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	          Financial & Managerial Accounting … Expanding on Proven Success


What’s New to the Edition


NEW DATA ANALYTICS APPROACH! We believe it is important for students to be introduced to data analytics in the financial and managerial accounting courses. With this experience and knowledge, students will make smarter business decisions and are better prepared for the workforce. We know, though, that a one-size approach does not meet the differing needs of the course and skill levels of students. Our new data analytics approach provides data analytics projects for your students at all levels—from beginner to advanced—allowing faculty the flexibility to assign projects that fit the needs of the course and their students.


NEW EXCEL TUTORIAL VIDEOS! The ability to use Excel is a necessary skill for all business majors. Accompanying each chapter, Excel templates and auto-graded Excel problems are available to help your student use Excel to apply their accounting knowledge. We recognize the importance of helping students strengthen their Excel skills, but we also realize that some students may need some extra guidance. To help these students, we’ve created step-by-step tutorial videos to accompany our auto-graded Excel projects found within most chapters. Instructors have the option to assign the auto-graded Excel projects with or without our new Excel Tutorial Videos.


NEW FEATURE ON CAREERS AND EMPLOYABILITY! The first courses in accounting are a great place to discuss the importance of accounting in today’s job market. Throughout the narrative, the new Accounting in Your Career feature highlights the role of accounting in businesses and various positions that require accounting knowledge. When discussing the role of accountants, in addition to the traditional career path (CPA), we also provide information about additional certifications available to accounting majors including Certified Management Accounting (CMA), Chartered Global Management Accountant (CGMA), and Certified Financial Planner (CFP).

     
[image: A feature section titled, accounting in your career.]

 The data listed are as follows. Credit Analyst. A credit analyst is responsible for credit and collection activities for a business. The employee is responsible for determining the degree of risk in extending credit to customers. Credit analysts use liquidity ratios, profitability ratios, and credit history to determine if credit should be offered to the customer. In addition, credit analysts handle collection activities including collection of past due balances and ensuring compliance with company credit policies. A credit analyst should have strong analytical thinking skills including an understanding of accounting and finance. A bachelor’s degree in business is often required for this position. Credit analysts work in a variety of different industries and earn an average $60,000 to $80,000 annual salary.

NEW IMPACT OF COVID-19 ON FINANCIAL STATEMENTS! COVID-19 had a tremendous impact on companies’ financial information. Throughout the text, examples of companies’ financial statements and the impact of COVID-19 on financial information have been integrated to provide relevancy to concepts being taught.


NEW TRY IT! ANSWERS INCLUDED IN TEXT! To help students quickly assess their understanding, the answers to the Try It! questions, which were previously located online, are now also included at the end of each chapter.


NEW ALGORITHMIC WORKOUT PROBLEMS IN MYLAB ACCOUNTING FOR ASSESSMENT AND TESTING! Assessing students’ understanding of the chapter content is an important part of the learning process. In recognition that faculty need a variety of assessment options, algorithmic workout problems have now been added for each chapter in MyLab Accounting. These workout problems are unique to the testing environment.


UPDATED! End-of-chapter exercises and problems have been updated with new years and company financial information.


UPDATED! Chapter openers, Tying It All Together features, and financial statement analysis companies (PepsiCo, Inc. and The Coca-Cola Company) have been updated with current company financial information.


UPDATED DATA ANALYTICS IN ACCOUNTING FEATURE! Data analytics is becoming critically important in business—specifically in accounting. The Data Analytics in Accounting feature has been integrated throughout the text. This feature highlights how real companies use Data Analytics and Data Visualizations to report financial information and make business decisions while introducing students to foundational concepts that build digital acumen. This feature also discusses emerging technologies, such as robotic process automation and artificial intelligence, and how they relate to businesses.
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 Today’s accountants need to have more than just accounting knowledge. They also need to have an understanding of how technology is used to process financial information. Accounting and finance individuals actively work with information technology teams to develop accounting systems. Data analytics, which is the process of examining data, identifying trends, and drawing conclusions, is often used by companies to answer business questions. The insights gained from data analytics are often communicated through the use of data visualizations. Data visualizations are the presentation of data, trends, and conclusions in a graphical format. Often these visualizations are developed into a dashboard, which is a visual display of data that can be used to answer a variety of different questions. Ideal business employees have knowledge in both accounting and technology. Individuals with strong technology skills are in high demand as companies are prioritizing digital transformation. Look for this feature in future chapters to better understand how data analytics is changing the role of business employees.

Chapter F:1: Accounting and the Business Environment

              
	Revised the discussion on governing organizations to include U.S. and international reporting standards and information on AICPA’s Financial Reporting Framework for Small- and Medium-Sized Entities

	Changed the Office Supplies account to Supplies and included a discussion about expensing supplies as consumables if used within 12 months or less

	Added discussion and a new exhibit on the statement of stockholders’ equity

	Added a Data Analytics in Accounting feature introducing data analytics and data visualizations





Chapter F:2: Recording Business Transactions

              
	Updated the chapter opener and Tying It All Together feature with a new company, Roadrunner Transportation Systems, Inc.


	Added a new learning objective that introduces the accounting cycle

	Replaced the Data Analytics in Accounting feature with one that introduces dashboards





Chapter F:3: The Adjusting Process

              
	Updated the chapter opener and Tying It All Together feature with a new company, Grupo Televisa, S.A.B. and Subsidiaries (NYSE: TV)

	Coverage of adjusting entries has been split into two separate learning objectives to allow for better understanding of the differences between deferrals and accruals

	Added a new learning objective that will allow students to understand how this chapter content fits into the accounting cycle

	Moved the discussion on using a worksheet to prepare adjusting entries to the appendix

	Removed the discussion on the coverage of alternative treatment of recording deferred expenses and deferred revenues





Chapter F:4: Completing the Accounting Cycle

              
	Added a Data Analytics in Accounting feature that introduces sunburst charts

	Moved the discussion on using a worksheet to prepare financial statements to the appendix

	Removed the discussion on reversing entries





Chapter F:5: Merchandising Operations

              
	Updated the chapter opener and Tying It All Together feature with a new company, Urban Outfitters, Inc. (NASDAQ: URBN)

	The gross methods of recording sales transactions is now covered in the chapter. For faculty who would like to cover the net method, Appendix 5B has been added along with a summary exhibit that illustrates the differences between the net and gross methods

	Removed the coverage of adjusting entries for estimated sales returns as this topic is more appropriate for intermediate accounting courses

	Removed the appendix that covered the five steps of revenue recognition as this topic is more appropriate for intermediate accounting courses





Chapter F:7: Internal Control and Cash

              	Updated the chapter opener and Tying It All Together feature with a new company, Shake Shack, Inc. (NYSE: SHAK)




Chapter F:8: Receivables

              	Added a Data Analytics in Accounting feature discussing how companies monitor Accounts Receivables




Chapter F:10: Investments

              	Added a Data Analytics in Accounting feature discussing XBRL reporting




Chapter F:11: Current Liabilities and Payroll

              
	Updated the payroll tax amounts for 2022 (current at time of printing)

	Added a Data Analytics in Accounting feature discussing the use of benchmarking company information





Chapter F:12: Long-Term Liabilities

              
	Added a Data Analytics in Accounting feature on using Excel to prepare a loan amortization schedule

	Added abbreviated time value of money tables in the chapter to better demonstrate the calculation





Chapter F:14: The Statement of Cash Flows

              
	Updated the chapter opener and Tying It All Together feature with a new company, lululemon athletica inc. (NASDAQ: LULU)

	Coverage of the statement of cash flows has been split into two separate learning objectives for improved student understanding

	Removed coverage of using a spreadsheet to help in preparation of the statement of cash flows





Chapter F:15: Financial Statement Analysis

              
	Added a section on corporate environmental, social, and governance reports

	Added a Data Analytics in Accounting feature discussing descriptive and predictive analytics





Appendix B: Accounting Information Systems

              
	Added discussion on cloud storage

	Added a Data Analytics in Accounting feature on cybersecurity

	Updated sales transactions and sales journal to reflect recording sales discounts using the gross method
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            Why is Accounting Important?


Learning Objective 1 Explain why accounting is important and list the users of accounting information


You’ve heard the term accounting, but what exactly is it? Accounting is the information system that measures business activities, processes the information into reports, and communicates the results to decision makers. Accounting is the language of business. The better you understand the language of business, the better you can manage your own business, be a valuable employee, or make wise investments.


We tend to think of accountants as boring and dry. However, accounting is much more than simple recordkeeping or bookkeeping. Today’s accountants participate in a broad range of activities such as the investigation of financial evidence, the development of computer programs to process accounting information, and the communication of financial results to interested parties. The knowledge of accounting is used every day to help make business decisions.


The Pathways Vision Model (see Exhibit F:1-1), created by the Pathways Commission, provides a visual interpretation of what accountants really do. Accounting starts with economic activities that accountants review and evaluate using critical thinking and judgment to create useful information that helps individuals make good decisions. The model emphasizes that good decisions have an impact on accounting judgments and economic activity, thus creating a circular flow of cause and effect. Accountants are more than boring, tedious number crunchers. Instead, accountants play a critical role in supporting a prosperous society.

      
Exhibit F:1-1 Pathways Vision Model

[image: An illustration of the Pathways Vision Model depicts the function of an accountant.]

This work is by The Pathways Commission. The Pathways Vision Model: AI artwork: AAA Commons. American Accounting Association.

 On the left side of the graphic a caption at the bottom reads We tend to think of accountants as boring and dry. Above this caption is a large downward facing red arrow, in front of which at the top is an image of random black and white dots labeled data and rules flowing into a funnel and container labeled Black and White. To the left of this Black and White container is a stick figure turning a wheel and saying Let's see: Right... wrong... This is Accounting?! Below the Black and White container, spigots flow down with arrows pointing to another container labeled Right and Wrong. From the left of the Right and Wrong container an arrow points to Yes and then down to Assets. From the right of the Right and Wrong container an arrow points to No and then down to Liabilities. Both Assets and Liabilities have arrows pointing down to Financial Statement with black dots in an ordered row on the left and white dots in an ordered row on the right. 

In the middle of this graphic a caption in a blue horizontal arrows reads The truth, though is ... and points to the right side of the graphic.

On the right side of the graphic, a caption at the bottom reads Accountants are instrumental in helping to create a prosperous society. Above this caption is an large upward facing blue arrow, in front of which at the bottom is a picture of Economic Activity with arrows pointing up to Shades of Gray, with arrows pointing up to Accounting Judgments beside a lightbulb that reads Critical Thinking, with an arrow pointing up to Useful Information, with an arrow pointing up to Good Decisions, above which is an image of a globe labeled Prosperous Society. To the right of the Good Decisions graphic are arrows labeled Consequences that point from Good Decisions to Accounting Judgments, and from Good Decisions to Economic Activity. To the left of this entire image is a stick figure saying This is Accounting!






            Decision Makers: The Users of Accounting Information


We can divide accounting into two major fields: financial accounting and managerial accounting. Financial accounting provides information for external decision makers, such as outside investors, lenders, customers, and the federal government. Managerial accounting focuses on information for internal decision makers, such as the company’s managers and employees.


Exhibit F:1-2 illustrates the difference between financial accounting and managerial accounting. Regardless of whether they are external or internal to the company, all decision makers need information to make the best choices. The bigger the decision, the more information decision makers need. Let’s look at some ways in which various people use accounting information to make important decisions.

      
Exhibit F:1-2 Decision Making: Financial Versus Managerial Accounting

[image: An illustration depicts the difference between decision making in financial and managerial accounting.]

 The Financial Accounting involves external decision makers.


	Should I invest in the business with a question mark

	Is the business profitable with a question mark

	Should we lend money to the business with a question mark

	Can the business pay us back with a question mark



The Managerial Accounting involves internal decision makers.


	How much money should the business budget for production with a question mark

	Should the business expand to a new location with a question mark

	How do actual costs compare to budgeted costs with a question mark





Individuals


How much cash do you have? How much do you need to save each month to retire at a certain age or pay for your children’s college education? Accounting can help you answer questions like these. By using accounting information, you can manage your money, evaluate a new job, and better decide whether you can afford to buy a new computer. Businesses need accounting information to make similar decisions.


Businesses


Business owners use accounting information to set goals, measure progress toward those goals, and make adjustments when needed. The financial statements give owners the information they need to help make those decisions. Financial statements are helpful when, for example, a business owner wants to know whether his or her business has enough cash to purchase another computer.


Investors


Outside investors who have some ownership interest often provide the money to get a business going. Suppose you’re considering investing in a business. How would you decide whether it is a good investment? In making this decision, you might try to predict the amount of income you would earn on the investment. Also, after making an investment, investors can use a company’s financial statements to analyze how their investment is performing.


You might have the opportunity to invest in the stock market through your company’s retirement plan. Which investments should you pick? Understanding a company’s financial statements will help you decide. You can view the financial statements of large companies that report to the Securities and Exchange Commission (SEC) by logging on to http://www.finance.yahoo.com, http://www.google.com/finance, or the SEC’s EDGAR database (http://www.sec.gov/edgar).


Creditors


Any person or business to whom a business owes money is a creditor. Before extending credit to a business, a creditor evaluates the company’s ability to make the payments by reviewing its financial statements. Creditors follow the same process when you need to borrow money for a new car or a house. The creditor reviews accounting data to determine your ability to make the loan payments. What does your financial position tell the creditor about your ability to repay the loan? Are you a good risk for the bank?


Taxing Authorities


Local, state, and federal governments levy taxes. Income tax is calculated using accounting information. Good accounting records can help individuals and businesses take advantage of lawful deductions. Without good records, the Internal Revenue Service (IRS) can disallow tax deductions, resulting in a higher tax bill plus interest and penalties.





            What are the Organizations and Rules that Govern Accounting?


Learning Objective 2 Describe the organizations and rules that govern accounting


All professions have regulations. Let’s look at the organizations and rules that govern the accounting profession. The rules that a business must follow often depend on the country in which the business is incorporated and if the company’s stock is sold on a stock exchange, such as the New York Stock Exchange (NYSE) or National Association of Securities Dealers Automated Quotations (NASDAQ). We will begin by examining the regulations that apply to companies in the United States.





