternative that was not
chosen. There are so many situations where you have to choose one

product or one service over another.
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You choose one perfume instead of another. Suppose If you deposit
money in a bank instead of buying a car, the cost of earning interest would
be the missing value of having a car in my garage. Suppose if | have
chosen a Head & Shoulder Shampoo over a Sunsilk Shampoo, the cost of
having Head & Shoulder shampoo includes the missing value of having
sunsilk shampoo, this value of missed opportunity incurs costs, this cost is

called opportunity cost.
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DEMAND
| dDesine

Economics is all about understanding how incentives and disincentives
affect typical human behavior. Here we will discuss that how does a
consumer behave differently in the market? when prices increase or

decrease because different commodities have different prices.
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WHAT IS

Demands?

Demand refers to the amount of good or service that consumer/buyer is

willing and able to buy at specified price

b
Sa s

N Cwsd pograse Hlays/Wlo cwz g )lade 09 (S Wleas b plolw Slpe w db

2 BB ol )l J S S

LAW OF

Demand

As prices for a good or service rises (increases) demand falls (decreases)

as prices falls (decreases) demand rises (increases).
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Suppose you have buying one 250 ml bottle of mineral water for Rs. 6
every day. One day you have found that price has gone down to Rs.5. so
you will buy two bottles, again when prices will decrease, you will increase

the buying quantities,
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Same as the prices will increase you will decrease the buying quantities of
bottles i.e on price of Rs. 1, you are willing to buy 7 bottles, when price
goes up to Rs. 2, you will decide to buy 6 bottles, finally price goes up to
Rs. 7 then you will be able to afford only 1 bottle. . Following is the table /

schedule for your better understanding
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The above curve is downward sloping, which indicate the inverse
relationship between the price and quantity. which also reflects the Law of
Demand i.e when price is increasing, the quantity demanded is decreasing

and when the price is decreasing, the quantity demand ed is increasing.
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INTRODUGTION

BUSINESS

Activity and action undertaken by a trader with the objective to earn
profit is known as business, First decision has to face by a trader

that what kind of business needs to start, there are following kinds:

e TRADING

Purchases goods in bulk and sell them in retail in the same positions.

e MANUFACTURING

Purchase goods and sell them after some modifications (changes)

i.e sugarcane selling in form of sugar




BUSINESS ORGANIZATION

A person(s) needs to make is how the company should be structured.

TYPES OF BUSINESS
ORGANIZATION

e SOLE PROPRIETORSHIP

owned by one person who is normally active in running and

managing the business.

e PARTNERSHIP
A partnership is two or more people who share the ownership of a
single business..
e CORPORATION
is made up of many owners who normally are not active in the
decision making and operations of the business. These owners

are called shareholders or stockholders.
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BUSINESS TRANSACTION

After taking the decision of business kind and structure, there
would be transactions in business which means: An exchange of

goods or services at a particular price.

TYPES OF TRANSACTIONS

There are following types of business transactions:
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e CASH TRANSACTION
Cash is paid or received as a result of exchange of goods /

services i.e cash purchases and cash sales.
e CREDIT TRANSACTION

Payment / Receipt of cash is postponed for some future date i.e

credit purchases and credit sales.

BOOKKEEPING

After making transactions needs to record these transactions and
there is a way to record business transaction that is bookkeeping

which is an art of recording the business transaction.

TYPES OF BOOKKEEPING

e SINGLE ENTRY OR
INCOMPLETE RECORD

Makes only one entry to enter a business financial transaction i.e

either Revenue or Expense

e DOUBLEENTRY

Since all business transactions consist of an exchange of one
thing for another, double entry bookkeeping using debits and
credits, is used to show this two-fold effect. Debits and credits
are the device that provide the ability to record the entries twice

and are explained in more detail later.



e CASH TRANSACTION
Cash is paid or received as a result of exchange of goods /

services i.e cash purchases and cash sales.
e CREDIT TRANSACTION

Payment / Receipt of cash is postponed for some future date i.e

credit purchases and credit sales.

WHY BOOKKEEPING?

In order to run a business and know what, where, and when to
take corrective actions, required business information. This
information may get through business financial activities i.e

bookkeeping.

