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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

Property, Plant, and Equipment Natural Resources
Reporting and Interpreting Liabilities

Reporting and Interpretation




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.

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

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




Introduction to Financial Statements

Introduction to Financial Statements

Foaorm:s ol U=sers and Uses
Business of Fimancial
COrgamzatian Inlformation

Business
Achwvihes

& Sobe & |nternal users @ Financing & |nocome statement
proprietorship e External users e Investing e Retained esarnings
= Farinership e Ethics in financial e Operating statement
& Corporation reporiing & Balance sheet
w Statemvent of cash
flows
e |nferrelationships
of statements

& 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 + Easier to transfer
by one person establish ownership

« Simple to + Shared control +« Easier to raise
establish + Broader skills Rmas

<« 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
Users

Internal
Users

Taxu
Authon
Labor
Unions
o GstcmB

egulato>
Agencies
lnvest

Creditors




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 Resources
employees a pay raise? I

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

3. Which product line is most — Management
profitable?

4. |s cash sufficient to pay | Finance

dividends to the stockholders?
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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? ) 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.

+ MNotes 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
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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. Spsruing

+ 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 assetls 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.

¢ Netincome — when revenues exceed expenses.

¢ Netloss — 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 Income E‘:tr:'i:;: Sﬂt?t{e:;ah':t
Sheet Statement Statement Flows

"




Communicating with Users

Communicating with Users

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

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

Havenuaes

Service mevenue 10,6000 EK-E-EE:d EKF"ET'IEEE-
Expenses

Salaries expense 55,200 _

Supplies expense peres + Netloss — expenses

Renl expense 900 exceed revenues.

Inccurance ex persse i

Inleresl expense S0 .

Depreciaiion expense ik #+ Past net income

R lipeat s R provides information for

Ml income ¥ 2860

predicting future net
income.
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Communicating with Users

Communicating with Users

Retained Earnings

Income Statement Statement
Nustration 1-4 Bustration 1-5
SIERRA CORPORATION SIERRA CORPORATION
Incoma Statemant Retaned Exrmings Statement
For the Month Ended Octeber 31, 2012 For the Month Ended October 31, 2012

Revenues Retained carnings, October | b 3 0

Service revenue $10.600 pe Addh: Net income 2 8450
Expenses 2. 860

Salarics expense 35,200 Less: Dividends 500

Supplics expense 1.500 Retained camings, October 31 $£2.360

Rent expense SO0 T—

Insurance expense 50

Interest expense 50

Depaecintion expense 40

Total expenses 7.730 Net income is needed to

et Scorte $2500 = | determine the ending balance in

retained earnings.
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Communicating with Users

Communicating with Users

Retained Earnings
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Communicating with Users

Communicating with Users

Retained Earnings
Statement

# Statement shows amounts and

Wusersticn 1-5

causes of changes in retained SIERRA CORPORATION
- i - Redaned Eamings Statement
earnings during the period. For the Month Ended Oclobar 21, 2012 ]

+ Time period is the same as g . s g, Dclober | A
that covered by the income N 2,860
Lesss Diviclends S

statement. Retained emmings, October 31

lﬁ
]
L]

Ld
o
o

# Users can evaluate dividend
payment practices.
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Communicating with Users

Communicating with Users

Balance Sheet Retained Earnings

lllestratom 1-F
e ——— Statement
Biadanca Steet Wuspraticn 1-5
COipnebar 31, 2043
SIERRA CORPORATION
_ SENEEEE Relamed Eamings Statement
*_-,':*"' SrLtmbL For the Maonth Ended Octabar 31, 2012
soamimle rever vk 2
Supgdus 1 isH]
Frogaid insurnnoe =50 Retalmed canmdmgs, Oeiober 1 3 il
Lo prmar i mee + .l Add: Nel income 2 Ban
Testal aecew-15 F2i %10 2 84a0
Liohdlities and Stockholders” Equiiy Lisas Dividends SiH]
Lizibalid b= r f -
Neciee payrlile O == Retained esimings, Ociober 31 £2 350
Acaunis punahle ]
Sakiries paable [ o]
Unenimiod S2ivice mevenue o]
Indcvewd paivalde L7 ]
I o 3 9550 Ending balance in retained
Irs; ihdere’ equsiy . . .
Comanon steck 10,000 earnings is neaded in preparing
R iminaa] azirnieg s =T
Toninl soce Khi kieirs exqusny 12360  — “.IE halanm 3hEEt'

Lol Hphvilioees nd sseckhaod dens” ocpaiiy
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Communicating with Users

Communicating with Users

Balance Sheet |

. e o ¢ Reports assets and
October 31, 2012 .
claims to assets at a
Assein
Cash = $13.200 specific point in time.