            United States


In the United States, the Financial Accounting Standards Board (FASB), a privately funded organization, oversees the creation and governance of accounting standards. The FASB works with governmental regulatory agencies like the Securities and Exchange Commission (SEC). The SEC is the U.S. governmental agency that oversees the U.S. financial markets. It also oversees those organizations that set standards (like the FASB). The FASB also works with congressionally created groups like the Public Company Accounting Oversight Board (PCAOB) and private groups like the Association of International Certified Professional Accountants (AICPA), Institute of Management Accountants (IMA), and International Accounting Standards Board (IASB).


The guidelines for accounting information are called Generally Accepted Accounting Principles (GAAP). GAAP is the main U.S. accounting rule book. Companies whose stock is publicly traded (companies whose stock can be purchased and sold on a public stock exchange, such as the New York Stock Exchange or NASDAQ) are required to follow the rules of the SEC. One of those rules requires the publicly traded company to file financial statements using GAAP. You may be wondering what rules companies must follow if they are not publicly traded. Many of these companies still follow GAAP as financial lenders often require them. The AICPA issued a Financial Reporting Framework for Small- and Medium-Sized Entities to guide these types of businesses in the development of financial statements.





            International


As mentioned previously, the SEC requires that U.S. publicly traded companies follow U.S. GAAP. Companies that are incorporated in or do significant business in another country might be required to publish financial statements using International Financial Reporting Standards (IFRS), which are published by the International Accounting Standards Board (IASB). IFRS is a set of global accounting standards that is required by 144 countries/jurisdictions. In the United States, foreign companies that are listed on a U.S. stock exchange are able to report their financial information using either U.S. GAAP or IFRS standards. As of 2022, more than 500 foreign companies submit their financial statements to the SEC using IFRS standards.


IFRS are generally less specific and based more on principle than U.S. GAAP. IFRS leaves more room for professional judgment. For example, unlike U.S. GAAP, IFRS allows periodic revaluation of certain assets and liabilities to restate them to market value rather than keeping them at historical cost. At one point in time, it was thought that FASB and IASB would work together to create a global set of accounting standards. Although much work has been done in this area, it appears that there will always remain some differences between IFRS and U.S. GAAP.





            Generally Accepted Accounting Principles


In order to understand, use, and prepare financial statements for U.S.-based companies, it’s important that we understand GAAP. GAAP rests on a conceptual framework that identifies the objectives, characteristics, elements, and implementation of financial statements and creates the acceptable accounting practices. The primary objective of financial reporting is to provide information useful for making investment and lending decisions. To be useful, information must be relevant and have faithful representation. Relevant information allows users of the information to make a decision. Information that is faithfully representative is complete, neutral, and free from material error. These basic accounting assumptions and principles are part of the foundation for the financial reports that companies present.


The Economic Entity Assumption


The most basic concept in accounting is that of the economic entity assumption. An economic (business) entity is an organization that stands apart as a separate economic unit. We draw boundaries around each entity to keep its affairs distinct from those of other entities. An entity refers to one business, separate from its owners.


A business can be organized as a sole proprietorship, partnership, corporation, or limited-liability company (LLC). Exhibit F:1-4 summarizes the similarities and differences among the four types of business organizations. In this book, we spend most of our time studying accounting for corporations. There are several features that distinguish a corporation from other types of business organizations. Let’s look at them now.

      
Exhibit F:1-4 Business Organizations

[image: A table displays the various types of business organizations.]

 

	Blank
	Sole Proprietorship
	Partnership
	Corporation
	Limited-Liability Company, L L C



	Definition
	A business with a single owner
	A business with two or more owners and not organized as a corporation 
	A business organized under state law that is a separate legal entity
	A company in which each member is only liable for his or her own actions



	Number of owners
	One, called the proprietor
	Two or more, called partners
	One or more, called stockholders
	One or more, called members or partners



	Life of theorganization
	Terminates at owner's choice or death
	Terminates at a partner'schoice or death
	Indefinite
	Indefinite



	Personal liabilityof the ownersfor the business'sdebts
	Owner is personally liable
	Partners are personally liable
	Stockholders are not personally liable
	Members are not personally liable



	Taxation
	Not separate taxable entities. The owner pays tax on the proprietorship's earnings.
	Partnership is not taxed.Instead partners pay tax on their share of the earnings.
	Separate taxable entity.Corporation pays tax.
	L L C is not taxed. Instead members pay tax on their share of earnings.



	Type of business
	Small businesses
	Professional organizations of physicians, attorneys, and accountants
	From small business tolarge multinationalbusinesses
	An alternative to the partnership






Separate Legal Entity


A corporation is a business entity formed under state law. The state grants a charter (also called articles of incorporation), which is the document that gives the state’s permission to form a corporation. This is called an authorization because the state “authorizes” or approves the establishment of the corporate entity.


A corporation is a distinct entity from a legal perspective. It is an entity that exists apart from its owners, who are called the stockholders or shareholders. However, the corporation has many of the rights that a person has. For example, a corporation may buy, own, and sell property; enter into contracts; sue; and be sued. Items that the business owns (its assets) and those items that the business has to pay later (its liabilities) belong to the corporation and not to the individual stockholders.


The ownership interest of a corporation is divided into shares of stock. A person becomes a stockholder by purchasing the stock of the corporation. The corporate charter specifies how much stock the corporation is authorized to issue (sell) to the public. Due to this fact, it is usually easier for corporations to raise capital.


Continuous Life and Transferability of Ownership


Stockholders may transfer stock as they wish—by selling or trading the stock to another person, giving the stock away, bequeathing it in a will, or disposing of the stock in any other way. Because corporations have continuous lives regardless of changes in the ownership of their stock, the transfer of the stock has no effect on the continuity of the corporation. Sole proprietorships and partnerships, in contrast, end when their ownership changes for any reason. A corporation’s life is not dependent on a specific individual’s ownership.


No Mutual Agency


No mutual agency means that the stockholder of a corporation cannot commit the corporation to a contract unless that stockholder is acting in a different role, such as an officer in the business. Mutual agency of the owners is not present in a corporation as it is in a partnership.


Limited Liability of Stockholders


A stockholder has limited liability for the corporation’s debts. The most that stockholders can lose is the amount they originally paid for the stock. (Depending on state law, this limited liability would also apply to a limited-liability company member; however, conversely, sole proprietors and partners are personally liable for the debts of their businesses.)


The combination of limited liability and no mutual agency means that persons can invest unlimited amounts in a corporation with only the fear of losing whatever amount the individual has invested if the business fails. This attractive feature enables a corporation to raise more money than proprietorships and partnerships.


Separation of Ownership and Management


Stockholders own the business, but a board of directors—elected by the stockholders—appoints corporate officers to manage the business. Thus, stockholders do not have to disrupt their personal affairs to manage the business.


This separation between stockholders (owners of the corporation) and management may create problems. Corporate officers may decide to run the business for their own benefit rather than for the benefit of the company. Stockholders may find it difficult to lodge an effective protest against management because of the distance between them and the top managers.


Corporate Taxation


Corporations are separate taxable entities. They pay a variety of taxes not paid by sole proprietorships or partnerships. Depending on the state in which the organization incorporated and the state(s) in which the corporation operates, the taxes could include one or both of the following:

              
	
Federal and state income taxes: Corporate earnings are subject to double taxation. First, corporations pay their own income tax on corporate income. Then, the stockholders pay personal income tax on the dividends that they receive from corporations. This is different from sole proprietorships and partnerships, which pay no business income tax. Instead, the tax falls solely on the individual owners.

	
Annual franchise tax levied by the state: The franchise tax is paid to keep the corporation charter in force and enables the corporation to continue in business.





Government Regulation


To protect persons who loan money to a corporation or who invest in its stock, states monitor the actions of corporations. Corporations are subjected to more governmental regulation than other forms of business, which is a disadvantage for corporations and can be expensive.


Organization of a Corporation


As noted earlier, creation of a corporation begins when its organizers, called the incorporators, obtain a charter from the state. The charter includes the authorization for the corporation to issue a certain number of shares of stock, which represent the ownership in the corporation. The incorporators pay fees, sign the charter, and file the required documents with the state. Once the first share of stock is issued, the corporation comes into existence. The incorporators agree to a set of bylaws, which act as the constitution for governing the corporation. Bylaws are the rule book that guides the corporation.


The ultimate control of the corporation rests with the stockholders, who normally receive one vote for each share of stock they own. The stockholders elect the members of the board of directors, which sets policy for the corporation and appoints the officers. The board elects a chairperson, who usually is the most powerful person in the corporation. The board also designates the president, who as chief executive officer manages day-to-day operations. Most corporations also have vice presidents in charge of sales, operations, accounting and finance, and other key areas. Exhibit F:1-5 shows the authority structure in a corporation.

      
Exhibit F:1-5 Structure of a Corporation

[image: A hierarchal chart displays the structure of a corporation.]

 In the hierarchal chart, each item represents people at a certain level in the corporate structure. The people in each item are responsible for overseeing those listed after them. Stockholders, Board of directors, Chairman of the board, President, Vice presidents of sales, operations, accounting and finance, and human resources; and the corporate secretary.



In order to demonstrate the economic entity assumption and several other concepts in this chapter, we will use a fictitious corporation—Smart Touch Learning—an e-learning business that specializes in providing online courses in accounting, economics, marketing, and management. This fictitious business will be used often throughout the book.


Assume Sheena Bright started Smart Touch Learning by organizing it as a corporation. She contributed cash of $30,000 in exchange for stock of $30,000. Following the economic entity assumption, the $30,000 is recorded separately from Sheena’s personal assets, such as her house and car. To mix the $30,000 of business cash with Sheena’s personal assets would make it difficult to measure the success or failure of Smart Touch Learning. The economic entity assumption requires that each entity be separate from other businesses and from the owners.


The Cost Principle


The cost principle states that acquired assets and services should be recorded at their actual cost (also called historical cost) and not fair value. The cost principle means we record a transaction at the amount shown on the receipt—the actual amount paid. Even though the purchaser may believe the price is a bargain, the item is recorded at the price actually paid and not at the “expected” cost. For example, assume our fictitious company Smart Touch Learning purchased land for $20,000. The business might believe the land is instead worth $25,000. The cost principle requires that Smart Touch Learning record the land at $20,000, not $25,000.


The cost principle also holds that the accounting records should continue reporting the historical cost of an asset over its useful life instead of adjusting the cost annually to fair value. Fair value (also called market value) represents the price that would be received if the asset was sold. Why are assets reported at historical cost? Because cost is a reliable measure. Suppose Smart Touch Learning holds the land for six months. During that time land prices rise, and the land could be sold for $30,000. Should its accounting value—the figure on the books—be the actual cost of $20,000 or the current market value of $30,000? According to the cost principle, the accounting value of the land would remain at the actual cost of $20,000.


The Going Concern Assumption


Another reason for measuring assets at historical cost is the going concern assumption. This assumes that the entity will remain in operation for the foreseeable future. Under the going concern assumption, accountants assume that the business will remain in operation long enough to use existing resources for their intended purpose.


The Monetary Unit Assumption


In the United States, we record transactions in dollars because the dollar is the medium of exchange. The value of a dollar changes over time, and a rise in the price level is called inflation. During periods of inflation, a dollar will purchase less. But accountants assume that the dollar’s purchasing power is stable. This is the basis of the monetary unit assumption, which requires that the items on the financial statements be measured in terms of a monetary unit.





            Ethics in Accounting and Business


Ethical considerations affect accounting. Investors and creditors need relevant and faithfully representative information about a company that they are investing in or lending money to. Companies want to be profitable and financially strong to attract investors and attempt to present their financial statements in a manner that portrays the business in the best possible way. Sometimes these two opposing viewpoints can cause conflicts of interest. For example, imagine a company that is facing a potential million-dollar lawsuit due to a defective product. The company might not want to share this information with investors because it would potentially hurt the business’ profitability. On the other hand, investors would want to know about the pending lawsuit so that they could make an informed decision about investing in the business. To handle these conflicts of interest and to provide reliable information, the SEC requires publicly held companies to have their financial statements audited by independent accountants. An audit is an examination of a company’s financial statements and records. The independent accountants then issue an opinion that states whether the financial statements give a fair picture of the company’s financial situation.


The vast majority of accountants do their jobs professionally and ethically, but we often don’t hear about them. Unfortunately, only those who cheat make the headlines. In recent years, we have seen many accounting scandals.


In response to the Enron and WorldCom reporting scandals, the U.S. government took swift action. It passed the Sarbanes-Oxley Act (SOX), intended to curb financial scandals. SOX requires management to review internal control and take responsibility for the accuracy and completeness of their financial reports. In addition, SOX made it a criminal offense to falsify financial statements. The Sarbanes-Oxley Act also created a new watchdog agency, the Public Company Accounting Oversight Board (PCAOB), to monitor the work of independent accountants who audit public companies. More recent scandals, such as the Bernie Madoff scandal in which Mr. Madoff pleaded guilty to defrauding thousands of investors by filing falsified trading reports, have further undermined the public’s faith in financial reporting. This may result in more legislation that will influence future reporting.


 





 Try It!




Match the accounting terminology to the definitions.

    



	
7. Cost principle

8. GAAP

9. Faithful representation

10. SEC

11. FASB

12. Monetary unit assumption

13. Economic entity assumption

14. Going concern assumption

15. IASB


	
	oversees the creation and governance of accounting standards in the United States

	requires an organization to be a separate economic unit

	oversees U.S. financial markets

	states that acquired assets and services should be recorded at their actual cost

	creates International Financial Reporting Standards

	the main U.S. accounting rule book

	assumes that an entity will remain in operation for the foreseeable future

	assumes that items on the financial statements are recorded in a monetary unit

	requires information to be complete, neutral, and free from material error











Check your answers at the end of the chapter or online in MyLab Accounting.


For more practice, see Short Exercises S-F:1-2 through S-F:1-5.