® @

WHO NEED FINANCIAL
INFORMATION & WHY?

e INTERNAL USERS

Internal users i.e managers, the owners and employees who
actually work for the business.

o EXTERNAL USERS

External users i.e lenders, other creditors (suppliers), investors,

customers, governmental regulatory and taxing agencies.

25



USERS NEED THIS

INFORMATION

To make correct decisions

To pay back for the credit

To analyze financial information

To know the financial position of Business
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ACCOUNTING

METHODS

An accounting method is just a set of rules used to determine

when and how income and expenses are reported

TYPES OF ACCOUNTING

METHODS

o CASHMETHOD

Recognizes revenues in the period the cash is received and

expenses in the period when the cash payments are made.



e ACCRUAL METHOD

Records income in the period earned and records expenses
and capital expenditures such as buildings, land, equipment,
and vehicles in the period incurred. The purpose of the accrual
method of accounting is to properly match income and

expenses in the correct period.
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DEFINITIONS

ASSETS

Property or thing having value owned by a company are called

assets, there are of following kinds:

e CURREN ASSETS
Can be quickly converted into cash i.e resale, consumption i.e
cash , debtor,

e FIXED ASSETS
Permanent nature held for purpose of earning income (not for
resale).i.e land , building ,machinery

e TANGIBLE ASSETS

Tangible Assets in physical form i.e Land, building

CAPITAL

The amount with which the trader starts his business



SALE OF PRODUCTS:

Amounts earned from the sale of merchandise.

TRADE DISCOUNT:

Trade Discount is rebate or allowance (concession) from
scheduled price granted by seller to buyer. Trade discount not
recorded in books

CIRCUMSTANCES:

Selling to fellow trader, buyer is old customer, sales are made in
bulk.

CASH DISCOUNT:

Cash discount is deduction or allowance allowed by a creditor
to a debtor if person pay his debt before due date

IX (Y A Expense: whose benefit finished

1 .¢23Y) ki1 ]2 whose benefit is available for future activities
of the business

DEBTOR: A person who owes money to another is a debtor

CREDITOR: To whom money is owing is a creditor

A1y /ATl Debts due by a business

A written evidence in support of a business
transaction

VOUCHER:

3
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GOODS
(MERCHANDISE): Purchased by business for selling
STOCK
(INVENTORY): In hand, that is goods remaining unsold

EQUITIES: Rights to properties are called equities.

\\

|

"

+ OWNERS .

; e

=

Accounting is an art of recording, classifying,
m summarizing and interpreting the financial

information.

Sequence of accounting procedures
frequently is called accounting cycle, which is
as under:
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SOURCE OF
DOCUMENTS

JOURNALS

GENERAL
LEDGER

TRIAL
BALANCE

FINANCIAL
STATEMENTS

Provides the initial data about
business transactions.

Use the information from the source
documents to create a chronological
listing of all business transactions
and detailed information about each
transaction.

Uses the information transferred
from the journal(s) to summarize
the data into individual accounts.

Uses the information from the
General Ledger to summarize the
data to use for preparing the
Financial Statements.

Uses the summarized data contained
in the Trial Balance to prepare the
business's financial reports.
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THE AGGOUNTING

EQUATION

As we know the assets are properties owned by the business and

rights or claims to the properties of the business are Equities. In
every business Assets are equal to Equities

i.e Assets = Equities

THE/ACCOUNTING EQUATION

(Everything business own = who provided

the financing)

Assets = Liabilities + Owners' Equity

; !

EQUITIES ARE TWO

TYPES

 Rights of the creditors or Liabilities (represents debt of the

business)

 Rights of the owner (represents capital or owner’s equity)

39



Now Equation would show like after substituting the Equities types
Assets =Liabilities + Owners' Equity

The above equation is also called “ Basic Equation” or “ Balance
Sheet Equation

The Accounting Equation really is a balance scale of the business

as below:

Assets = Liabilities + Owners' Equity

Assets represents properties or things having value owned by a
company = Liabilities represent borrowings and credit
arrangements + Owners' Equity represents investments by

owners

The accounting equation uses "simple math" and involves only

addition and subtraction

If no entries have ever been made, all accounts have a zero
balance. The effect of changes in Assets, Liabilities and capital

(owner’s equity) can be shown by + or - .