Accoumts tocery sk 200
Suppinrs 1 o0
) Wt whe 350
N o - 4900 ¢ Assets = Liabilities +

P st ‘ g2une Stockholders’ Equity.
Liabélities and Stockholdesrs’ Equity

Lralalitnes

roval gt s ¢ Lists assets first,
Sobartes pun ahle < e satat
;mullu\'l \"'\:l‘ oV : :f':; fouowed by "ab'ht'es and
ATt Pk i > »
Totul lm!nluu- $ VS50 stOCkhO|ders' eqU'ty.
Stowch bobders” cgumy
Commrnon stock 10,000
Retmmmn] cunvrg s 2, 0
Total stow Khokboys” equety 12360

Tonad Datlies and s bholders eguity
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Communicating with Users

Communicating with

Balance Sheet Statement of Cash Flows

Wistration 1-7 Whistration 1-8

BIERRA CORPORATIHOH BIERRL CORFOSATIOHN
Baolarss Shesei Spevard of Casth Flras
Ocicker 11,2013 Fix ke Benlk Ervded Oelabar 30, 2502

Caah Hivaw v aparaalng acihrihs=
BEL ]
- {-I'\h ||_-|_|-;|l-|. Troim IFI-I':IFH':L:';"\. 'E.“_m'l
Cash | 1-|$_$ Conhi purpmee i Diw e aliing e liv s 15 Sl
t:.?;:;ﬂlﬁf voble I_Ilill.l.l Pel coh pres ikl by opemimg sctivities § 5 T
EF'||.I-|Hi|J [F—— 5E Cash Morws v brvesiing aciiviikes
Boquipment, fiet 4,960 Purchased office squipmeni 15 LK
' - Mai cadh msad by imveasing sciivitkss 1%, W)
Tkl asseis 121 910 :

Cash Hoeas Broms Tia |I|t sctivinies

].l‘.ﬂ"ﬂ.dﬂll.ﬂ“ﬂﬂl El_-lzl' Dz repe ol oo rsimeen sioak |'1_I1':l'l
Lichaliies Il Evie payoible 5 XHA)
A Frormierit of div idend [
M payzihis £ R AEH B
At puipihl 3 Eiy Ml cash procided by lieircing ocoimess 14, Eix)
Sinkarses g alsle 1.0 Mt imerensw in caah 15, 20K
Unepmed sereioe rorsenie FIHI Cash o heginaing of e raed a
Inkeresi rivble e 1] =g Caah o i il perioad £1% 300
Tastal lmhilities % W5En
Sk el dbe s cpanty
Coanmom s kg 1% I
Ertzinesd anirmmgs 2l
Tl shakhoklers aquily 12, 384)

Total Labilities and ook hodders” o
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Communicating with Users

Communicating with Users

Statement of Cash Flows

Answers:
Wustration 1-8

. SIERRA CORRORATION & Where did cash
come from during

For the Monith Ended Oclober 31, 2012

Canh Morms fromm operating st iles =
Canbs recwipts from operutiog sctivilies $11.200 the peHOd?
Canhs pavments for operating activizies {5 500)
Net canh proaided by opwrating activites $ 5700
Cash flows from twvesting octnities ¢ How was cash used
Purchased ofbioe equipenent {5 Oxxy) . X
Net canh used By I esting activithes LS. 000 dunng the mnOd?
Conh Dovmn oo Dimane fng s tiv itions
Issumance of commman stock 10,000
Lsstacd noge pavable 5,000 = What was the
Payeoent of dividend {SC0)
Nt conhy proabded by linancing actiyitles 14 500 Change in the caSh
Nt imcrense in camh 15200 .
Canh st Beginming of periend O ba'ance dur'ng the
Coanh st ond of period S 15 200
PSSy

period?
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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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