  






            What is the Accounting Equation?


Learning Objective 3 Describe the accounting equation and define assets, liabilities, and equity


The basic tool of accounting is the accounting equation. It measures the resources of a business (what the business owns or has control of) and the claims to those resources (what the business owes to creditors and to the owners). The accounting equation is made up of three parts—assets, liabilities, and equity—and shows how these three parts are related. Assets appear on the left side of the equation, and the liabilities and equity appear on the right side.

     [image: An accounting equation. The accounting equation is, Assets = Liabilities plus equity. Remember, the accounting equation is an equation, so the left side of the equation always equals the right side of the equation.]



Example: If a business has assets of $230,000 and liabilities of $120,000, its equity must be             $             230,000             −             $             120,000          .urn:pearson:work:bb1c28f3-cf7a-4c37-bde4-cfcbe622d291

    Assets=Liabilities+Equity$230,000=$120,000+?$230,000=$120,000+$110,000






            Assets


An asset is an economic resource that is expected to benefit the business in the future. Assets are something of value that the business owns or has control of. Cash, Merchandise Inventory, Furniture, and Land are examples of assets.





            Liabilities


Claims to those assets come from two sources: liabilities and equity. Liabilities are debts that are owed to creditors. Liabilities are something the business owes and represent the creditors’ claims on the business’ assets. For example, a creditor who has loaned money to a business has a claim to some of the business’ assets until the business pays the debt. Many liabilities have the word payable in their titles. Examples include Accounts Payable, Notes Payable, and Salaries Payable.





            Equity


The owners of a corporation are referred to as stockholders (also called shareholders). The owners’ claims to the assets of the business are called equity (also called stockholders’ equity). Equity represents the amount of assets that are left over after the company has paid its liabilities. It is the company’s net worth.


Equity consists of two main components: contributed capital and retained earnings. Owner contributions to a corporation are referred to as contributed capital. A stockholder can contribute cash or other assets (such as equipment) to the business and receive capital. Contributed capital (also called paid-in capital) is the amount contributed to the corporation by its owners (the stockholders). The basic element of contributed capital is stock, which the corporation issues to the stockholders as evidence of their ownership. Common stock represents the basic ownership of every corporation.


Retained earnings is the equity earned by profitable operations that is not distributed to stockholders. There are three types of events that affect retained earnings: dividends, revenues, and expenses. A profitable corporation may make distributions to stockholders in the form of dividends. Dividends can be paid in the form of cash, stock, or other property. A corporation may or may not make dividend payments to the stockholders. Dividends represent decreases in retained earnings and, therefore, decrease stockholders’ equity.


Revenues are earnings that result from delivering goods or services to customers. Examples of revenues are Sales Revenue, Service Revenue, and Rent Revenue. Revenues increase a corporation’s retained earnings and, therefore, increase stockholders’ equity. Expenses are the costs of selling goods or services. Expenses are the opposite of revenues and, therefore, decrease retained earnings and stockholders’ equity. Examples of expenses are Rent Expense, Salaries Expense, Advertising Expense, and Utilities Expense. The difference between revenue and expenses is net income or net loss. Net income occurs when total revenues are greater than total expenses. A net loss is the opposite. A net loss occurs when total expenses are greater than total revenues.


The accounting equation can now be expanded to show the components of equity.

     
[image: An accounting equation in which assets equal the sum of liabilities and equity.]

 The accounting equation is as follows. 


	Assets = liabilities + equity.

	Equity is the sum of contributed capital in the form of common stock and retained earnings.

	Retained earnings = negative dividends + revenues minus expenses.





A corporation can determine the change in equity from the beginning of the year to the end of the year by using the expanded components of equity. Issuances of common stock and revenues earned during the year will always increase equity, and dividends distributed and expenses incurred during the year always decrease equity. Therefore, a corporation’s ending equity is calculated as follows:

     Beginning Equity+Issuance of Common Stock-Dividends Distributed+Revenues-Expenses=Ending Equity 



 





 Try It!



              	Using the expanded accounting equation, solve for the missing amount.



    

	Assets
	$71,288



	Liabilities
	2,260



	Common Stock
	?



	Dividends
	14,420



	Revenues
	53,085



	Expenses
	28,675








Check your answer at the end of the chapter or online in MyLab Accounting.


For more practice, see Short Exercises S-F:1-6 through S-F:1-8.

  


    


            How do You Analyze a Transaction?


Learning Objective 4 Use the accounting equation to analyze transactions


Accounting is based on actual transactions. A transaction is any event that affects the financial position of the business and can be measured with faithful representation. Transactions affect what the company has (assets), owes (liabilities), and/or its net worth (equity). Many events affect a company, including economic booms and recessions. Accountants, however, do not record the effects of those events. An accountant records only those events that have dollar amounts that can be measured reliably, such as the purchase of a building, a sale of merchandise, and the payment of rent.





            Transaction Analysis for Smart Touch Learning


To illustrate accounting for a business, we’ll use Smart Touch Learning, the fictitious business introduced earlier. We’ll account for the transactions of Smart Touch Learning during November 2025 and show how each transaction affects the accounting equation.


Transaction 1—Stockholder Contribution


Assume Sheena Bright contributes $30,000 cash to Smart Touch Learning, a corporation, in exchange for stock. The e-learning business receives $30,000 cash and issues common stock to Sheena Bright. The effect of this transaction on the accounting equation of the business is as follows:

     [image: An accounting equation. Assets = liabilities + equity. Transaction 1. $30,000 cash added to the assets and $30,000 common stock added to equity in the form of contributed capital $30,000 = $30,000.]



Let’s take a close look at the preceding transaction following these steps:

              
	
Step 1: Identify the accounts and the account type. Each transaction must affect at least two accounts but could affect more than two. The two accounts involved in this transaction are Cash (Asset) and Common Stock (Equity).

	
Step 2: Decide if each account increases or decreases. Remember to always view this from the business’ perspective, not from the stockholders’ or customers’ perspective. Cash increases. The business has more cash than it had before. Common Stock increases. The business issued stock to the stockholder.

	
Step 3: Determine if the accounting equation is in balance. For each transaction, the amount on the left side of the equation must equal the amount on the right side. $30,000=$30,000






Transaction 2—Purchase of Land for Cash


The business purchases land for an office location, paying cash of $20,000. This transaction affects the accounting equation of Smart Touch Learning as follows:

     
[image: An accounting equation displays the new balance after a purchase of land.]

 Assets = liabilities + equity. The assets consist of $30,000 cash. The assets equal liabilities plus equity, which consists of contributed capital in the form of $30,000 of common stock. Transaction 2. $20,000 is subtracted from the cash assets and $20,000 is added to the land assets, leading to the following ending balances. Assets = $10,000 cash plus $20,000 land, Liabilities = $0, Equity = $30,000 common stock, contributed capital. $10,000 + $20,000 = $30,000.



Let’s review the transaction using the steps we learned:

              
	
Step 1: Identify the accounts and the account type. The two accounts involved are Cash (Asset) and Land (Asset).


	
Step 2: Decide if each account increases or decreases. Cash decreases. The business paid cash and therefore has less cash. Land increases. The business now has land.

	
Step 3: Determine if the accounting equation is in balance. $10,000+$20,000=$30,000






Transaction 3—Purchase of Supplies on Account


Smart Touch Learning buys supplies on account (also called buying on credit), agreeing to pay $500 within 30 days. This transaction increases both the assets and the liabilities of the business as follows:

     
[image: An accounting equation displays the balance after the purchase of office supplies on account.]

 Assets = liabilities + equity. Starting balance. Assets = $10,000 cash + $20,000 land, Liabilities = $0; Equity, contributed capital = $30,000 common stock. Transaction 3. $500 office supplies added to assets and $500 accounts payable added to liabilities. Ending balance. Assets = $10,000 cash + $500 office supplies + $20,000 land, Liabilities = $500 accounts payable, Equity = $30,000 common stock contributed capital. $10,000 + $500 +$20,000 = $500 + $30,000.



 




      Why aren’t supplies expensed?

[image: ]



  


              
	
Step 1: Identify the accounts and the account type. The two accounts involved are Supplies (Asset) and Accounts Payable (Liability). Supplies is an asset, not an expense, because the supplies are something of value that the company has. The supplies aren’t used up yet but will be in the future. Supplies are consumable items that are used in a company business. If the supplies are expected to be consumed in 12 months or less, most companies will record the supplies as an expense instead of an asset. In this text, we assume that all supplies will not be consumed in 12 months or less. Therefore, we will record supplies as an asset when they are purchased. The liability created by purchasing “on account” is an Accounts Payable, which is a short-term liability that will be paid in the future. A payable is always a liability.

	
Step 2: Decide if each account increases or decreases. Supplies increases. The business now has more supplies than it had before. Accounts Payable increases. The business now owes more debt than it did before.

	
Step 3: Determine if the accounting equation is in balance.$10,000+$500+$20,000=$500+$30,000





     
[image: A note.]

 The note reads, notice how the steps help when analyzing transactions. It's important that, as you are learning, you use the steps to complete the transactions. Moving forward, try writing the steps out yourself before looking at the transaction analysis.



Transaction 4—Earning of Service Revenue for Cash


Smart Touch Learning earns service revenue by providing training services for clients. The business earns $5,500 of revenue and collects this amount in cash. The effect on the accounting equation is an increase in Cash and an increase in Service Revenue as follows:

     
[image: An accounting equation displays the balance after the earning of service revenue for cash.]

 Assets = liabilities + equity. Starting balance: Assets = $10,000 cash + $500 office supplies + $20,000 land; Liabilities = $500 accounts payable; Equity = $30,000 contributed capital, common stock. Transaction 4. $5,500 cash added to assets and $5,500 service revenue added to equity as retained earnings. Ending balance. Assets = $15,500 cash + $500 office supplies + $20,000 land, Liabilities = $500 accounts payable. Equity = $30,000 common stock, contributed capital + $5,500 service revenue retained earnings. $15,500 + $500 + $20,000 = $500 + $30,000 + $5,500.



A revenue transaction grows the business, as shown by the increases in assets and equity.


Transaction 5—Earning of Service Revenue on Account


Smart Touch Learning performs a service for clients who do not pay immediately. The business receives the clients’ promise to pay $3,000 within one month. This promise is an asset, an Accounts Receivable, because the business expects to receive the cash in the future. In accounting, we say that Smart Touch Learning performed this service on account. It is in performing the service (doing the work), not collecting the cash, that the company earns the revenue. As in Transaction 4, increasing revenue increases equity. Smart Touch Learning records the earning of $3,000 of revenue on account as follows:

     
[image: An accounting equation displays the balance after the earning of service revenue on account.]

 Assets = liabilities + equity. Starting balance: Assets = $15,500 cash + $500 office supplies + $20,000 land, Liabilities = $500 accounts payable, Equity = $30,000 common stock, contributed capital + $5,500 service revenue, retained earnings. Transaction 5. $3,000 accounts receivable added to assets and $3,000 service revenue, retained earnings added to equity. Ending balance, Assets = $15,500 cash + $3,000 accounts receivable + $500 office supplies + $20,000 land, Liabilities = $500 accounts payable, Equity = $30,000 common stock, contributed capital + $8,500 service revenue, retained earnings. $15,500 + $3,000 + $500 + $20,000 = $500 + $30,000 + $8,500.Anote below reads, the term on account can be used to represent either Accounts Receivable or Accounts Payable. If the business will be receiving cash in the future, the company will record an Accounts Receivable. If the business will be paying cash in the future, the company will record an Accounts Payable.



Transaction 6—Payment of Expenses with Cash


The business pays $3,200 in cash expenses: $2,000 for office rent and $1,200 for employee salaries. The effects on the accounting equation are as follows:

     
[image: An accounting equation displays the balance after the payment of expenses with cash.]

 Assets = liabilities + equity. Starting balance: Assets = $15,500 cash + $3,000 accounts receivable + $500 office supplies + $20,000 land, Liabilities = $500 accounts payable, Equity = $30,000 common stock, contributed capital + $5,500 service revenue, retained earnings. Transaction 6, $3,200 cash subtracted from assets and $2,000 rent expense and $1,200 salaries expense subtracted from retained earnings in equity. Ending balance, Assets = $12,300 cash + $3,000 accounts receivable + $500 office supplies + $20,000 land. Liabilities = $500 accounts payable, Equity = $30,000 common stock, contributed capital + $8,500 service revenue, retained earnings minus $2,000 rent expense, retained earnings minus $1,200 salaries expense, retained earnings. $12,300 + $3,000 + $500 + $20,000 = $500 + $30,000 + $8,500 minus $2,000 minus $1,200.



Expenses have the opposite effect of revenues. Expenses shrink the business, as shown by the decreased balances of assets and equity. Each expense is recorded separately. We record the cash payment in a single amount for the sum of the expenses: $3,200($2,000+$1,200). Notice that the accounting equation remains in balance ($12,300+$3,000+$500+$20,000=$500+$30,000+$8,500−$2,000−$1,200).


Transaction 7—Payment on Account (Accounts Payable)


The business pays $300 to the store from which it purchased supplies in Transaction 3. In accounting, we say that the business pays $300 on account. The effect on the accounting equation is a decrease in Cash and a decrease in Accounts Payable as shown here:

     
[image: An accounting equation displays the balance after a payment on account, accounts payable.]

 Assets = liabilities + equity. Starting balance, Assets = $12,300 cash + $3,000 accounts receivable + $500 office supplies $20,000 land. Liabilities = $500 accounts payable. Equity = $30,000 common stock, contributed capital + $8,500 service revenue, retained earnings minus $2,000 rent expense, retained earnings minus $1,200 salaries expense, retained earnings. Transaction 7, $300 cash subtracted from assets and $300 accounts payable subtracted from liabilities. Ending balance, Assets = $12,000 cash + $3,000 accounts receivable + $500 office supplies + $20,000 land, Liabilities = $200 accounts payable, Equity = $30,000 common stock, contributed capital + $8,500 service revenue, retained earnings minus $2,000 rent expense, retained earnings minus $1,200 salaries expense, retained earnings. $12,000 + $3,000 + $500 + $20,000 = $200 + $30,000 + $8,500 minus $2,000 minus $1,200.