ACCOUNTINGEQUATIONMWOULDBE,
BALANCEDIE

¢ Increase on Asset side and similar increase on liabilities side
¢ Increase in Asset and similar decrease on another Asset

 Increase in Liability side and similar decrease in another Liability

It can be proved by the following transactions:

Q 1: I[f Liabilities are Rs.70,000 and Owner's Equity is Rs.30,000

what is the value of the Assets?

A: Assets = Liabilities + Owner's Equity
Assets =70,000 + 30,000
Assets=100,000

Q 2: If Assets are Rs.100,000 and Liabilities are Rs.70,000 what

is the value of our Owner's Equity?

A: Owner's Equity = Assets - Liabilities
Owner's Equity =100,000 - 70,000
Owner's Equity = 30,000
Q 3: if Assets are Rs. 100,000 and Owner's Equity is Rs.30,000
what is the value of our Liabilities ?.
A : Liabilities = Assets - Owner's Equity
Liabilities = 100,000 - 30,000

Liabilities = 70,000

4]
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Assets =
Left Side
Business
Transactions
Increase Decrease
(Debit) (Credit)
. Al co[nmenced 500,000
business of (cash)
Rs.500,000
«  Ali purchases
Rs.10,000 worth 10,000
of office supplies (office
on credit. (i.e supplies)
credit transaction)
« Ali purchases Land
ofRs.300,0000n 300,000 300,000
(Land) (cash)
cash
. Ali paid the
. L oteas 10,000
liabilities of
(cash)
Rs.10,000
Totals Rs.810,000 Rs.310,000

Increase Decrease

Total Net Changes
(Equation Balanced)

Rs.500,000 Increase

Liabilities + Owner’s

Equity
= Right Side
Decrease Increase
(Debit) (Credit)
500,000
(owner
equity)
10,000
(Liabilities)
10,000
(Liabilities)
85-10,900  Rs.510,000
ecrease
Increase
Rs.500,000 Increase
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GENERAL JOURNAL &

LEDGER

General
Journal

Journals are preliminary records where business transactions are
first entered into the accounting system. This process is called
journalizing.

The journal is commonly referred to as the book of original entry.
Specialized Journals-are journals used to initially record special
types of transactions such as sales, cash disbursements, and cash

receipts in their own journal.

After business transactions have been entered in journal(s), they
are then periodically (usually monthly) summarized and totaled and
then transferred (posted) to the General Ledger as summary

entries

IN\THE JOURNAL'RECORDZ

e Entry Number

o Date of each transaction

4]



43

Names and/or the account numbers of the accounts to be

debited or credited

Amounts of the debits and credits

Posting Reference-Account Number in the General Ledger

Explanation or description of the entry

The journals contain all the chronological (by date) information
necessary to record debit and credit amounts in the accounts of
the General Ledger.

Sample of A General Journal Page
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General
Ledger

A General Ledger is just a formal set Accounts. Each account that
we want to track and keep up with has a separate page or pages
maintained in a record book called the General Ledger.

The book is organized into major sections just like the Accounting
Equation that we studied in previous lesson. The general ledger's
major sections are Assets, Liabilities, Owner's Equity, Revenues,

Expenses and Draws.

For each item (account) in General Ledger, we record the increases
and decreases for a period (usually a month) and calculate its
ending balance.

The ending balance of the account is easily determined by adding
the increases and subtracting the decreases from the account's

beginning period balance.

Simply stated a General Ledger is just a book containing the
summarized financial transactions and balances of the accounts for
all of a business's assets, liabilities, equity, revenue, and expense

accounts.

Its chief purpose is to serve as an aid (reference) for looking up

accounts and their associated account numbers



LTION.DOESTAGENERAL

DAGE.CONTAIN?

» Name of Account and Account Number

» Date of Posting

o Description-additional notes about the entry if needed

» Posting Reference-journals name (abbreviation) , page, and
entry reference

o Amounts of the debits or credits transferred

o Current Balance of the Account

Sample of a General Ledger Page
e The Posting Reference GJ-1-1 refers to:
e GJ-General Journal
o 1-Page1
e 1-Entry Number 1

Account Name: Account Number:

. . Post|| Debit Credit
Date Description Ref. || Amount |l Amount Balance

bl
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REGORDING BUSINESS

TRANSACTIONS

Before going further first of all there is need to learn the Debit /
Credit rules. After applying these rules, it would be easy to
journalize the entry into General Journal. Here is the summarized

debit / credit rule table as under:

SUMMARIZED DEBITFAND.CREDITRULES
TABLE
Account . . Normal Account
Debit Credit
Type Balance
Assets Increase Decrease Debit Balance
Liabilities Decrease Increase credit Balance
Equity Decrease Increase Credit Balance
Revenue Decrease Increase Credit Balance
Expense Increase Decrease Debit Balance
Draw Increase Decrease Debit Balance

b3
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HOWATOWUSEAND APPLYSTHE DEBITEAND,

Step1:

Determine the types of accounts the transactions affect-
asset, liability, revenue, or expense account.

