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Lecture Outlines

• The History of Accounting.

• Definition and Importance  of 

Accounting

• Users of accounting

• Types of Accounting: Financial 

and Managerial

• Principles and Assumptions of 

Accounting

Introduction to Accounting
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Lecture Outlines

• Understanding the Basic 

Equation

• Understanding the Expanded 

Accounting Equation

• Adjusting the accounting errors

Basic and Expanded 

Accounting Equations
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Lecture Outlines

• Recording pross (journaling and 

posting ledgers, trial balance)

• How to Inspect Accounts and 

Verify the Accuracy of Financial 

Records

Accounts and recording pross
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Lecture Outlines

• Understanding the Income 

Statement and its Importance

• Understanding the Statement of 

Changes in Equity and its 

Importance

• Understanding the Balance Sheet 

and its Importance

• Financial position analysis and 

financial performance evaluation.

• Types of Companies Based on the 

Nature of Business and Ownership.

Reports and Financial 

Statements
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Learning Objectives

• Understand the four financial statements and how they are 

prepared.

• Identify the sections of a classified balance sheet.

• Explain Types of Companies Based on the Nature of Business. and 

Ownership.

• Discuss and account for the formation of a partnership.

• Discuss the major characteristics of a corporation.
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Describe the four financial statements 

and how they are prepared.
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Companies prepare four financial statements :

Balance Sheet
Income 

Statement
Statement of 

Cash Flows

Owner’s 

Equity 

Statement



Financial Statements
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Net income will result during a time period when:

a. assets exceed liabilities.

b. assets exceed revenues.

c. expenses exceed revenues.

d. revenues exceed expenses.

Question
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Income Statement
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◆ Reports the revenues and expenses for a specific period of time. 

◆ Lists revenues first, followed by expenses. 

◆ Shows net income (or net loss). 

◆ Does not include investment and withdrawal transactions between 

the owner and the business in measuring net income.



Owner’s Equity Statement
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◆ Reports the changes in owner’s equity for a specific 

period of time. 

◆ The time period is the same as that covered by the 

income statement.



Balance Sheet
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◆ Reports the assets, liabilities, and owner's equity at a specific 

date.

◆ Lists assets at the top, followed by liabilities and owner’s equity. 

◆ Total assets must equal total liabilities and owner's equity.

◆ Is a snapshot of the company’s financial condition at a specific 

moment in time (usually the month-end or year-end).



Statement of Cash Flows
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◆ Information on the cash receipts and payments for a 

specific period of time.

◆ Answers the following:

► Where did cash come from?

► What was cash used for?

► What was the change in the 

cash balance?



Financial Statements
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Which of the following financial statements is prepared as 

of a specific date?  

a. Balance sheet. 

b. Income statement. 

c. Owner's equity statement. 

d. Statement of cash flows.

Question



Financial Statements
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Presented below is selected information related to Flanagan Company 

at December 31, 2017. Flanagan reports financial information monthly.

Equipment $10,000 Utilities Expense $ 4,000

Cash 8,000 Accounts Receivable 9,000

Service Revenue 36,000 Salaries and Wages Expense 7,000

Rent Expense 11,000 Notes Payable 16,500

Accounts Payable 2,000 Owner’s Drawings 5,000

(a) Determine the total assets of at December 31, 2017.

(b) Determine the net income reported for December 2017.

(c) Determine the owner’s equity at December 31, 2017.
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Presented below is selected information related to Flanagan Company at December 

31, 2017. Flanagan reports financial information monthly.

Equipment $10,000 Utilities Expense $ 4,000

Cash 8,000 Accounts Receivable 9,000

Service Revenue 36,000 Salaries and Wages Expense 7,000

Rent Expense 11,000 Notes Payable 16,500

Accounts Payable 2,000 Owner’s Drawings 5,000

(a) Determine the total assets of at December 31, 2017.

The total assets are $27,000, comprised of 

• Cash $8,000, 

• Accounts Receivable $9,000, and 

• Equipment $10,000.
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Presented below is selected information related to Flanagan Company 

at December 31, 2017. Flanagan reports financial information monthly.

Equipment $10,000 Utilities Expense $ 4,000

Cash 8,000 Accounts Receivable 9,000

Service Revenue 36,000 Salaries and Wages Expense 7,000

Rent Expense 11,000 Notes Payable 16,500

Accounts Payable 2,000 Owner’s Drawings 5,000

(b) Determine the net income reported for December 2017.
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Presented below is selected information related to Flanagan Company 

at December 31, 2017. Flanagan reports financial information monthly.