 




      Why didn’t we record an increase to Supplies? We are making a payment for the supplies; wouldn’t we increase Supplies and decrease Cash?

[image: ]



  


The payment of cash on account has no effect on the amount of Supplies (Asset). Smart Touch Learning has not increased the amount of its supplies; instead, it is paying off a liability (Accounts Payable decreased $300) with cash (Cash decreased $300). To record an increase to Supplies, in this transaction, would be accounting for the purchase of supplies twice. We have already recorded the purchase of supplies in Transaction 3; in this transaction, we are now ready to record only the payment on account.


Transaction 8—Collection on Account (Accounts Receivable)


In Transaction 5, the business performed services for clients on account. Smart Touch Learning now collects $2,000 from a client. We say that Smart Touch Learning collects the cash on account. The business will record an increase in the asset Cash. Should it also record an increase in Service Revenue? No, because the business already recorded the revenue when it earned the revenue in Transaction 5. The phrase “collect cash on account” means to record an increase in Cash and a decrease in Accounts Receivable. Accounts Receivable is decreased because the $2,000 that the business was to collect at some point in the future is being collected today. The effect on the accounting equation is as follows:

     
[image: An accounting equation displays a collection on account, accounts receivable.]

 Assets = liabilities + equity. Starting balance, Assets = $12,000 cash + $3,000 accounts receivable + $500 office supplies + $20,000 land, Liabilities = $200 accounts payable, Equity = $30,000 common stock + $8,500 service revenue - $2,000 rent expense minus $1,200 salaries expense. Transaction 8, added $2,000 cash to assets and subtracted $2,000 accounts receivable from assets. Ending balance: Assets = $14,000 cash + $1,000 accounts receivable + $500 office supplies + $20,000 land, Liabilities = $200 accounts payable, Equity = $30,000 common stock + $8,500 service revenue minus $2,000 rent expense minus $1,200. $14,000 + $1,000 + $500 + $20,000 = $200 + $30,000 + $8,500 minus $2,000 minus $1,200.



 




      Don’t I have to put an amount on the left side of the accounting equation and an amount on the right side of the accounting equation for the equation to balance?

[image: ]



  


This transaction is recorded as an increase in one asset (Cash) and a decrease in another asset (Accounts Receivable). Is the accounting equation still in balance? Yes. As long as you record an increase and decrease of the same amount on one side of the accounting equation, the accounting equation remains in balance. In other words, total Assets, Liabilities, and Equity are all unchanged from the preceding total. Why? Because Smart Touch Learning exchanged one asset (Cash) for another (Accounts Receivable), causing a zero effect on the total amount of assets in the accounting equation      +        $        2,000        −        $        2,000        =        $        0   .


Transaction 9—Payment of Cash Dividend


Smart Touch Learning distributes a $5,000 cash dividend to the stockholder, Sheena Bright. The effect on the accounting equation is as follows:

     
[image: An accounting equation displays a payment of cash dividend.]

 Assets = liabilities + equity. Starting balance. Assets = $14,000 cash + $1,000 accounts receivable + $500 office supplies + $20,000 land, Liabilities = $200 accounts payable, Equity = $30,000 common stock + $8,500 service revenue minus $2,000 rent expense minus $1,200 salaries expense. Transaction 9. $5,000 cash subtracted from assets and $5,000 dividends, retained earnings subtracted equity. Ending balance, Assets = $9,000 cash + $1,000 accounts receivable + $500 office supplies + $20,000 land, Liabilities = $200 accounts payable, Equity = $30,000 common stock - $5,000 dividends + $8,500 service revenue minus $2,000 rent expense minus $1,200. $9,000 + $1,000 + $500 + $20,000 = $200 + $30,000 minus $5,000 + $8,500 minus $2,000 minus $1,200.



The dividend decreases the business’ cash and equity. Dividends do not represent an expense because they are not related to the earning of revenue. Therefore, dividends do not affect the business’ net income or net loss.


A summary of all nine transactions for Smart Touch Learning is presented in Exhibit F:1-6.

      
Exhibit F:1-6 Analysis of Transactions, Smart Touch Learning

[image: An illustration displays the analysis of transactions for Smart Touch Learning.]

 The transactions are as follows:


	Smart Touch Learning received $30,000 cash and issued common stock to Sheena Bright, stockholder.

	Paid $20,000 cash for land.

	Bought $500 of office supplies on account.

	Received $5,500 cash from clients for service revenue earned.

	Performed services for clients on account, $3,000.

	Paid cash expenses: office rent, $2,000; employee salaries, $1,200.

	Paid $300 on the accounts payable created in Transaction 3.

	Collected $2,000 on the accounts receivable created in Transaction 5.

	Paid cash dividends of $5,000 to stockholder, Sheena Bright.



Each transaction and balance described in the following table occupies a new row of the analysis, with the amount above the balance single-underlined to indicate a calculation. In any given row, the sum of the amounts in the Assets columns equals the sum of the amounts in the Liabilities and Equity columns. The following accounting equations define assets, liabilities, and equity for the value shown in the table.


	Assets = liabilities + equity.

	Assets = cash + accounts receivable + office supplies + land.

	Liabilities = accounts payable.

	Equity = contributed capital + retained earnings.

	Contributed capital = common stock.

	Retained earnings = minus dividends + service revenue minus rent expense minus salaries expense.





	Transaction or balance
	Cash
	Accounts Receivable
	Office Supplies
	Land
	Accounts Payable
	Common stock
	Dividends
	Service revenue
	Rent expense
	Salaries expense



	1
	+30,000
	blank
	blank
	blank
	Blank
	+ 30,000
	blank
	blank
	blank
	blank



	2
	negative 20,000
	blank
	blank
	+ 20,000
	blank
	blank
	blank
	blank
	blank
	blank



	Balance
	$10,000
	blank
	blank
	$20,000
	blank
	$30,000
	blank
	blank
	blank
	blank



	3
	blank
	blank
	+ 500
	blank
	+ 500
	blank
	blank
	blank
	blank
	blank



	Balance
	$10,000
	blank
	$500
	$20,000
	$500
	$30,000
	blank
	blank
	blank
	blank



	4
	+ 5,500
	blank
	blank
	blank
	blank
	blank
	blank
	+ 5,500
	blank
	blank



	Balance
	$15,500
	blank
	$500
	$20,000
	$500
	$30,000
	blank
	$5,500
	blank
	blank



	5
	blank
	+ 3,000
	blank
	blank
	blank
	blank
	blank
	+ 3,000
	blank
	blank



	Balance
	$15,500
	$3,000
	$500
	$20,000
	$500
	$30,000
	blank
	$8,500
	blank
	blank



	6
	negative 3,200
	blank
	blank
	blank
	blank
	blank
	blank
	blank
	negative 2,000
	negative 1,200



	Balance
	$12,300
	$3,000
	$500
	$20,000
	$500
	$30,000
	blank
	$8,500
	$2,000
	$1,200



	7
	negative 300
	blank
	blank
	blank
	negative 300
	blank
	blank
	blank
	blank
	blank



	Balance
	$12,000
	$3,000
	$500
	$20,000
	$200
	$30,000
	blank
	$8,500
	$2,000
	$1,200



	8
	+ 2,000
	negative 2,000
	blank
	blank
	blank
	blank
	blank
	blank
	blank
	blank



	Balance
	$14,000
	$1,000
	$500
	$20,000
	$200
	$30,000
	blank
	$8,500
	$2,000
	$1,200



	9
	negative 5,000
	blank
	blank
	blank
	blank
	blank
	negative 5,000
	blank
	blank
	blank



	Balance
	$9,000
	$1,000
	$500
	$20,000
	$200
	$30,000
	$5,000
	$8,500
	$2,000
	$1,200




Assets = $9,000 cash + $1,000 accounts receivable + $500 office supplies + $20,000 land = $30,500

Liabilities + equity = $200 accounts payable + $30,000 common stock - $5,000 dividends + $8,500 service revenue minus $2,000 rent expense minus $1,200 salaries expense = $30,500

Assets = liabilities + equity



 





 Try It!



              	Using the information provided, analyze the effects of Lawlor Lawn Service’s transactions on the accounting equation.



    

	May 1
	Received $1,700 and issued common stock.



	May  3
	Purchased a mower on account, $1,440.



	May 5
	Performed lawn services for client on account, $200.



	May 17
	Paid $60 cash for gas used in mower.



	May 28
	Paid cash dividends of $300.








Check your answers at the end of the chapter or online in MyLab Accounting.


For more practice, see Short Exercises S-F:1-9 and S-F:1-10.

  


    


            How do You Prepare Financial Statements?


Learning Objective 5 Prepare financial statements


We have now recorded Smart Touch Learning’s transactions, and they are summarized in Exhibit F:1-6. Notice how total assets equal total liabilities plus equity $30,500=$30,500.


But a basic question remains: How will people actually use this information? The information in Exhibit F:1-6 does not tell a lender whether Smart Touch Learning can pay off a loan. The information does not tell whether the business is profitable.


To address these important questions, we need financial statements. Financial statements are business documents that are used to communicate information needed to make business decisions. In this chapter, we are going to focus on four financial statements that are prepared by companies. These statements are prepared in the order listed in Exhibit F:1-7.

      
Exhibit F:1-7 Financial Statements

[image: A table displays the various financial statements.]

 The financial statements are as follows:



	Financial Statement
	Information Provided and Purpose
	How Is It Prepared with a question mark.



	Income Statement
	Provides information about profitability for a particular period for the company.
	Revenues minus Expenses = Net Income or Net Loss



	Statement of Retained Earnings
	Informs users about how much of the earnings were kept and reinvested in the company.
	Retained Earnings, Beginning+ Net income minus Net loss for the period minus Dividends for the period = Retained Earnings, Ending



	Balance Sheet
	Provides valuable information to financial statement users about economic resources the company has assets as well as debts the company owes, liabilities. Allows decision makers to determine their opinion about the financial position of the company.
	Assets = Liabilities + Stockholders' Equity



	Statement of Cash Flows
	Reports on a business's cash receipts and cash payments for a period of time.
	Cash flows from operating activitiesCash flows from investing activitiesCash flows from financing activities






Because financial statements are used to communicate information, they always include a heading with important details about the reports. The standard three-line heading tells the reader of the statement who, what, and when––the name of the business, the title of the report, and the specific date or time period of the report.





            Income Statement


Let’s start by reviewing the income statement. The income statement (also called the statement of earnings) presents a summary of a business entity’s revenues and expenses for a period of time, such as a month, quarter, or year. The income statement tells us whether the business enjoyed net income or suffered a net loss. Remember:

              
	Net income means total revenues are greater than total expenses.

	Net loss means total expenses are greater than total revenues.





It’s important to remember that the only two types of accounts that are reported on the income statement are revenues and expenses. Exhibit F:1-8 shows the income statement for Smart Touch Learning. Every income statement contains similar information.

      
Exhibit F:1-8 Income Statement

[image: A table displays the part of income statement of Smart Touch learning.]

 At the top of the following statement, the header includes the name of the business, the title of the statement, and the time period. An income statement always represents a period of time, for example, a month or year. In the right column, the revenue accounts are always listed first and then subtotaled if necessary. In the middle column, each expense is listed separately from largest to smallest and then subtotaled if necessary. At the bottom of the right column, the net income is calculated as total revenues minus total expenses. As with all financial statements in this chapter, the following statement contains dollar amounts, with amounts in parentheses begin subtracted. A single underline in a cell indicates a calculation using the amounts in and above the cell. A double underline indicates the amount in the cell is a total. An income statement for Smart Touch Learning for the month ended November 30, 2025.



	Account
	Account amount 
	Account totals



	Revenues:
	blank
	blank



	 Service Revenue
	blank
	$8,500



	Expenses:
	blank
	blank



	 Rent Expense
	$2,000
	blank



	 Salaries Expense
	1,200, single underline
	blank



	 Total Expenses
	blank
	3,200, single underline



	Net Income
	blank
	$5,300, double underline









            Statement of Retained Earnings and Statement of Stockholders’ Equity


The next statement prepared is the statement of retained earnings. The statement of retained earnings shows the changes in retained earnings for a business entity during a time period, such as a month, quarter, or year.


Review the statement of retained earnings for Smart Touch Learning in Exhibit F:1-9. Notice that the net income for the month is the net income that was calculated on the income statement. This is the main reason why the income statement is prepared before the statement of retained earnings. The net income (or net loss) must first be calculated on the income statement and then carried to the statement of retained earnings.

      
Exhibit F:1-9 Statement of Retained Earnings

[image: A table displays statement of retained earnings.]

 At the top of the following statement, the header includes the name of the business, the title of the statement, and the time period. A statement of retained earnings always represents a period of time.

In the first line, the beginning retained earnings is $0 because Smart Touch Learning began this month, therefore, it had no beginning retained earnings. The beginning retained earnings will always be the ending retained earnings from the previous time period. In the second line, net income is transferred from the income statement. The dividends are subtracted from retained earnings. If there had been a net loss rather than a net income, this would also be subtracted. A statement of retained earnings for Smart Touch Learning for the month ended November, 30, 2025.



	Account
	Dollar amount



	Retained Earnings, November 1, 2025
	$0



	Net income for the month
	5,300, single underline



	Blank
	5,300



	Dividends
	Negative 5,000, single underline



	Retained Earnings, November 30, 2025
	$300, double underline






For public corporations, such as Starbucks Corporation (NASDAQ: SBUX), the statement of retained earnings is often included in a statement of stockholders’ equity. The statement of stockholders’ equity shows the changes in the equity of the business: contributed capital and retained earnings. Exhibit F:1-10 shows an example of the statement of shareholders’ equity for Smart Touch Learning.

      
Exhibit F:1-10 Statement of Stockholders’ Equity

[image: A table displays statement of stockholders equity for Smart Touch learning, dated November 30, 2025.]

 The table is as follows. 