Step2:

Determine if the transaction increases or decreases the
account's balance.

Step3:

Apply the debit and credit rules based on the types of
accounts and whether the balance of the account will

increase or decrease.

Following are some business transactions for
understanding Debit / Credit rule:

.




Debit and Credit Rule

Accounts
Business used in
Transactions business
transactions| | Account Increase / Debit Credit
Type Decrease
Business Cashis an Asset Increase =» Cash
commenced Owner Owner Increase Owner
Equity Equity Equity
. . Office Asset Increase Office
office Supplies ) .
. supplies Supplies
purchased on credit . o .
Creditors Liabilities Increase Creditors
Land purchased on| | Land Asset Increase Land
cash Cash Asset Decrease Cash
. . Creditors Liabilities Decrease Creditors
paid to creditors
Cash Asset Decrease Cash
Goods sold on cash Cash Asset Increase Cash
(cash sales) Sales Revenue Increase Sales
Electric bill Expense Increase o
L ) Electric bill
Electricity bill paid
Cash Asset Decrease Cash

bY
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Note: Journalizing the entries into General Journal, amount of the

concerning account will be entered in the column of Debit / Credit.

[’ 085 S AiBSI nilaio . ot S J%ix> 55 Slalisil pae Jixz yiz g
WS A LS 223 uae EIS S Ol

DEBITS]AND.CREDITS.
Debit Credit

Dr Cr
+ -
No Brackets <>

No Parentheses




EXAMPLE
JOURNALIZES;THE FOLLOWING BUSINESS

TRANSACTIONS

Date Business Transations

Feb 5, xxxx  Business commenced with amounting Rs.500,000/-

Feb 8, xxxx  Office Supplies purchased of Rs. 10,000/- on credit

Feb 10, xxxx Land purchased on cash Rs. 300,000/-

Feb 20, xxxx Paid to creditors amounting Rs. 10,000/-

Feb 27, xxxx Cash sales of Rs. 150,000/-

Feb 30, xxxx Electricity bill paid of Rs. 50,000/-

JOURNALIZING

09
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General

Journal Page 1
Account Post
Entry No Date Ref(GL || Debit Credit
Name )
Record Business commenced amounting Rs.500,000/-
GJ-1-1 Feb 11 cash 100 |/500,00
5, XXxx
0
Owern Equity
(Capital) 200 500,000
Record office Supplies purchased of Rs. 10,000/- on credit
EH2 Feb | Office 300 || 10,000
8, xxxx|| supplies
Creditors
(Liabilities) 400 10,000
Record Land purchased on cash Rs. 300,000/-
Feb
GJ-1-3 10, Land 500 (/300,00
XXXX 0
Cash 100 300,000




General

Journal Feee

Account Post . .
Entry No Date Name Ref(GL). Debit Credit

Record paid to creditors amounting Rs. 10,000/-

Feb 20, Creditors

e XXXX (Liabilities)

400 10,000

Cash 100 10,000

Record cash sales of Rs. 150,000/-

GJ1-5 27 N e 100 150,000
XXXX
SEIES 700 150,000
(Revenue)

Record paid Electricity bill Rs. 50,000/-

Feb 30, Electric bill

CEHRe XXXX (Expense)

800 50,000

Cash 100 50,000

PROCES S OEPOSTING.(TRANSEFERRING)

After business transactions entering in the above journal, they are
then transferred (posted) to the General Ledger as summary

entries
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After business transactions entering in the above journal, they are
then transferred (posted) to the General Ledger as summary

entries.

For each item (account) in General Ledger, record the increases
and decreases for a period (usually a month) and calculate its
ending balance i.e debit balance or credit balance.

The ending balance (debit / credit balance) of the account is easily
determined by adding the increases and subtracting the decreases
from the account's beginning period balance or through running
balance account in which ending balance determined after every

transaction.

