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Learning Platform

* https://moodle.esu.edu.sa/

* IT MUST be checked frequently

* Include All course material and information

Everyone’s Smart University

Lectures’ Videos and PDF/PPT files ST

@ Some courses may allow guest access

Course grades distribution

Quizzes/Assignments/Exams Dates

Regulations for accepted excuses

Zoom weekly meeting link (same link is used for all meetings)

4511 groall dooly
EVERYONE S SMART UNIVERSITY


https://moodle.esu.edu.sa/

References

* Financial Accounting IFRS Edition, by John Wiley &

Sons, Inc.




Brief Description of The Course

* The objective of this course is to introduce problems of

financial accounting such as measuring, and reporting issues
related to assets and liabilities and preparing the financial
statements.

* Students are expected to gain the ability of using accounting
information as a tool in applying solutions for managerial
problems, evaluating the financial performance, and interpreting
the financial structure.
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] Financial Statements

] Investing and Financing Decisions

] Operating Decisions and the Income Statement

] Communicating and Interpreting Accounting Information
'] Cost of Goods Sold and Inventory

I Property, Plant, and Equipment Natural Resources

] Reporting and Interpreting Liabilities

1 Reporting and Interpretation
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Course Learning Outcomes

] This course will enable the students to combine practice and theoretical knowledge

of financial accounting.

] The students of this course will be active learners and develop awareness of emerging
trends in financial accounting.

'] The course will provide decision making skills to the students in the financial analysis
context.

] The students of this course will have the ability to identify and analyze financial

accounting problems and opportunities in real life situations.
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Lecture one agenda

Describe the primary forms of business organization.

2. ldentify the users and uses of accounting information.

3. Explain the three principal types of business activity.

4. Describe the content and purpose of each of the financial
statements.

J

5. Explain the meaning of assets, liabilities, and stockholders
equity, and state the basic accounting equation.

Describe the components that supplement the financial
statements in an annual report.




Introduction to Financial Statements

Introduction to Financial Statements

Foaorm:s ol Users and Uses
Business of Financial
Orgamzatian Infaormation

Business
Achwvihies

& Sohe & Internal users & Financing @ Inocome statemeant
proprietorship e External users e Investing e Retained earnings
= Farinership e Ethics in financial e Operating statement
e Corporation reporiing & Balance sheet
& Statement of cash
flows
& |Inferrelationships
of sfatemants

& Cther elements of
an annual repart

1-4
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Forms of Business Organization

Forms of Business Organization

Proprietorship Partnership Corporation

+ Generally owned + Simple to + Easierto transfer
by one person establish ownership

» Simple to + Shared control +« Easierto raise
establish + Broader skills funds

« Owner and resources + Mo personal
controlled liability

+ Tax advantages
« Tax advantages
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Users and Uses of Financial Information

Users and Uses of Financial Information

Who Uses Accounting Data
External

Internal H 1_ Users
uman axing
Users Hﬁﬂum @
Labnr
leuns
Finance
" G G

Agenmes
Inwastnrs

l:redltnrs
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Users and Uses of Financial Information

Users and Uses of Financial Information

Questions Asked by

Internal Users User

1. Canwe afford to gwle our Human ResolUrces
employees a pay raise? l

2. What price for our product
will maximize net income? I Marketing

3. Which product line is most — Management
profitable?

4. |s cash sufficient to pay | Finance

dividends to the stockholders’?




Users and Uses of Financial Information

Users and Uses of Financial Information

Questions Asked by
External Users User

1. |s the company earning

satisfactory income? w— Investors

2. How does Disney compare in

size and profitability with Time = Investors
Warner?
3. Will United Airlines be able to — Creditors

pay its debts as they come
due?
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Business Activities

Business Activities

All businesses are involved in three types of activity —
+ financing,
+ investing,
+ and operating.

The accounting information system keeps track of
the results of each of these business activities.
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Business Activities

Business Activities

Financing Activities

Two primary sources of outside funds are:

1. Borrowing money

+ Amounts owed are called liabilities.
+ Party to whom amounts are owed are creditors.

+ Notes payable and bonds payable are different
type of liabilities.

2. Issuing shares of stock for cash.

+ Payments to stockholders are called dividends.
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Business Activities

Business Activities

Financing Activities

Two primary sources of outside funds are:

1. Borrowing money

+ Amounts owed are called liabilities.
+ Party to whom amounts are owed are creditors.

+ Notes payable and bonds payable are different
type of liabilities.

2. Issuing shares of stock for cash.

+ Payments to stockholders are called dividends.
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Business Activities

Business Activities

Investing Activities

Purchase of resources a company needs
operate,

¢ Computers, delivery trucks, furniture, buildings, etc.