	Blank 
	Common Stock 
	Retained Earnings 
	Total Stockholders' Equity 



	Balance at November 1, 2025
	$0
	$0
	$0



	Issue of common stock
	30,000
	Blank 
	30,000



	Net income for the month
	Blank
	5,300
	5,300



	Dividends
	Single underline
	Negative 5,000, single underline 
	Negative 5,000, single underline



	Balance at November 31, 2025
	$30,000, double underline
	$300, double underline
	$30,000, double underline




The common stock value, $30,000 represents the balance in common stock. The retained earnings $300 represents the balance in retained earnings. The total stockholders' equity $30,000 represents total stockholders' equity and matches the amount on the balance sheet. 






            Balance Sheet


 




      What does the balance sheet tell an investor or creditor?

[image: ]



  


The balance sheet (also called the statement of financial position) lists a business entity’s assets, liabilities, and stockholders’ equity as of a specific date, usually the end of a month, quarter, or year. The balance sheet is a snapshot of the entity. An investor or creditor can quickly assess the overall health of a business by viewing the balance sheet.


Review the balance sheet for Smart Touch Learning in Exhibit F:1-11. Every balance sheet is prepared in a similar manner.

      
Exhibit F:1-11 Balance Sheet

[image: A table depicts a balance sheet.]

 At the top of the following sheet, the heading again shows the name of the business and the title of the financial statement. Notice that the date is different. The balance sheet shows the date as a specific date, not a period of time. On the left half of the sheet, each asset account is listed separately and then totaled. Cash is always listed first. At the top of the sheet's right half, liabilities are listed separately and then totaled. Liabilities that are to be paid are listed first. Retained Earnings is taken directly from the statement of retained earnings. As shown by the amounts in Total Assets and Total Liabilities and Stockholders' Equity, the balance sheet must always balance. Assets = liabilities + stockholders' equity. A balance sheet for Smart Touch Learning, November 30, 2025.



	Assets
	Dollar amount



	Cash
	$9,000



	Accounts Receivable
	1,000



	Office Supplies
	500



	Land
	20,000



	Blank
	Single underline



	Total Assets
	$30,500 double underline






	Liabilities
	Dollar amount



	Accounts Payable
	$200




Stockholders' Equity:



	Account
	Dollar Amount



	Common Stock
	30,000



	Retained Earnings
	300, single underline



	Total Stockholders' Equity
	30,300, single underline



	Total Liabilities and Stockholders' Equity
	$30,500, double underline






 





Tying It All Together


At the beginning of the chapter, we introduced Starbucks Corporation (NASDAQ: SBUX) as a leading retailer in the specialty coffee market. Starbucks purchases and roasts high-quality coffees and sells other beverages (such as tea). In addition, Starbucks sells a variety of fresh food items including snack offerings. Visit http://www.pearsonhighered.com/Horngren for a link to Starbucks Corporation’s annual report for the year ending October 3, 2021.


What type of asset accounts would Starbucks Corporation have and what financial statement would those assets be reported on?


Starbucks Corporation reports many assets on its balance sheet, including the following: Cash; Accounts Receivable; Inventories; and Property, Plant, and Equipment.


If Starbucks Corporation owed money to a vendor, how would this be reported on its financial statements?


Money owed to a vendor is reported on the balance sheet as Accounts Payable. As of October 3, 2021, Starbucks Corporation reported $1,211.6 million of Accounts Payable. This represents an increase in debt from the previous year of $213.7 million.


How does Starbucks Corporation earn revenue and where would this be reported on its financial statements?


Starbucks Corporation reports three main revenue sources on its income statement: revenue received from operating stores owned by the company, revenue received from stores licensed to sell Starbucks products, and revenue from consumer packaged goods such as packaged coffee and other beverages sold at grocery stores. The largest source of revenue for Starbucks Corporation comes from its company-operated stores and represents 85% of total revenue.


What type of expenses might Starbucks Corporation have and what financial statement would this be reported on?


Starbucks Corporation reports its expenses on the income statement. Its largest expense for the year ended October 3, 2021, is Store Operating Expenses at $11,930.9 million (such as utilities, salaries, and benefits for employees). The income statement also includes General and Administrative Expenses of $1,932.6 million. Starbucks Corporation also reports $24,573.8 million in total operating expenses for the year ending October 3, 2021.


What impact has the COVID-19 pandemic had on Starbucks Corporation?


Financial statements contain more than just financial information. They also include information about business conditions such as the impact of a global pandemic, such as COVID-19, has had on a company’s earnings. For example, Starbucks Corporation reports that the COVID-19 pandemic has had a significant impact on its business including higher costs, supply chain issues, and a change in the retail presence. The company has now introduced new store formats including Starbucks Pickup and curbside pickup.

  


     
[image: A note. ]

 The note reads, when you are preparing the financial statements, start by identifying which account goes on which statement. Each account will only go on one statement, except for Retained Earnings and Cash. For example, Service Revenue is only reported on the income statement. Liabilities, such as Accounts Payable, are only reported on the balance sheet. Cash and Retained Earnings appear on two statements. Cash is reported on the balance sheet and statement of cash flows, and Retained Earnings is reported on the statement of retained earnings and balance sheet.






            Statement of Cash Flows


 




      Would the purchase of supplies on account be reported on the statement of cash flows?

[image: ]



  


The statement of cash flows reports the cash coming in (positive amounts) and the cash going out (negative amounts) during a period. It only reports transactions that involve cash because it reports the net increase or decrease in cash during the period and the ending cash balance. If a transaction does not involve cash, such as the purchase of supplies on account, it will not be reported on the statement of cash flows.


The statement of cash flows is divided into three distinct sections: operating, investing, and financing. Operating activities involve cash receipts for services provided to customers and cash payments for expenses. Investing activities include the purchase and sale of land and equipment for cash. Financing activities include cash contributions by stockholders, cash dividends paid to the stockholders, cash received from borrowing, and cash paid when loans are repaid.


Take a look at the statement of cash flows for Smart Touch Learning (Exhibit F:1-12). Notice the important items that the statement of cash flows contains.

      
Exhibit F:1-12 Statement of Cash Flows

[image: A table displays a statement of cash flows.]

 	A statement of cash flows for Smart Touch Learning for the month ended November 30, 2025.
	A caption to the right of the table heading reads At the top of the following statement, the heading includes the name of the business, the title of the statement, and the time period. A statement of cash flows always represents a period of time.


	Account
	Debit
	Credit
	Captions



	Cash from operating activities.
	Blank
	blank
	blank



	Receipts.
	Blank
	blank
	blank



	Collections from customers
	Blank
	$7,500
	A caption to the right of this table row reads Each dollar amount is calculated by evaluating the cash column on Exhibit F:1-6. For example, collections from customers is calculated by adding the cash received from customers in Transaction 4, $5,500 plus Transaction 8, negative $2,000.



	Payments
	Blank
	blank
	blank



	To suppliers
	Negative 2,300
	blank
	blank



	To employees
	Negative 1,200, single underline
	Negative 3,500, single underline
	blank



	Net cash provided by operating activities
	blank
	4,000
	A caption to the right of table rows 1 to 7 reads operating activities involve cash receipts for services provided and payment of cash payments for expenses paid. 


	Cash flows from investing activities.
	Blank
	blank
	blank



	Acquisition of land
	Negative 20,000, single underline
	blank
	blank



	Net cash used by investing activities
	Blank
	Negative 20,000, shown within parenthesis
	A caption to the right of table rows rows 8 to 10 reads investing activities include the purchase and sale of land and equipment for cash. 


	Cash flows from financing activities.
	Blank
	blank
	blank



	Issued common stock
	30,000
	blank
	blank



	Payment of cash dividends
	Negative 5,000, single underline
	blank
	blank



	Net cash provided by financing activities
	Blank
	25,000, single underline
	blank



	Net increase in cash
	Blank
	9,000
	A caption to the right of table rows 11 to 14 reads financing activities include issuance of stock to stockholders and payment of cash dividends.



	Cash balance, November 1, 2025
	Blank
	0, single underline
	blank



	Cash balance, November 30, 2025
	Blank
	9,000, double underline
	A caption to the right of the bottom table row reads the ending cash balance must match the cash balance on the balance sheet.






 





 Try It!



              	Using the following information, complete the income statement, statement of retained earnings, and balance sheet for DR Painting for the month of March 2024. The business began operations on March 1, 2024.



    

	Accounts Receivable
	$  1,400
	Salaries Expense
	$   800



	Accounts Payable
	1,000
	Service Revenue
	7,000



	Cash
	22,300
	Supplies
	1,800



	Stock issued during March
	40,000
	Truck
	20,000



	Dividends paid during March
	1,500
	Utilities Expense
	200








Check your answers at the end of the chapter and online in MyLab Accounting.


For more practice, see Short Exercises S-F:1-11 through S-F:1-16.

  


        


            How do You Use Financial Statements to Evaluate Business Performance?


Learning Objective 6 Use financial statements and return on assets (ROA) to evaluate business performance


Each of the financial statements provides different information about the company to the users of the financial statements. Review Exhibit F:1-7 for the information provided and the purpose of each financial statement.





            PepsiCo, Inc. and Subsidiaries (NASDAQ: PEP)


In this chapter, we have reviewed the transactions and financial statements of Smart Touch Learning, a fictitious company. Now it’s time to apply what we have learned to a real-world company. In each chapter, we will review the financial statements of PepsiCo, Inc. and Subsidiaries (NASDAQ: PEP) to learn how to apply the concepts presented in the chapter to evaluate its business performance. PepsiCo, Inc. is a leading global food and beverage company that includes brands such as Frito-Lay, Gatorade, Pepsi-Cola, Quaker, and Tropicana. The business makes, markets, distributes, and sells a wide variety of beverages, foods, and snacks in more than 200 countries and territories.


Take a moment to review the 2021 financial statements for PepsiCo, Inc. Visit http://www.pearsonhighered.com/Horngren for a link to PepsiCo, Inc.’s annual report. Let’s start by identifying the financial statements that we’ve discussed in this chapter. The income statement is presented on page 59 of the annual report and is called the Consolidated Statement of Income. Notice that the income statement calculates net income (revenue minus expenses). PepsiCo, Inc.’s net income for the year ending December 25, 2021, was $7,618 (in millions) or $7,618,000,000.


The balance sheet is presented on page 63 of the annual report. Can you find assets, liabilities, and equity? As we have learned in this chapter, PepsiCo, Inc.’s assets of $92,377 million are equal to its liabilities and equity, $92,377 million.





            Return on Assets (ROA)


One of the many tools that users of financial statements can use to determine how well a company is performing is the company’s return on assets (ROA). Return on assets measures how profitably a company uses its assets. Return on assets is calculated by dividing net income by average total assets. Average total assets is calculated by adding the beginning and ending total assets for the time period and then dividing by two.

             Beginning total assets                +                Ending total assets              /            2       



Let’s take a moment to calculate PepsiCo, Inc.’s return on assets and measure how profitably it uses its assets. On its 2021 income statement, PepsiCo, Inc.’s reported net income of $7,618 million. The corporation reported beginning total assets (found on the balance sheet) of $92,918 million and ending total assets of $92,377 million. PepsiCo, Inc.’s return on assets for 2021 is (all amounts in millions):

    Return on assets=$7,618/(($92,918 + $92,377)/2)=$7,618/$92,648*=0.082=8.2%  

*rounded



How do we as an investor know if 8.2% is good or bad? We have to compare the return on assets of competing companies such as The Coca-Cola Company and Subsidiaries (NYSE: KO). What if we told you that Coca-Cola Company’s return on assets was 10.8%? Due to Coca-Cola Company’s higher ROA, we now know that Coca-Cola Company has a stronger return on assets than does PepsiCo, Inc. What does this mean? It means that Coca-Cola Company produces more profit per every dollar of assets than PepsiCo, Inc. does.


As you learn more about accounting, you will explore more financial tools that are available to help investors evaluate a company’s performance. Only after an investor looks at the big picture of a company will he or she have a good sense of the company’s investment potential.


 





Decisions


How can individuals make decisions about investing in the stock market?


Lori Cummings just inherited $10,000 from her grandmother. She has decided that she will invest the money in the stock market. She is thinking about investing in one of her favorite beverage companies. The problem is she can’t decide between PepsiCo, Inc. (NASDAQ: PEP) or The Coca-Cola Company (NYSE: KO).


How should Lori Cummings decide between the companies? What resources should she use?


Solution


Lori Cummings should begin by reviewing the financial statements of each business. She can locate them on the companies’ Web sites or on the Securities and Exchange Commission’s Web site (http://www.sec.gov/edgar). She should review the income statements and compare net income. Which business was more profitable? She should look at the balance sheets, carefully reviewing each part of the accounting equation. What was the dollar amount of assets? How much debt does the business have? In addition, she could go online and research the individual companies using a Web site such as Yahoo! Finance. These Web sites provide news and information about the company, such as current headlines, key statistics, and industry comparisons.


Lori Cummings should also consider diversifying her investment. Diversifying involves investing in more than one company and in a variety of industries and companies of different sizes. Diversification reduces the risk of an investment. Lori Cummings should consider investing half of the $10,000 in a company in a different industry, such as her favorite restaurant or clothing store.

  


 





 Try It!



              	Using the following information, calculate the return on assets.



    

	Net income for November
	$  5,000



	Total assets, November 1
	76,000



	Total assets, November 30
	80,250








Check your answer at the end of the chapter and online in MyLab Accounting.


For more practice, see Short Exercise S-F:1-17.

  


    


            Review


Things You Should Know

              
	
1.  Why is accounting important?
	•  Accounting is the language of business.

	•  Accounting is used by decision makers including individuals, businesses, investors, creditors, and taxing authorities.

	•  Accounting can be divided into two major fields: financial accounting and managerial accounting.

	•  Financial accounting is used by external decision makers, and managerial accounting is used by internal decision makers.

	•  All businesses need accountants. Accountants work in corporate or industry accounting, public accounting, financial services, and governmental accounting.