Following are the running balance accounts in which individual
account entries have been transferred (posted) from the above
journal and ending balance is being determined after every

transaction:
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Account Name: Account
Cash Number:100
" Post Debit Credit
Date Description Ref(G)). ||Amount Amount Balance
Feb 5, Business
commenced GJ-11 500,000 500,000 Dr
XXXX .
(business start)

Feb 10, Land
XXXX purchased SolEe 300,000 USRS

Feb 20, Paid to
XXXX creditors S 10,000 RN

Feb 27 Cash Sale GJ-1-5 || 150,000 340,000 Dr
XXXX

rep 30, || Blectricbil GJ-1-6 50,000 || 290,000 Dr
XXXX paid

Note: Rs. 290,000/- is ending balance i. e debit balance (Dr) because Debit

amounts are greater than Credit amounts.
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Account Name: Account
Owner Equity Number:200
Date Description Post Debit Credit Balance
Ref. Amount Amount
Jan 5, Business GJ-1- 500,000 500,000 Cr
XXXX commenced 1

Note: The above table shows credit balance (Cr) because credit amount is

greater than debit amount which is nil.

LS Cand @8) S D3)S aSigaS g xS b o (Cr) panily D345S Joaz B az)aie igd

-2 20 S 9> g 830 w9
Account Name: Account
Office Supplies Number:300
Date Description Post Bl e Balance
P Ref. Amount Amount
Purchase
e N e cJ-1-2 || 10,000 10,000 Dr
XXXX .
supplies
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Account Name: Account

Creditors (Liabilities) Number:400
Date Post Debit Credit Balance
Description || Ref. Amount Amount
Supplies
Feb 8, purchase || GJ1-2 10,000 10,000 Cr
XXXX .
on credit
Feb 20, Paid to Gl-t4 || 10,000 0 (Zero
XXXX creditors Balance)

Note: The above creditors account shows ending balance is zero because

credit amount (Cr) is equal to debit amount (Dr).

2 ruo puily Gelisl as g Ugr ylb cw Cslsl S HBais 08)8 AU a2)aie g
-2 210 S (Dr) 08, Cu3 (Cr) @8) S L3338 aSigss

Account Name: Account

Land Number:500

Date Description Post Ref. Debit Credit Balance

Amount Amount
Supplies

oty purchase GJ-1-3 300,000 300,000 Dr

XXXX )
on credit

65
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Account Name: Account
Sales Number:700
Date Description Post Ref. Dbl Cireel Balance
Amount Amount
DA, ||| Ceensgnh GJ-1-5 150,000 || 150,000 cr
XXXX (cash sale)
Account Name: Account
Electric bill Number:800
Date Description Post Ref. Debit Credit Balance
Amount Amount
Feb 30, ) Electric bl 1 G516 50,000 50,000 D
XXXX paid




TRIALBALANCE

A Trial Balance is a listing of all the accounts appearing in the
general ledger with the amount of the debit or credit balance of
each. It is used to make sure the books are "in balance" -total
debits and credits are equal.

Trial Balance is used at the end to check our postings. In other
words, trial balance is just a worksheet that bookkeeper's and
accountants prepare from the General Ledger to check that the
books (General Ledger) are in balance (Debit Account Balances =

Credit Account Balances).

Below is the Trial Balance for XYZ Company at the end of Month. in
which ending balances have been taken from the above General

Ledger:
G AbY
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Trial Balance
XYZ
For the month ------
Account Debit Balances Credit Balances
Asset Accounts
Cash 290,000
Land 300,000
Inventory-Office Supplies 10,000
Liability Accounts
Creditors 0
Equity Accounts
Owner's Equity 500,000
Revenue Accounts
Sales( Revenue) 150,000
Expense Accounts
Electric bill (Expense) 50,000
Totals 650,000 650,000
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FINANGIALS

STATEMENTS

Financial Statements are accounting reports prepared periodically
to inform the owner, creditors, and other interested parties as to
the financial condition and operating results of the business. As
they need this information to make important and knowledgeable
decisions and for making important decisions, financial statements
are used.

Note: Entries have been taken for preparation of Financial Statements

from above Trial Balance.