¢ Resources owned by a business are called assets.
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Business Activities

Business Activities

Operating Activities
Once a business has the assets it needs, &
it can begin its operations. Operasing

+ Revenues - Amounts earned from the sale of products
(sales revenue, service revenue, and interest revenue).

+ Inventory - Goods available for sale to customers.

#+ Accounts receivable - Right to receive money from a
customer,in the future, as the result of a sale.
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Business Activities

Business Activities

Operating Activities

+ Expenses - cost of assets consumed or services used.
(cost of goods sold, selling, marketing, administrative,
interest, and income taxes expense).

+ Liabilities arising from expenses include accounts
payable, interest payable, wages payable, sales taxes
payable, and income taxes payable.

Net income — when revenues exceed expenses.

Net loss — when expenses exceed revenues.
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Communicating with Users

Communicating with Users

Companies prepare four financial statements from the

!

summarized accounting data:

!

!

!

Balance
Sheet

Income
Statement

F

Retained
Eamings

Statement

F

Statement
of Cash
Flows




Communicating with Users

Communicating with Users

Income Statement + Reports revenues and
Nustratiar 1-4 expenses for a specific
SIERRA CORPORATION i i
RRA CORPORAT period of time.

Far the Maonth Ended Oclober 31, 2012 )
+ Net income — revenues

Eavenuas

Service mevenue 210, 64000 EKGEEd EKP'EHEEE-
Expenses

Salarics expense 55,200 _

Supplics exmerse = + Netloss — expenses

Rent expense 900 exceed revenues.

Insurance expense i ]

Interesl expense S0 .

Depreciation expense 40 + Past net income

Total expenses 1,740 provides information for

el income § 2,860

predicting future net
income.
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Communicating with Users

Communicating with Users

Retained Earnings

llsstratan 1-4 Bhispraticn 1-5
SIERRA CORPORATION SIERRA CORPORATION
Incoma Statemeant Retamed Eamings Stalement
Far the Month Ended Oclober 31, 2012 For the Manth Ended Octabar 21, 2012

Revenues Retalmed carmdmgs, Oetaber | 3 0l

Service revenue L1060 ™ Add: Nel income 28560
Expenses 2840

Salaries expense $5,200 Lesss: Dividends a0

Supplies expense 1,500 Retained eamings, October 31 £2 3680

Eenl expenss Gl

Imcourance sx pemse: 50

Imleresl expenss 1]

Depreciation expemss ik

Total sxpenses 7,740 Net income is needed to

et imncome £ 2 HA0)

determine the ending balance in
retained earnings.
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Communicating with Users

Communicating with Users

Retained Earnings

llsstratan 1-4 Bhispraticn 1-5
SIERRA CORPORATION SIERRA CORPORATION
Incoma Statemeant Retamed Eamings Stalement
Far the Month Ended Oclober 31, 2012 For the Manth Ended Octabar 21, 2012

Revenues Retalmed carmdmgs, Oetaber | 3 0l

Service revenue L1060 ™ Add: Nel income 28560
Expenses 2840

Salaries expense $5,200 Lesss: Dividends a0

Supplies expense 1,500 Retained eamings, October 31 £2 3680

Eenl expenss Gl

Imcourance sx pemse: 50

Imleresl expenss 1]

Depreciation expemss ik

Total sxpenses 7,740 Net income is needed to

et imncome £ 2 HA0)

determine the ending balance in
retained earnings.
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Communicating with Users

Communicating with Users

Retained Earnings

Statement
+ Statement shows amounts and stration 1.5
causes of changes in retained SIERRA CORPORATION
- . - Redaned Eamings Statement
earnings during the period. For the Month Ended Oclobar 21, 2012 ]
¢ Time period is the same as ST, sarnings, October 1 -

that covered by the income N
Lz Drivviclendds
statement. Retained eoomings, Ociober 31

lﬁ
]
L]

Ld
o
o

# Users can evaluate dividend
payment practices.




Communicating with Users

Communicating with Users

Balance Sheet Retained Earnings

lestratsom 1-F
SIERRA CORPORATION Statement
Blalareca Sheet Wuseration 1-5
Dipnsbar 31, 2012
SIERRA CORPORATION
N L i Retaned Eamings Statement

o 152

Accvsumles rcervahks 21 For the Month Ended Ootobar 21, 2012

Suppdws (eI

Frogaid insurnnoe =50 Retalned carmdngs, (eiober 1 3 il

Eqpipment, met 4500 Al Mel income 2_HA0

Tl mecwc i F2i %10 2 8a0

Linhdlities and Stockholders” Bqguine Lz Driviclens 50K

Lazalalotiom H : -
Moies paonble £ %000 = Retained earmings, October 31 £2 340
Acaunis pusahlke 2 S0
Sakiries paahle 1
Unenimod s2vioe nevenue ot
Inicred privald: LY ]

e e 3 %550 Ending balance in retained
Comuman steck 10,000 earnings is needed in preparing
R iminax] cuirmieg s i ]