	•  Accountants can be licensed or certified as a Certified Public Accountant (CPA), Chartered Global Management  Accountant (CGMA), Certified Management Accountant (CMA), or Certified Financial Planner (CFP).





	
2.  What are the organizations and rules that govern accounting?
	•  Generally Accepted Accounting Principles (GAAP) are the rules that govern accounting in the United States.

	•  The Financial Accounting Standards Board (FASB) is responsible for the creation and governance of accounting standards.

	•  Economic entity assumption: Requires an organization to be a separate economic unit such as a sole proprietorship, partnership, corporation, or limited-liability company.

	•  Cost principle: Acquired assets and services should be recorded at their actual cost.

	•  Going concern assumption: Assumes that an entity will remain in operation for the foreseeable future.

	•  Monetary unit assumption: Assumes financial transactions are recorded in a monetary unit.





	
3.  What is the accounting equation?	•  Assets=Liabilities+Equity
	•  Assets: Items the business owns or controls (examples: cash, furniture, land)

	•  Liabilities: Items the business owes (examples: accounts payable, notes payable, salaries payable)

	•  Equity: Stockholders’ claims to the assets through contributed capital and retained earnings (examples: common stock, dividends, revenues, expenses)








	
4.  How do you analyze a transaction?
	•  A transaction affects the financial position of a business and can be measured with faithful representation.

	•  Transactions are analyzed using three steps:	
Step 1: Identify the accounts and account type (Asset, Liability, or Equity).
Step 2: Decide whether each account increases or decreases.
Step 3: Determine whether the accounting equation is in balance.








	
5.  How do you prepare financial statements?	•  Financial statements are prepared in the following order:
	
1.  Income statement:
	•  Reports the net income or net loss of a business for a specific period.

	•  Revenues − Expenses = Net Income or Net Loss






	
2.  Statement of retained earnings:
	•  Reports on the changes in retained earnings for a specific period.
•  Beginning Retained Earnings + Net Income or − Net Loss− Dividends = Ending Retained Earnings


	•  For public companies, the changes in retained earnings for a specific period are often included on the statement of stockholders’ equity with other equity changes.





	
3.  Balance sheet:
	•  Reports on an entity’s assets, liabilities, and stockholders’ equity as of a specific date.

	•  Assets=Liabilities+Stockholders’ Equity






	
4.  Statement of cash flows:
	 •  Reports on a business’ cash receipts and cash payments for a specific period.

	 •  Includes three sections:

	1. Cash flows from operating activities: Involves cash receipts for services performed for customers and cash payments for expenses. 
 2. Cash flows from investing activities: Includes the purchase and sale of land and equipment for  cash.
 3. Cash flows from financing activities: Includes cash contributions by stockholders, cash  dividends paid to the stockholders, cash received from borrowing, and cash paid to repay loans.












	
6.  How do you use financial statements to evaluate business performance?
	•  Income statement evaluates profitability.

	•  Statement of retained earnings shows the amount of earnings that were kept and reinvested in the company.

	•  Balance sheet details the economic resources the company has (assets), the debts the company owes (liabilities), and the company’s net worth (equity).

	•  Statement of cash flows shows the change in cash.

	•  Return on assets ROA=Net income / Average total assets.













            Check Your Understanding


Check your understanding of the chapter by completing this problem and then looking at the solution. Use this practice to help identify which sections of the chapter you need to study more.


Eliza Cummins opens an apartment-locator business near a college campus. The company will be named Campus Apartment Locators. During the first month of operations, July 2025, the business completes the following transactions:

              
	Receives a $35,000 contribution from Eliza Cummins and issues common stock to Eliza Cummins.

	Purchases $350 of supplies on account.

	Pays cash of $30,000 to acquire a lot next to campus.

	Locates apartments for clients and receives cash of $1,900.

	Pays $100 on the accounts payable the business created in Transaction (b).

	Pays cash expenses for office rent, $400, and utilities, $100.

	Pays cash dividends of $1,200 to the stockholder.





Requirements

              
	Analyze the preceding transactions in terms of their effects on the accounting equation of Campus Apartment Locators. Use Exhibit F:1-6 as a guide. (See Learning Objective 4)

	Prepare the income statement, statement of retained earnings, balance sheet, and statement of cash flows of the business after recording the transactions. (See Learning Objective 5)

	Calculate the return on assets (ROA). (See Learning Objective 6)








  

		

			

			

				Solution


			


			

				Requirement 1


			


			

				

					

						[image: A table displays an accounting equation with transactions a to g.]

					


				


				

				Each transaction and balance described in the following table occupies a new row of the analysis, with the amount above the balance single-underlined to indicate a calculation. In any given row, the sum of the amounts in the Assets columns equals the sum of the amounts in the Liabilities and Equity columns. The following accounting equations define assets, liabilities, and equity for the value shown in the table


				

						Assets = liabilities + equity.


						Assets = cash + supplies + land.


						Liabilities = accounts payable.


						Equity = contributed capital + retained earnings.


						Contributed capital = common stock.


						Retained earnings = minus dividends + service revenue minus rent expense minus utlities expense.


				


				

					

							Transaction or balance

							Cash

							Supplies

							Land

							Accounts Payable

							Common stock

							Dividends

							Service Revenue

							Rent Expense

							Utilities Expense

					


					

							a

							positive 35,000

							blank

							blank

							blank

							positive 35,000

							blank

							Blank

							blank

							blank

					


					

							b

							single underline

							positive 350, single underline

							blank

							positive 350, single underline

							single underline

							blank

							Blank

							blank

							blank

					


					

							Balance

							$35,000

							+ $350

							blank

							$350

							+ $35,000

							blank

							Blank

							blank

							blank

					


					

							c

							negative 30,000, single underline

							single underline

							positive 30,000, single underline

							single underline

							single underline

							blank

							Blank

							blank

							blank

					


					

							Balance

							$5,000

							+ $350

							+ $30,000

							$350

							+ $35,000

							blank

							Blank

							blank

							blank

					


					

							d

							positive 1,900, single underline

							single underline

							single underline

							single underline

							bsingle underline

							single underline

							positive 1,900, single underline

							blank

							blank

					


					

							Balance

							$6,900

							+ $350

							+ $30,000

							$350

							+ $35,000

							blank

							+ $1,900

							blank

							blank

					


					

							e

							negative 100, single underline

							single underline

							single underline

							Negative 100, single underline

							single underline

							blank

							single underline

							blank

							blank

					


					

							Balance

							$6,800

							+ $350

							+ $30,000

							$250

							+ $35,000

							blank

							+ $1,900

							blank

							blank

					


					

							f

							negative 500, single underline

							single underline

							single underline

							single underline

							single underline

							blank

							single underline

							negative 400, single underline

							negative 100, single underline

					


					

							Balance

							$6,300

							+ $350

							+ $30,000

							$250

							+ $35,000

							blank

							+ $1,900

							minus $400

							minus $100

					


					

							g

							negative 1,200, single underline

							single underline

							single underline

							single underline

							single underline

							negative 1,200, single underline

							single underline

							single underline

							single underline

					


					

							Balance

							$5,100, double underline

							+ $350, double underline

							+ $30,000, double underline

							$250, double underline

							+ $35,000, double underline

							minud $1,200, double underline

							+ $1,900, double underline

							minus $400, double underline

							minus $100, double underline

					


				


				The ending balances for the Assets accounts sum to $35,450, and the ending balances for the Liabilities and Equity accounts sum to $35,450.


			


			

				Requirement 2


			


			

				

					

						[image: A table displays an income statement.]

					


				


				

				The income statement for Campus Apartment Locators for the month ended July 31, 2025:


				

					

							Account

							Account amounts

							Account totals

					


					

							Revenues

							blank

							blank

					


					

							Service Revenue

							blank

							$1,900

					


					

							Expenses

							blank

							blank

					


					

							Rent Expense

							$400

							blank

					


					

							Utilities Expense

							100, single underline

							blank

					


					

							Total Expenses

							blank

							500, single underline

					


					

							Net Income

							blank

							$1,400, double underline

					


				


			


			

				

					

						[image: Three tables display a statement of retained earnings, a balance sheet, and statement of cash flows.]

					


				


				

				The statement of retained earnings for campus apartment locators for the month ended July 31, 2025.


				

					

							Account

							Dollar Amount

					


					

							Retained Earnings, July 1, 2025

							$0

					


					

							Net income for the month

							1,400, single underline

					


					

							blank

							1,400

					


					

							Dividends

							left parenthesis 1,200l right parenthesis, single underline

					


					

							Retained Earnings, July 31, 2025

							$200, double underline

					


				


				The balance sheet for Campus Apartment Locators for July 31, 2025.


				Assets:


				

					

							Account

							Amount in dollars

					


					

							Cash

							$5,100

					


					

							Supplies

							350

					


					


					

							Land

							30,000

					


					

							blank

							Single underline

					


					

							Total Assets

							$34,450, double underline

					


				


				Liabilities.


				

					

							Account

							Amount in dollars

					


					

							Accounts Payable

							$250

					


				


				Stockholder's equity.


				

					

							Account

							Amount in dollars

					


					

							Common Stock

							35,000

					


					

							Retained Earnings

							200, single underline

					


					

							Total Stockholders' Equity

							35,200, single underline

					


					

							Total Liabilities and Stockholders' Equity

							$35,450, double underline

					


				


				A statement of cash flows for Campus Apartment Locators for July 31, 2025.


				

					

							Account

							Account amounts

							Account totals

					


					

							Cash flows from operating activities.

							Blank

							Blank

					


					

							Receipts.

							Blank

							Blank

					


					

							Collections from customers

							Blank

							$1,900

					


					

							Payments.

							Blank

							Blank

					


					

							To suppliers

							Blank

							left parenthesis 600 right parenthesis, single underline

					


					

							Net cash provided by operating activities

							Blank

							1,300

					


					

							Cash flows from investing activities

							Blank

							Blank

					


					

							Acquisition of land

							left parenthesis $30,000 right parenthesis, single underline

							Blank

					


					

							Net cash used by investing activities

							Blank

							left parenthesis 30,000 right parenthesis

					


					

							Cash flows from financing activities.

							Blank

							Blank

					


					

							Issued common stock

							35,000

							Blank

					


					

							Payment of cash dividends

							left parenthesis 1,200 right parenthesis, single underline

							Blank

					


					

							Net cash provided by financing activities

							Blank

							33,800, single underline

					


					

							Net increase in cash

							Blank

							5,100

					


					

							Cash balance, July 1, 2025

							Blank

							0, single underline

					


					

							Cash balance, July 31, 2025

							Blank

							$5,100, double underline

					


				


			


			

				Requirement 3


			


			

				

					

					

						

						

						

						

						

						

							

								         Beginning total assets        

								         +        

								         Ending total assets        

							

						

						       /      

						       2      

					

				

				

					

						       Average total assets      

					

					

						       =      

					

					

						

							

								         $        

								         0        

								         +        

								         $        

								         35,450        

							

						

						       /      

						       2      

						       =      

						       $      

						       17,725      

					

				

				

					

						       Return on assets      

					

					

						       =      

					

					

						       $      

						       1,400      

						       /      

						       $      

						       17,725      

						       =      

						       0.079      

						       =      

						       7.9      

						       %      

					

				

			

		

	
















          Key Terms

              
	Accounting

	Accounting Equation

	Accounts Payable

	Accounts Receivable

	Assets

	Audit

	Balance Sheet

	Certified Financial Planner (CFP)

	Certified Management Accountants (CMAs)

	Certified Public Accountants (CPAs)

	Chartered Global Management Accountant (CGMA)

	Common Stock

	Contributed Capital

	Corporation

	Cost Principle

	Creditor

	Data Analytics

	Data Visualization

	Dividend

	Economic Entity Assumption

	Equity

	Expenses

	Fair Value

	Faithful Representation

	Financial Accounting

	Financial Accounting Standards Board (FASB)

	Financial Statements

	Generally Accepted Accounting Principles (GAAP)

	Going Concern Assumption

	Income Statement

	International Accounting Standards Board (IASB)

	International Financial Reporting Standards (IFRS)

	Liabilities

	Limited-Liability Company (LLC)

	Managerial Accounting

	Monetary Unit Assumption

	Net Income

	Net Loss

	Partnership

	Public Company Accounting Oversight Board (PCAOB)

	Retained Earnings

	Return on Assets (ROA)

	Revenues

	Sarbanes-Oxley Act (SOX)

	Securities and Exchange Commission (SEC)

	Sole Proprietorship

	Statement of Cash Flows

	Statement of Retained Earnings

	Statement of Stockholders’ Equity

	Stockholder

	Transaction








            Quick Check

              
	Accounting is the information system that (Learning Objective 1)
	measures business activities.

	communicates the results to decision makers.

	processes information into reports.

	All of the above





	Which of the following is not an external user of a business’ financial information?  (Learning Objective 1)
	Taxing authorities

	Customers

	Employees

	Investors





	Generally Accepted Accounting Principles (GAAP) are currently formulated by the  (Learning Objective 2)
	Financial Accounting Standards Board (FASB).

	Securities and Exchange Commission (SEC).

	Institute of Management Accountants (IMA).

	Association of International Certified Professional Accountants (AICPA).








              
	Which type of business organization is owned by only one owner?  (Learning Objective 2)
	Corporation

	Partnership

	Sole proprietorship

	Items a, b, and c are all correct.





	Which of the following characteristics best describes a corporation?  (Learning Objective 2)
	A business with a single owner

	Is not taxed

	Stockholders not personally liable for entity’s debts

	Not a separate taxable entity





	Which of the following requires accounting information to be complete, neutral, and free from material error?  (Learning Objective 2)
	Faithful representation concept

	Cost principle

	Economic entity assumption

	Going concern assumption





	At the end of a recent year, Global Cleaning Service, a full-service house and office cleaning service, had total assets of $3,630 and equity of $2,280. How much were Global Cleaning Service’s liabilities?   (Learning Objective 3)
	$5,910

	$3,630

	$1,350

	$2,280





	Consider the overall effects on Global Cleaning Service from selling and performing services on account for $6,400 and paying expenses totaling $2,500. What is Global Cleaning Service’s net income or net loss?  (Learning Objective 3)
	Net income of $3,900

	Net loss of $3,900

	Net income of $6,400

	Net income of $8,900





	Assume that Global Cleaning Service performed cleaning services for a department store on account for $180. How would this transaction affect Global Cleaning Service’s accounting equation?  (Learning Objective 4)
	Increase both assets and liabilities by $180

	Increase both assets and equity by $180

	Increase both liabilities and equity by $180

	Decrease liabilities by $180, and increase equity by $180





	The balance sheet reports the  (Learning Objective 5)
	financial position on a specific date.

	results of operations on a specific date.

	financial position for a specific period.

	results of operations for a specific period.