There are three basic financial statements or reports are as under:
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Income
Statement /
Profit & Loss

Account

Capital Statement /
Retained Earning

Balance Sheet

INCOME STRATEMENT /
PROFIT & LOSS ACCOUNT

Income statement shows the company profit or Loss for the

specific period after matching the Revenue and Expenses

Hopefully a business earns a profit called net income (revenues are
larger than expenses). If however, expenses are larger than

revenues a net loss results.

There are major sections of an income statement are as follow:



MAJOR'SECTIONS.OEANINCOME'S TATEMENT,

The heading, (should contain the name of the company, the title of
the statement, and the period covered by the statement)

» The revenue section

e The expense section

And the final calculation of a profit or loss.
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XYZ Company

Income Statement

For The Period Ending

Sales (Revenue) Rs. 150,000

Expenses

Electric bill Expense Rs.50,000

Total Expenses Rs.50,000
Net Income REFINE I

CRARPITAL STATEMENT

Capital Statement that summarizes all the changes in owner's

equity that occurred during a specific period.
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XYZ Company
Capital Statement
For The Period Ending -------—-—--
Capital Beginning Rs.500,000
Capital Contributed 0
Net Income 100,000
Increase in capital 100,000
Ending Capital Rs.600,000

GRALANCE SHEET

Balance sheet shows the financial position of the company having
information / balances of Assets, Liabilities, and Owner Equity /
Capital on a particular date.

The balance sheet is derived from accounting equation as

discussed earlier i.e Assets = Liabilities + Owner's Equity

oS J2eaS/GhsSal il gl lizly ogill gl Gols LS Cand Guily
2 GBS 1l oS o Glo S LigaS s i) puiler/Ologlae

el S S + wlialg = SUI Lisy

13



XYZ Company

Balance Sheet

Assets

Cash

Rs. 290,000

Land

300,000

Inventory-Office Supplies

10,000

Total Assets

Rs.600,000

Liabilities

Creditors

Total Liabilities

Owner's Equity

XYZ Capital

Rs.600,000

Total Liabilities & Equity

Rs.600,000
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	مثال
	A cigarette has sense of happiness for smoker, while smoking is not good for health.

	Because there is a certain threshold of satisfaction, the consumer will no longer receive the same pleasure from consumption once that threshold is crossed. In other words, total utility will increase at a slower pace as an individual increases the quantity consumed. Take, another example, a chocolate bar. Let's say that after eating one chocolate bar your sweet tooth has been satisfied.
	Your marginal utility (and total utility) after eating one chocolate bar will be quite high. But if you eat more chocolate bars, the pleasure of each additional chocolate bar will be less than the pleasure you received from eating the one before - probably because you are starting to feel full or you have had too many sweets for one-day. In order to determine what a consumer's utility and total utility are, economists turn to consumer demand theory, which studies consumer behavior and satisfaction.
	Economists assume the consumer is rational and will thus maximize his or her total utility by purchasing a combination of different products rather than more of one particular product. Thus, instead of spending all of your money on three chocolate bars, which has a total utility of 85, you should instead purchase the one chocolate bar, which has a utility of 70, and perhaps a glass of milk, which has a utility of 50. This combination will give you a maximized total utility of 120 but at the same cost as the three chocolate bars
	As discussed earlier that there are not enough resources to satisfy everyone’s desires because human desires may be unlimited and resources are not. So, we have to make trade-offs i.e we have to make sacrifices and choose one thing over another.
	We make choices by considering both the costs and benefits of each activity. We have to always make sure that benefits of our choices are greater than costs. Every choice in life has opportunity costs. Every decision involves the sacrifice of the benefits of an alternative that was not chosen. There are so many situations where you have to choose one product or one service over another.
	/ Desire
	DEMAND
	طلب
	WHAT IS
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	طلب
	LAW OF
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	طلب
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	Introduction
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	Part 3
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	Part 4
	General Journal & Ledger
	Part 5
	Recording Business Transactions
	Part 6
	Financial Statements

	INTRODUCTION
	BUSINESS
	TRADING
	MANUFACTURING
	SERVICE


	BUSINESS ORGANIZATION
	TYPES OF BUSINESS ORGANIZATION
	SOLE PROPRIETORSHIP
	PARTNERSHIP
	CORPORATION
	کاروبار
	تجا ر ت
	مینوفیکچرنگ
	خدمت