Tonnl socss kKhio bibeirs exqusny 12360 — me halanm ﬂhEH'

Tl lighilivees pnd =sasckholdoms” ocpaiily
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Communicating with Users

Communicating with Users

Balance Sheet

Hlestratiom 1-T
. e b + Reports assets and
Oetslar 31, 2012 -
claims to asselts at a
Arssris
sh 3 i

E:!.IHI:I'E recei ik jl:.lzz Smnlﬂﬂ mi“t i“ ﬁme
Supgpdurs 1 f4H)

Progaid insuit - =50 —

o e oo # Assets = Liabilities +
e L Stockholders’ Equity.

Linhdlities and Srockholders” Equiry
Lazibalatia=
Mloles pavoble
Accaunis panable
Sakiries paosble

+ Lists assets first,
Uncarned service revene followed by liabilities and
ndcresd izl
Tonal linbilities § 9550 stockholders' equity.

S khabders" equaty

‘sﬁ%%%

Conimiameni siostk 10
Relzinas] airnieg s 2Rl
Toinl sooae Khokilers” ey 1.2 360

Lol Hahiliiees gnd sgackhiod doms" ecpainy
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Communicating with Users

Communicating with

Balance Sheet Statement of Cash Flows

Wuserstion 1-7 Wseration 1-5

BIERRA CORPORATHIH RIERRL CORFOEATICH
Babarass Shisl Fatsrend of Cash Floras
Ocipker 31, 3013 Fur e Weetk Ersdedl Oisber 31, 20073

Caah Hivam Brrm apearnting acihirz=
sl B=
- Tl ||_-|_|-;|i-|. Troim IFI-I':IF sl les b ]
Cash F15 24u0 Tanhs (L) dir i o |1I_-I||I:|||: A Dy = [ ]
::‘T;:::'IH““". ”ﬂ Pl coh s ksl by ope g sctivilies g 5 T
EF'l f Y ——— TEG Cash Moras B bovesiing acibiibes
]:..':"m"n“ = l'.lll-\-l:l Purchased oifice eguipmesi (R
Tl ’ 1:“'_“'] Mail cash msmad b Imveasing aciivitkas 1%, DRI
At —_— Caah Hoeaw Becmmi Mnssclhng scloie=
Liaksalitice amel ook bold: " Eguily Doz g ool oo rbirwen alagks 193
Licibel Issaped vprle peroible 5 XH0
PI-I = I::-\' bl & 4600 Prormieri: of di idend [
.:l.:x-\-:-.ul:ll-.:- ;u__.:th_ '_'IE-I.III.I Mol cosh. procided By Tireancing oot mes 14, SiK)
Sakaies gy alile 1:m Mt imcremew in cash 15,210
Unepmed worekoe rrsenise FIMI Cash o beginaing ol e raed a
Inkeresi privable L] b Cnah s e o perioad £1% 2Kl
Tl lahbilities % 5L
sk el ke cpanty
Codmi o sl i (LR 1]
Eciziresd enirmmgs 3 i
Tl shackhoklors oyguily 12,3840
Taoal habilivies and ok hodders” o X1 910
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Communicating with Users

Communicating with Users

Statement of Cash Flows

Wusersticn 1-2
SIERAA CORPORATION
Sratemel ol Cesh Floras
Far they Blonih Endesd Ciilabar 31, 370132
Cash leraw lrom siperaling activilies
Cosly reciipis Froum operabing sclivilies 11, 2
Cash povments for apersting octivities {5 S
Pl sy proceicded) by Gpssraling aciiviles 25T
Caszh flows rom imvesting acinwies
P hasesd allice equiprmentd 15 0K
mlet cash used By investing ocvivitkes L5 M)
Cash Merus ram linsncing wotivilies
Issuance of common siock 1 4D
lssised nowe payable &
Pasmneni of dividerd et n
Mt cisly provided by finomcing octivizies 14, 51K
Ml imcrens in cmh 15 K
Cash ad beginning o pEricxl L]

Cash 2 encd ol pericd

:
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Answers:

+ Where did cash
come from during
the period?

# How was cash used
during the period?

+ Whatwas the

change in the cash
balance during the
period?




Other Elements of an Annual Report

Other Elements of an Annual Report

U.S. companies that are publicly traded must provide
shareholders with an annual report.

The annual report always includes:
+ Financial statements.
+ Management discussion and analysis.
+ NMotes to the financial statements.
*

Independent auditor's report.
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Other Elements of an Annual Report

Other Elements of an Annual Report

Auditor’s Report

Auditor’s opinion as to the fairness of the presentation of the
financial position and results of operations and their conformance
with generally accepted accounting standards.
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