	Assume Global Cleaning Service had net income of $570 for the year. Global Cleaning Service’s beginning and ending total assets were $4,520 and $4,180, respectively. Calculate Global Cleaning Service’s return on assets for the year.  (Learning Objective 6)
	12.6%

	13.6%

	13.1%

	7.63%









Check your answers at the end of the chapter.





            Assess Your Progress


Review Questions

              
	What is accounting? (Learning Objective 1)


	Briefly describe the two major fields of accounting. (Learning Objective 1)


	Describe the various types of individuals who use accounting information and how they use that information to make important decisions. (Learning Objective 1)


	What are various certifications available for accountants? Briefly explain each certification. (Learning Objective 1)


	What is the role of the Financial Accounting Standards Board (FASB)? (Learning Objective 2)


	Explain the purpose of Generally Accepted Accounting Principles (GAAP), including the organization currently responsible for the creation and governance of these standards in the United States. (Learning Objective 2)


	Describe the similarities and differences among the four different types of business entities discussed in the chapter. (Learning Objective 2)


	A business purchases an acre of land for $5,000. The current market value is $5,550, and the land was assessed for property tax purposes at $5,250. What value should the land be recorded at, and which accounting principle supports your answer? (Learning Objective 2)


	What does the going concern assumption mean for a business? (Learning Objective 2)


	Which concept states that accounting information should be complete, neutral, and free from material error? (Learning Objective 2)


	Financial statements in the United States are reported in U.S. dollars. What assumption supports this statement? (Learning Objective 2)


	Explain the role of the International Accounting Standards Board (IASB) in relation to International Financial Reporting Standards (IFRS). (Learning Objective 2)


	What is the accounting equation? Briefly explain each of the three parts. (Learning Objective 3)


	How does retained earnings increase? What are the two ways that retained earnings decreases? (Learning Objective 3)


	How is net income calculated? Define revenues and expenses. (Learning Objective 3)


	What are the steps used when analyzing a business transaction? (Learning Objective 4)


	List the financial statements discussed in the chapter and briefly describe each statement. (Learning Objective 5)


	What is the calculation for ROA? Explain what ROA measures. (Learning Objective 6)









            Short Exercises


S-F:1-1. Identifying users of accounting information (Learning Objective 1)


For each user of accounting information, identify if the user would use financial accounting or managerial accounting.

              
	investor

	banker

	IRS

	manager of the business

	controller

	stockholder

	human resources director 

	creditor





S-F:1-2. Determining organizations that govern accounting (Learning Objective 2)


Suppose you are starting a business, Wholly Shirts, to imprint logos on T-shirts. In organizing the business and setting up its accounting records, you take your information to a CPA to prepare financial statements for the bank. Name the organization that governs the majority of the guidelines that the CPA will use to prepare financial statements for Wholly Shirts. What are those guidelines called?


S-F:1-3. Identifying types of business organizations (Learning Objective 2)


Diana Rahat, the owner, plans on opening Diana Rahat Floral Designs. The owner is considering the various types of business organizations and wishes to organize the business with unlimited life and wants the owner of the business to not be held personally liable for the business’ debts. Additionally, Rahat wants the business to be a separate taxable entity. Which type of business organization will meet Rahat’s needs best?


S-F:1-4. Identifying types of business organizations (Learning Objective 2)


You would like to start a cellular telephone equipment service business. You are considering organizing the business as a sole proprietorship. Identify the advantages and disadvantages of owning a sole proprietorship.


S-F:1-5. Applying accounting assumptions and principles (Learning Objective 2)


Barry Lim is a 28-year old data analyst who lives in Singapore. He recently made a few decisions that affected his professional life. Identify the accounting assumptions and principles that apply to each of the following situations:

              
	Barry quit his job at a data analysis firm to open a café called Barry’s Café. He separated his personal assets from the assets of Barry’s Café to help him evaluate the business performance.

	The Covid-19 pandemic has caused s a severe disruption to global economy, particularly in the food and beverage sector. However, Barry’s Café has not been impacted much as it is near a local campus. Barry expects that his café will remain in operation for the foreseeable future.

	All business transactions at Barry’s Café are made in Singapore dollars. Therefore, Barry’s Café reports its financial statements in Singapore dollars.

	Barry’s Café records all furniture and a coffee roaster at its original costs (purchase price).





S-F:1-6. Using the accounting equation (Learning Objective 3)


Homelane Interiors, London, has total assets for the year of £27,600 and total liabilities of £13,575.


Requirements

              
	Use the accounting equation to solve for equity.

	If assets increased by £6,450 and equity decreased by £5,775 during the next year, what would be the amount of total liabilities for Homelane Interiors?





S-F:1-7. Using the accounting equation (Learning Objective 3)


Galaxy Smart Room Solutions reports the following financial information:

    




	Assets
	€ 54,960



	Liabilities 
	20,664



	Common Stock
	32,952



	Dividends
	7,800



	Revenues
	10,620



	Expenses
	?









Requirements

              
	Use the accounting equation to solve for the missing information.

	Did Galaxy Smart Room Solutions report net income or net loss?





S-F:1-8. Identifying accounts (Learning Objective 3)


Consider the following accounts:

              
	Accounts Payable

	Cash

	Common Stock

	Accounts Receivable 

	Rent Expense

	Service Revenue 

	Supplies

	Dividends 

	Land 

	Salaries Expense





Identify each account as Asset, Liability, or Equity.


S-F:1-9. Using the accounting equation to analyze transactions (Learning Objective 4)


Care and Cure Inc. operates a diagnostic center in Cochem, Germany. Care and Cure Inc. is organized as a corporation. During the past month, Care and Cure has the following transactions:

              
	Received €1,040 cash for service revenue earned.

	Paid €650 cash for salaries expense.

	Received a €2,000 contribution in exchange for common stock.

	Earned €1,280 for service revenue, but the customer has not paid Care and Cure yet.

	Received utility bill of €170, which will be paid next month.

	Cash dividends of €200 were paid to stockholders.





Indicate the effects of the business transactions on the accounting equation for Care and Cure Inc. Transaction (a) is answered as a guide. Use the following accounts: Cash, Accounts Receivable, Accounts Payable, Common Stock, Dividends, service Revenue, Salaries Expense, and Utilities Expense.


a. Increase asset (Cash); Increase equity (Service Revenue)


S-F:1-10. Using the accounting equation to analyze transactions (Learning Objective 4)


Mireya’s Inflatables earns service revenue by providing party planning services and inflatable playscapes. Mireya’s Inflatables is organized as a corporation. During the past month, Mireya’s Inflatables had the following transactions:

              
	Received contributions of $10,000 in exchange for common stock. 

	Purchased equipment for $5,000 on account.

	Paid $400 for supplies. 

	Earned and received $2,500 cash for service revenue.

	Paid $400 for wages to employees. 

	Cash dividends of $1,000 were paid to stockholders. 

	Earned $1,000 for services provided. Customer has not yet paid. 

	Paid $1,000 for rent.

	Received a bill for $250 for the monthly utilities. The bill has not yet been paid.





Indicate the effects of the business transactions on the accounting equation for Mireya’s Inflatables. Transaction (a) is answered as a guide. Use the following accounts: Cash, Accounts Receivable, Supplies, Equipment, Accounts Payable, Common Stock, Dividends, Service Revenue, Wages Expense, Rent Expense, and Utilities Expense.


a. Increase asset (Cash); Increase equity (Common Stock)


S-F:1-11. Identifying accounts on the financial statements (Learning Objective 5)


Consider the following accounts:

              
	Accounts Payable

	Cash 

	Common Stock

	Accounts Receivable 

	Rent Expense

	Service Revenue

	Supplies

	Dividends

	Land

	Salaries Expense





Identify the financial statement (or statements) that each account would appear on. Use I for Income Statement, RE for Statement of Retained Earnings, B for Balance Sheet, and C for Statement of Cash Flows.


Use the following information to answer Short Exercises S-F:1-12 through S-F:1-15.


Boardwalk Web Design has just completed operations for the year ended December 31, 2025. This is the third year of operations for the company. The following data have been assembled for the business:

    

	Insurance Expense
	$  4,000
	Salaries Expense
	$ 42,000



	Service Revenue
	74,000
	Accounts Payable
	6,800



	Utilities Expense
	1,100
	Supplies
	2,100



	Rent Expense
	13,000
	Dividends
	3,900



	Common Stock
	6,000
	Accounts Receivable
	5,500



	Cash
	4,700
	Equipment
	15,000



	Retained Earnings, January 1, 2025
	4,500
	 
	 








S-F:1-12. Preparing the income statement (Learning Objective 5)


Prepare the income statement of Boardwalk Web Design for the year ended December 31, 2025.


S-F:1-13. Preparing the statement of retained earnings (Learning Objective 5)


Prepare the statement of retained earnings of Boardwalk Web Design for the year ended December 31, 2025.


S-F:1-14. Preparing the statement of stockholders’ equity (Learning Objective 5)


Prepare the statement of stockholders’ equity of Boardwalk Web Design for the year ended December 31, 2025. No common stock was issued during 2025.


S-F:1-15. Preparing the balance sheet (Learning Objective 5)


Prepare the balance sheet of Boardwalk Web Design as of December 31, 2025.


S-F:1-16. Preparing the statement of cash flows (Learning Objective 5)


Royal Jewelry Box Company supplies customized jewelry boxes to various jewelry shops in Kolkata, India. Royal Jewelry Box Company had the following cash transactions for the month ended July 31, 2025.

    
	Cash receipts:


	Collections from customers
	₹ 50,000



	Issued common stock
	26,000


	Cash payments:


	Rent
	1,000



	Utilities
	4,000



	Salaries
	3,000



	Purchase of equipment
	50,000



	Payment of cash dividends
	8,000



	Cash balance, July 1, 2025
	28,000



	Cash balance, July 31, 2025
	38,000








Prepare the statement of cash flows for Royal Jewelry Box Company for the month ended July 31, 2025.





            Exercises


E-F:1-17. Identifying users of accounting information (Learning Objective 1)


For each of the users of accounting information, identify whether the user is an external decision maker (E) or an internal decision maker (I):

              
	customer

	company manager 

	Internal Revenue Service

	lender

	investor

	controller

	cost accountant

	SEC





E-F:1-18. Calculating ROA (Learning Objective 6)


Annett Irrigation Company had net income of $30,000 for the month of October. Assets as of the beginning and end of the month totaled $355,000, and $345,000, respectively. Calculate Annett Irrigation Company’s ROA for the month of October. Round percentage to two decimal places.


E-F:1-19. Using accounting vocabulary (Learning Objectives 3, 5)


Consider the following accounting terms and definitions and match each term to the definition:

    

	
1. Accounting equation
	
a. An economic resource that is expected to be of benefit in the future



	
2. Asset
	
b. Debts that are owed to creditors



	
3. Balance sheet
	
c. Excess of total expenses over total revenues



	
4. Expense
	
d. Excess of total revenues over total expenses



	
5. Income statement
	
e. The basic tool of accounting, stated as

Assets=Liabilities+Equity





	
6. Liability
	
f. Decreases in equity that occur in the course of selling goods or services



	
7. Net income
	
g. Increases in equity that occur in the course of selling goods or services



	
8. Net loss
	
h. Reports on a business’s cash receipts and cash payments during a period



	
9. Revenue
	
i. Reports on an entity’s assets, liabilities, and stockholders’ equity as of a specific date



	
10. Statement of cash flows
	
j. Reports on an entity’s revenues, expenses, and net income or loss for the period



	
11. Statement of retained earnings
	
k. Reports how the company’s retained earnings balance changed from the beginning to the end of the period








E-F:1-20. Using accounting vocabulary (Learning Objective 2)


Consider the following accounting terms and definitions and match each term to the definition:

    

	
1. Sole proprietorship
	
a. Set of global accounting guidelines, formulated by the IASB



	
2. Faithful representation
	
b. Holds that fair value should not be used over actual costs



	
3. Partnership
	
c. Stands for Financial Accounting Standards Board



	
4. IFRS
	
d. Owner is referred to as a proprietor



	
5. Corporation
	
e. Asserts that accounting information should be complete, neutral, and free from material error



	
6. Audit
	
f. An examination of a company’s financial statements and records



	
7. Cost principle
	
g. Has two or more owners (called partners)



	
8. FASB
	
h. U.S. governmental agency that oversees the U.S. financial markets



	
9. Creditors
	
i. Type of entity that is designed to limit personal liability exposure of owners to the entity’s debts



	
10. SEC
	
j. Person or business lending money








E-F:1-21. Using the accounting equation (Learning Objective 3)


Wizco Advertising’s balance sheet data at May 31, 2024, and June 30, 2024, follow:

    

	

	May 31, 2024
	June 30, 2024



	Total Assets
	$ 122,000
	$ 287,000



	Total Liabilities
	66,000
	144,000








For each of the following situations that occurred in June 2024 with regard to common stock and dividends of a corporation, compute the amount of net income or net loss during June 2024.

              
	The company issued $10,000 of common stock and paid no dividends.

	The company issued no common stock. It paid cash dividends of $3,000.

	The company issued $12,500 of common stock and paid cash dividends of $30,000.