	بزنس  آرگنائزیشن
	کارپوریشن
	BUSINESS TRANSACTION
	TYPES OF TRANSACTIONS
	CASH TRANSACTION
	CREDIT TRANSACTION

	BOOKKEEPING
	TYPES OF BOOKKEEPING
	SINGLE ENTRY OR INCOMPLETE RECORD
	DOUBLE ENTRY
	CASH TRANSACTION
	CREDIT TRANSACTION

	WHY BOOKKEEPING?
	WHO NEED FINANCIAL INFORMATION & WHY?
	USERS NEED THIS INFORMATION

	ACCOUNTING METHODS
	An accounting method is just a set of rules used to determine when and how income and expenses are reported

	TYPES OF ACCOUNTING METHODS
	Recognizes revenues in the period the cash is received and expenses in the period when the cash payments are made.
	Records income in the period earned and records expenses and capital expenditures such as buildings, land, equipment, and vehicles in the period incurred. The purpose of the accrual method of accounting is to properly match income and expenses in the correct period.

	DEFINITIONS
	ASSETS
	CAPITAL


	SALE OF PRODUCTS:
	TRADE DISCOUNT:
	CIRCUMSTANCES:
	CASH DISCOUNT:
	EXPENSE:
	EXPENDITURE:
	DEBTOR:
	CREDITOR:
	LIABILITIES:
	VOUCHER:
	GOODS (MERCHANDISE):
	STOCK (INVENTORY):
	EQUITIES:

	EQUTIES ARE TWO TYPES
	OWNERS
	CREDITORS
	ACCOUNTING:
	ACCOUNTING-CYCLE:


	Journal
	Document
	Ledger
	ACCOUNTING  CYCLE

	SOURCE OF DOCUMENTS
	JOURNALS
	Uses the information transferred from the journal(s) to summarize the data into individual accounts.

	GENERAL LEDGER
	TRIAL BALANCE
	FINANCIAL STATEMENTS
	اثاثے
	روزنامچے
	روزنامچے
	THE ACCOUNTING EQUATION
	As we know the assets are properties owned by the business and rights or claims to the properties of the business are Equities. In every business Assets are equal to Equities                i.e   Assets = Equities
	THE ACCOUNTING EQUATION
	EQUITIES ARE TWO TYPES
	Rights of the creditors or Liabilities (represents debt of the business)
	Rights of the owner (represents capital or owner’s equity)


	Now Equation would show like after substituting the Equities types  Assets =Liabilities +  Owners' Equity The above equation is also called “ Basic Equation” or “ Balance Sheet Equation The Accounting Equation really is a balance scale of the business as below:
	Assets represents properties or things having value owned by a company = Liabilities represent borrowings and credit arrangements + Owners' Equity represents investments by owners
	The accounting equation uses "simple math" and involves only addition and subtraction
	If no entries have ever been made, all accounts have a zero balance. The effect of changes in Assets, Liabilities and capital (owner’s equity) can be shown by + or - .
	ACCOUNTING EQUATION WOULD BE BALANCED IF
	It can be proved by the following transactions:
	Q 1:
	A :
	Q 2:
	A :
	Q 3:
	A :


	A BRIEF BUSINESS TRANSACTION ANALYSIS EFFECTS ARE AS FOLLOW:
	Business   Transactions
	Assets =    Left Side
	Liabilities + Owner’s Equity = Right Side
	Increase   (Debit)
	Decrease   (Credit)
	Decrease (Debit)
	Increase  (Credit)
	Ali commenced business of Rs.500,000
	500,000 (cash)
	500,000 (owner equity)


	10,000 (office supplies)
	10,000 (Liabilities)
	 300,000   (Land)
	300,000   (cash)
	10,000   (cash)
	 10,000   (Liabilities)

	Totals
	Rs.810,000 Increase
	Rs.310,000 Decrease
	Rs.10,000 Decrease
	Rs.510,000 Increase
	Total Net Changes (Equation Balanced)
	Rs.500,000 Increase
	Rs.500,000 Increase
	ٹوٹل

	GENERAL JOURNAL & LEDGER
	General Journal
	WHAT TYPE OF INFORMATION IS INCLUDED IN THE JOURNAL RECORD?