Equipment $10,000 Utilities Expense $ 4,000

Cash 8,000 Accounts Receivable 9,000

Service Revenue 36,000 Salaries and Wages Expense 7,000

Rent Expense 11,000 Notes Payable 16,500

Accounts Payable 2,000 Owner’s Drawings 5,000

(c) Determine the owner’s equity at December 31, 2017.



Explain the steps in the accounting cycle and how 

to prepare correcting entries.
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1. Analyze business transactions

2. Journalize the 

transactions 

6. Prepare an adjusted trial 

balance

7. Prepare financial 

statements

8. Journalize and post 

closing entries

9. Prepare a post-closing 

trial balance

4.  Prepare a trial balance

3.  Post to ledger accounts

5.  Journalize and post 

adjusting entries



Identify the sections of a classified balance sheet.
Lecture

03

www.midocean.ae

◆ Presents a snapshot at a point in time.

◆ To improve understanding, companies group similar 

assets and similar liabilities together.

Assets Liabilities and Owner’s Equity

Current assets Current liabilities

Long-term investments Long-term liabilities

Property, plant, and equipment Owner’s (Stockholders’) equity

Intangible assets

Standard Classifications



The Classified Balance Sheet
Lecture

03

www.midocean.ae



The Classified Balance Sheet
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Current Assets
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◆ Assets that a company expects to convert to cash or use up 

within one year or the operating cycle, whichever is longer.

◆ Operating cycle is the average time that it takes to purchase 

inventory, sell it on account, and then collect cash from customers.



Current Assets
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Usually listed in the order they expect to convert them into cash.



Current Assets
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The correct order of presentation in a classified balance sheet for the 

following current assets is:

a. accounts receivable, cash, prepaid insurance, inventory.

b. cash, inventory, accounts receivable, prepaid insurance.

c. cash, accounts receivable, inventory, prepaid insurance.

d. inventory, cash, accounts receivable, prepaid insurance

Question



Long-Term Investments
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◆ Investments in stocks and bonds of other companies. 

◆ Investments in long-term assets such as land or buildings that is not 

currently being used in operating activities.

◆ Long-term notes receivable.



Property, Plant, and Equipment
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◆ Long useful lives.

◆ Currently used in operations.

◆ Depreciation - allocating the cost of assets to a number of years.

◆ Accumulated depreciation - total amount of depreciation expensed 

thus far in the asset’s life.



Property, Plant, and Equipment
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Intangible Assets
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◆ Long-lived assets that do not have physical substance.



The Classified Balance Sheet
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Patents and copyrights are

a. Current assets.

b. Intangible assets.

c. Long-term investments.

d. Property, plant, and equipment.

Question



Current Liabilities
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Long-Term Liabilities
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◆ Obligations a company expects to pay after one year.



Financial Statements
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Which of the following is not a long-term liability?

a. Bonds payable

b. Current maturities of long-term obligations

c. Long-term notes payable

d. Mortgages payable

Question



Owner’s Equity
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◆ Proprietorship - one capital account. 

◆ Partnership - capital account for each partner. 

◆ Corporation - Common Stock and Retained Earnings.



Financial Statements
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The formation of a partnership.
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Partnership, an association of two or more persons to 

carry on as co-owners of a business for profit.

Type of Business:

◆ Small retail, service, or manufacturing companies.

◆ Accountants, lawyers, and doctors.



Characteristics of Partnerships
Lecture

03

www.midocean.ae

ASSOCIATION OF INDIVIDUALS

◆ Legal entity.

◆ Accounting entity.

◆ Net income not taxed as a separate entity.

MUTUAL AGENCY

◆ Act of any partner is binding on all other partners, so long as the act 

appears to be appropriate for the partnership.



Characteristics of Partnerships
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LIMITED LIFE

◆ Dissolution occurs whenever a partner withdraws or a new 

partner is admitted. 

◆ Dissolution does not mean the business ends.

UNLIMITED LIABILITY

◆ Each partner is personally and individually liable for all 

partnership liabilities.



Characteristics of Partnerships
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CO-OWNERSHIP OF PROPERTY

◆ Each partner has a claim on total assets.

◆ This claim does not attach to specific assets.

◆ All net income or net loss is shared equally by the partners, 

unless otherwise stated in the partnership agreement.



Characteristics of Partnerships
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All of the following are characteristics of partnerships except:  

a. co-ownership of property.  

b. mutual agency.  

c. limited life.  

d. limited liability.

Question



Characteristics of a corporation.
Lecture

03An entity separate and distinct from its owners.

Classified by Purpose

◆ Not-for-Profit

◆ For Profit

Classified by Ownership

◆ Publicly held

◆ Privately held

► McDonald’s

► Nike

► PepsiCo

► Google

► Salvation Army

► American Cancer 

Society

► Cargill Inc.



Characteristics of a corporation.
Lecture

03Characteristics that distinguish corporations from 

proprietorships and partnerships.

Advantages

Disadvantages

◆ Separate Legal Existence

◆ Limited Liability of Stockholders

◆ Transferable Ownership Rights

◆ Ability to Acquire Capital

◆ Continuous Life

◆ Corporate Management

◆ Government Regulations

◆ Additional Taxes



Characteristics of a corporation.
Lecture

03
Corporation acts 

under its own name 

rather than in the 

name of its 

stockholders.

Characteristics that distinguish corporations from 

proprietorships and partnerships.

◆ Separate Legal Existence

◆ Limited Liability of Stockholders

◆ Transferable Ownership Rights

◆ Ability to Acquire Capital

◆ Continuous Life

◆ Corporate Management

◆ Government Regulations

◆ Additional Taxes



Characteristics of a corporation.
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Limited to their 

investment.

Characteristics that distinguish corporations from 

proprietorships and partnerships.

◆ Separate Legal Existence

◆ Limited Liability of Stockholders

◆ Transferable Ownership Rights

◆ Ability to Acquire Capital

◆ Continuous Life

◆ Corporate Management

◆ Government Regulations

◆ Additional Taxes



Characteristics of a corporation.
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Shareholders may 

sell their stock.

Characteristics that distinguish corporations from 

proprietorships and partnerships.

◆ Separate Legal Existence

◆ Limited Liability of Stockholders

◆ Transferable Ownership Rights

◆ Ability to Acquire Capital

◆ Continuous Life

◆ Corporate Management

◆ Government Regulations

◆ Additional Taxes



Characteristics of Partnerships
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Corporation can 

obtain capital 

through the issuance 

of stock.

Characteristics that distinguish corporations from 

proprietorships and partnerships.

◆ Separate Legal Existence

◆ Limited Liability of Stockholders

◆ Transferable Ownership Rights

◆ Ability to Acquire Capital

◆ Continuous Life

◆ Corporate Management

◆ Government Regulations

◆ Additional Taxes



Characteristics of Partnerships

03

Continuance as a 

going concern is not 

affected by the 

withdrawal, death, or 

incapacity of a 

stockholder, 

employee, or officer.

Characteristics that distinguish corporations from 

proprietorships and partnerships.

◆ Separate Legal Existence

◆ Limited Liability of Stockholders

◆ Transferable Ownership Rights

◆ Ability to Acquire Capital

◆ Continuous Life

◆ Corporate Management

◆ Government Regulations

◆ Additional Taxes



Financial Statements
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Separation of 

ownership and 

management often 

reduces an owner’s 

ability to actively 

manage the 

company.

Characteristics that distinguish corporations 

from proprietorships and partnerships.

◆ Separate Legal Existence

◆ Limited Liability of Stockholders

◆ Transferable Ownership Rights

◆ Ability to Acquire Capital

◆ Continuous Life

◆ Corporate Management

◆ Government Regulations

◆ Additional Taxes



Characteristics of a Corporation

◆ Separate Legal Existence

◆ Limited Liability of Stockholders

◆ Transferable Ownership Rights

◆ Ability to Acquire Capital

◆ Continuous Life

◆ Corporate Management

◆ Government Regulations

◆ Additional Taxes

Characteristics that distinguish corporations from 

proprietorships and partnerships.



Financial Statements
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proprietorships and partnerships.

◆ Separate Legal Existence

◆ Limited Liability of Stockholders

◆ Transferable Ownership Rights

◆ Ability to Acquire Capital

◆ Continuous Life

◆ Corporate Management

◆ Government Regulations

◆ Additional Taxes

Corporations pay 

income taxes as a 

separate legal entity 

and in addition, 

stockholders pay 

taxes on cash 

dividends.



Business Sectors
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👉Service-sector companies 

👉Merchandising-sector companies 

👉Manufacturing-sector companies 
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Thank You
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