	General Ledger
	WHAT INFORMATION DOES A GENERAL LEDGER PAGE CONTAIN?
	Name of Account and Account Number
	Date of Posting
	Description-additional notes about the entry if needed
	Posting Reference-journals name (abbreviation) , page, and entry reference
	Amounts of the debits or credits transferred
	Current Balance of the Account
	Sample of a General Ledger Page
	The Posting Reference GJ-1-1 refers to:
	GJ-General Journal
	1-Page 1
	1-Entry Number 1


	RECORDING BUSINESS TRANSACTIONS
	Before going further first of all there is need to learn the Debit / Credit rules. After applying these rules, it would be easy to journalize the entry into General Journal. Here is the summarized debit / credit rule table as under:
	SUMMARIZED DEBIT AND CREDIT RULES TABLE

	HOW TO USE AND APPLY THE DEBIT AND CREDIT RULES:
	Business Transactions
	Accounts used in business transactions
	Debit and Credit Rule
	Account Type
	Increase / Decrease
	Debit
	Credit
	کریڈٹ
	ڈیبٹ
	زمین نقد

	SYMBOLS ARE USED MOSTLY TO INDICATE DEBITS AND CREDITS.
	Debit
	Credit
	Dr
	Cr
	No Brackets
	No Parentheses

	EXAMPLE: JOURNALIZE THE FOLLOWING BUSINESS TRANSACTIONS
	Date                                  Business Transations

	JOURNALIZING:
	General   Journal
	Page 1
	Entry No
	Date
	Account Name
	Post Ref(GL).
	Debit
	Credit

	GJ-1-1
	GJ-1-2
	GJ-1-3
	GJ-1-4
	GJ-1-5
	GJ-1-6

	PROCESS OF POSTING (TRANSFERRING):
	After business transactions entering in the above journal, they are then transferred (posted) to the General Ledger as summary entries
	GJ-1-1
	GJ-1-3
	GJ-1-4
	GJ-1-5
	GJ-1-6
	Note: Rs. 290,000/- is ending balance i. e debit balance (Dr) because Debit amounts are greater than Credit amounts.


	 GJ-1-1
	Note: The above table shows credit balance (Cr) because credit amount is greater than debit amount which is nil.

	 GJ-1-2
	 GJ-1-2
	 GJ-1-4
	Note: The above creditors account shows ending balance is zero because credit amount (Cr) is equal to debit amount (Dr).

	GJ-1-3
	GJ-1-5
	GJ-1-6
	TRIAL BALANCE
	Trial Balance XYZ For the month ------
	Account
	Debit Balances
	Credit Balances
	Asset Accounts
	Liability Accounts
	Equity Accounts
	Revenue Accounts
	Expense Accounts
	650,000


	FINANCIALS STATEMENTS
	Note: Entries have been taken for preparation of Financial Statements from above Trial Balance.

	FINANCIAL STATEMENTS
	Capital Statement  /   Retained Earning
	Balance Sheet
	Income Statement / Profit & Loss Account
	Income statement shows the company profit or Loss for the specific period after matching the Revenue and Expenses
	Hopefully a business earns a profit called net income (revenues are larger than expenses). If however, expenses are larger than revenues a net loss results.
	There are major sections of an income statement are as follow:



	MAJOR SECTIONS OF AN INCOME STATEMENT
	XYZ Company
	Income Statement
	For The Period Ending  ---------
	Sales (Revenue)  
	Rs. 150,000
	Expenses
	Total Expenses
	Rs.50,000
	   Net Income      
	Rs.100,000

	Capital Statement
	Capital Statement that summarizes all the changes in owner's equity that occurred during a specific period.
	XYZ Company
	Capital Statement
	For The Period Ending  -----------
	Capital Beginning
	Rs.500,000
	Net Income
	100,000
	Increase in capital
	100,000
	Ending Capital
	Rs.600,000


	Balance Sheet
	Balance sheet shows the financial position of the company having information / balances of Assets, Liabilities, and Owner Equity / Capital on a particular date. The balance sheet is derived from accounting equation as discussed earlier i.e Assets = Liabilities + Owner's Equity

	XYZ Company
	Balance Sheet
	As on ----------
	Assets
	Liabilities
	Owner's Equity
	Total Liabilities & Equity
	Rs.600,000
	HOW FINANCIAL REPORTS ARE INTERLINKED?
	INCOME STATEMENT

	CAPITAL STATEMENT
	BALANCE SHEET
	NET INCOME
	ASSETS
	اثاثے