E-F:1-22. Using the accounting equation (Learning Objective 3)


Urban Concepts Furniture Company’s balance sheet data at May 31, 2025, and June 30, 2025, follow:

    

	

	May 31, 2025
	June 30, 2025



	Total Assets
	€ 244,000
	€ 574,000



	Total Liabilities
	132,000
	288,000
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SMART TOUCH LEARNING
Statement of Cash Flows

Month Ended November 30, 2025

Cash flows from operating activities:
Receipts:
Collections from customers
Payments:
To suppliers
To employees
Net cash provided by operating activities
Cash flows from investing activities:
Acquisition of land
Net cash used by investing activities
Cash flows from financing activities:
Issued common stock
Payment of cash dividends
Net cash provided by financing activities
Net increase in cash
Cash balance, November 1, 2025
Cash balance, November 30, 2025

$ (2,300)

(1,200)

(20,000)

30,000

(5,000)

$ 9,000

The heading includes the name of the business,
the title of the statement, and the time period.
Astatement of cash flows always represents a
period of time.

Each dollar amount i calculated by
evaluating the cash column on Exhibit F:1-6,
For example, collections from customers is
caloulated by adding the cash received from
customers in Transaction 4 ($5,500) plus
Transaction 8 (2,000).

$ 7,500 <

(3,500)

4,000

(20,000)

25,000

9,000

Operating actvites involve cash receipts
for services provided and cash payments
for expenses paid

Investing activites include the purchase
and sale of land and equipment for cash.

Financing actvtles include issuance of
stock to stockholders and payment o cash
dividends.

The ending cash balance
must match the cash balance
on the balance sheet.








OEBPS/images/1a0dbb83-a1be-44c5-b0fd-4aea47bf1d2a_ASSET_UnFigFM-009.png
Today’s accountants need to have more than just accounting knowledge. They also need to
have an understanding of how technology is used to process financial information. Accounting
and finance individuals actively work with information technology teams to develop account-
ing systems. Data analytics, which is the process of examining data, identifying trends, and
drawing conclusions, is often used by companies to answer business questions. The insights
gained from data analytics are often communicated through the use of data visualizations.
Data visualizations are the presentation of data, trends, and conclusions in a graphical format.
Often these visualizations are developed into a dashboard, which is a visual display of data that
can be used to answer a variety of different questions. Ideal business employees have knowledge
in both accounting and technology. Individuals with strong technology skills are in high demand
as companies are priotitizing digital transformation. Look for this feature in future chapters to
better understand how data analytics is changing the role of business employees.
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CAMPUS APARTMENT LOCATORS
Statement of Retained Earnings
Month Ended July 31, 2025

Retained Earnings, July 1, 2025
Net income for the month

Dividends
Retained Earnings, July 31, 2025

CAMPUS APARTMENT LOCATORS

Balance Sheet
July 31, 2025

Assets
cash $ 5100
Supplies 350
Land 30,000
Total Assets $35450

$ 0
1,400

1,400

(1,200

$ 200

Liabilities

Accounts Payable

Stockholders’ Equity

Common Stock

Retained Earnings

Total Stockholders’ Equity.

Total Liabilities and Stockholders’ Equity

CAMPUS APARTMENT LOCATORS
Statement of Cash Flows
Month Ended July 31, 2025

Cash flows from operating activities:
Receipts:
Collections from customers
Payments:
To suppliers
Net cash provided by operating activities
Cash flows from investing activities:
Acquisition of land
Net cash used by investing activities
Cash flows from financing activities:
Issued common stock
idends

Net cash provided by financing activities

Payment of cash di

Net increase in cash
Cash balance, July 1, 2025
Cash balance, July 31, 2025

$ (30,000)

35,000
(1,200)

$ 1,900

(600)

1,300

(30,000)

33,800
5,100

$ 250

35,000
200

35,200
$ 35,450
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SMART TOUCH LEARNING
Statement of Stockholders’ Equity
Month Ended November 30, 2025

Common Stock  Retained Earnings  Total Stockholders’ Equity

Balance at November 1, 2025 $ 0 $ 0 $ 0
Issuance of common stock 30,000 30,000
Net income for the month 5,300 5,300
Dividends (5,000) (5,000)
Balance at November 31, 2025 $ 30,000 —>$ 300 —>$ 30,300

Represents the balance
in common stock

Represents the balance | | Represents total stockholders’
in retained earnings. equity and matches the amount
on the balance sheet.
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ASSETS

LIABILITIES +

EQUITY

Contributed

Capital  + Retained Earnings
Cash  + Supplies Land Accounts + Common - Dividends + Service - Rent - Utilities
Payable Stock Revenue  Expense  Expense
+35,000 +35,000
+350 +350
. $35000 + $350 $350  + $35000
30,000 +30,000
$5,000 + $350 $30,000 $350 +  $35,000
+1,900 +1,900
$6,900 + $350 $30,000 $350 + $35,000 + $1,900
-100 -100
$6,800 + $350 $30,000 $250  + $35000 + $1,900
-500 —400 -100
$6,300 + $350 $30,000 $250  + $35000 + $1,900 - 3400 - $100
1,200 -1,200
$5100 + 3350 $30,000 $250 + §35000 - §$1,00 + $1,900 - $400 - $100
$35,450 $35,450
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When you are preparing the financial statements, start by identifying which account
goes on which statement. Each account will only go on one statement, except for Retained Earnings

and Cash. For example, Service Revenue is only reported on the income statement. Liabilities, such as Accounts
Payable, are only reported on the balance sheet. Cash and Retained Earnings appear on two statements.
Cash is reported on the balance sheet and statement of cash flows, and Retained Earnings
is reported on the statement of retained earnings and balance sheet.
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SMART TOUCH LEARNING <+

The heading includes the name of the
business, the title of the statement,

and the time period. A statement of
retained earnings always represents
a period of time.

Statement of Retained Earnings
Month Ended November 30, 2025

Retained Earnings, November 1, 2025
Net income for the month

Dividends
Retained Earnings, November 30, 2025

$ o0+
5,300
5,300

(5,000)

$ 300

The beginning retained earnings is SO
because Smart Touch Learning began
this month; therefore, it had no begin-

ning retained eamings. The beginning
retained earnings will always be the
ending retained earnings from the
previous time period.

Net income is transferred
from the income statement
The dividends are subtracted

from retained earnings. If there
had been a net loss rather than

a net income, this would
also be subtracted.
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ASSETS

LIABILITIES + EQUITY

Cash +

Bal. $12,000 +
(8) +2,000

Accounts +Supplies +  Land
Receivable
$3,000 + $500 + $20,000
~2,000

Contributed
Capital 4+ Retained Earnings

Accounts + Common + Service — Rent - Salaries
Payable Stock Revenue Expense Expense

$200 + $30,000 + $8,500 - $2,000 - $1,200

Bal. $14,000 +

$1,000 + $500 + $20,000

$200 +  $30,000 + $8,500 - $2,000 - $1,200
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ASSETS LIABILITIES + EQUITY

Contributed
Capital 4+ Retained Earnings

Cash  + Accounts +Supplies + Land | _ | Accounts + Common + Service - Rent - Salaries
Receivable ~ | Payable Stock  Revenue Expense Expense

Bal. $15,500 + $3,000 + $500 + $20,000 $500 + $30,000 + $8,500
(6) -3,200 -2,000 1,200

Bal. $12,300 + $3,000 + $500 + $20,000 $500 + $30,000 + $8,500 - $2,000 - $1,200
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Income statement Provides information about profitability for a Revenues - Expenses = Net Income or Net Loss
particular period for the company

Statement of retained Informs users about how much of the earnings Retained Earnings, Beginning
eamings were kept and reinvested in the company +Net Income or - Net Loss for the period
~ Dividends for the period

Retained Earnings, Ending

Balance sheet Provides valuable information to financial statement Assets = Liabilities + Stockholders’ Equity
users about economic resources the company has
(assets) as well as debts the company owes (liabilties),
and allows decision makers to determine their opinion
about the financial position of the company.

Statement of cash Reports on a business' cash receipts and cash Cash flows from operating activities
flows payments for a period of time Cash flows from investing activities
Cash flows from financing activities
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Notice how the steps help when analyzing transactions. It's important that, as you are
learning, you use the steps to complete the transactions. Moving forward, try writing the
steps out yourself before looking at the transaction analysis.
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1. Received $30,000 cash and issued common stock to Sheena Bright, stockholder
2. Paid $20,000 cash for land

3. Bought $500 of supplies on account

4. Received $5,500 cash from clients for service revenue earned

5. Performed services for clients on account, $3,000

6. Paid cash expenses: office rent, $2,000; employee salaries, $1,200

7. Paid $300 on the accounts payable created in Transaction 3

8. Collected $2,000 on the accounts receivable created in Transaction 5

9. Paid cash dividends of $5,000 to stockholder, Sheena Bright
ASSETS LIABILITIES 4 EQUITY
Contributed
Capital  + Retained Earnings
Cash + Accounts + Supplies + Land Accounts + Common - Dividends + Service - Rent - Salaries
Receivable Payable Stock Revenue  Expense  Expense
(1) +30,000 +30,000
(@) -20,000 +20,000
Bal. $10,000 + $20,000 $30,000
® +500 +500
Bal. $10,000 + $500 + $20,000 $500  +  $30,000
@ +5500 +5,500
Bal. $15,500 + $500 + 520,000 [ $500  +  $30,000 + 35500
©) +3,000 +3,000
Bal. $15500 + $3000 + $500 + $20,000 $500  +  $30,000 + $8,500
® _-3.200 2,000 -1,200
Bal. $12300 + $3000 + $500 + $20,000 $500  + $30,000 + $8500 - 52000 - $1,200
@ _ -300 -300
Bal. $12,000 + $3000 + $500 + $20,000 $200  +  $30,000 + $8500 - $2000 - $1,200
(8 +2000 2,000
Bal. $14,000 + $1,000 + $500 + $20,000 $200  +  $30,000 + $8500 - 52000 - $1,200
9 5,000 5,000
Bal. § 9,000 + $1,000 + $500 + $20,000 $200  + $30000 - $5000 + $8500 - $2000 - $1,200

$30,500 $30,500
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OEBPS/js/highlightjs-line-numbers.js
// jshint multistr:true

(function (w, d) {
    'use strict';

    var TABLE_NAME = 'hljs-ln',
        LINE_NAME = 'hljs-ln-line',
        CODE_BLOCK_NAME = 'hljs-ln-code',
        NUMBERS_BLOCK_NAME = 'hljs-ln-numbers',
        NUMBER_LINE_NAME = 'hljs-ln-n',
        DATA_ATTR_NAME = 'data-line-number',
        BREAK_LINE_REGEXP = /\r\n|\r|\n/g;

    if (w.hljs) {
        w.hljs.initLineNumbersOnLoad = initLineNumbersOnLoad;
        w.hljs.lineNumbersBlock = lineNumbersBlock;
        w.hljs.lineNumbersValue = lineNumbersValue;

        addStyles();
    } else {
        w.console.error('highlight.js not detected!');
    }

    function isHljsLnCodeDescendant(domElt) {
        var curElt = domElt;
        while (curElt) {
            if (curElt.className && curElt.className.indexOf('hljs-ln-code') !== -1) {
                return true;
            }
            curElt = curElt.parentNode;
        }
        return false;
    }

    function getHljsLnTable(hljsLnDomElt) {
        var curElt = hljsLnDomElt;
        while (curElt.nodeName !== 'TABLE') {
            curElt = curElt.parentNode;
        }
        return curElt;
    }

    // Function to workaround a copy issue with Microsoft Edge.
    // Due to hljs-ln wrapping the lines of code inside a <table> element,
    // itself wrapped inside a <pre> element, window.getSelection().toString()
    // does not contain any line breaks. So we need to get them back using the
    // rendered code in the DOM as reference.
    function edgeGetSelectedCodeLines(selection) {
        // current selected text without line breaks
        var selectionText = selection.toString();

        // get the <td> element wrapping the first line of selected code
        var tdAnchor = selection.anchorNode;
        while (tdAnchor.nodeName !== 'TD') {
            tdAnchor = tdAnchor.parentNode;
        }

        // get the <td> element wrapping the last line of selected code
        var tdFocus = selection.focusNode;
        while (tdFocus.nodeName !== 'TD') {
            tdFocus = tdFocus.parentNode;
        }

        // extract line numbers
        var firstLineNumber = parseInt(tdAnchor.dataset.lineNumber);
        var lastLineNumber = parseInt(tdFocus.dataset.lineNumber);

        // multi-lines copied case
        if (firstLineNumber != lastLineNumber) {

            var firstLineText = tdAnchor.textContent;
            var lastLineText = tdFocus.textContent;

            // if the selection was made backward, swap values
            if (firstLineNumber > lastLineNumber) {
                var tmp = firstLineNumber;
                firstLineNumber = lastLineNumber;
                lastLineNumber = tmp;
                tmp = firstLineText;
                firstLineText = lastLineText;
                lastLineText = tmp;
            }

            // discard not copied characters in first line
            while (selectionText.indexOf(firstLineText) !== 0) {
                firstLineText = firstLineText.slice(1);
            }

            // discard not copied characters in last line
            while (selectionText.lastIndexOf(lastLineText) === -1) {
                lastLineText = lastLineText.slice(0, -1);
            }

            // reconstruct and return the real copied text
            var selectedText = firstLineText;
            var hljsLnTable = getHljsLnTable(tdAnchor);
            for (var i = firstLineNumber + 1 ; i < lastLineNumber ; ++i) {
                var codeLineSel = format('.{0}[{1}="{2}"]', [CODE_BLOCK_NAME, DATA_ATTR_NAME, i]);
                var codeLineElt = hljsLnTable.querySelector(codeLineSel);
                selectedText += '\n' + codeLineElt.textContent;
            }
            selectedText += '\n' + lastLineText;
            return selectedText;
        // single copied line case
        } else {
            return selectionText;
        }
    }

    // ensure consistent code copy/paste behavior across all browsers
    // (see https://github.com/wcoder/highlightjs-line-numbers.js/issues/51)
    document.addEventListener('copy', function(e) {
        // get current selection
        var selection = window.getSelection();
        // override behavior when one wants to copy line of codes
        if (isHljsLnCodeDescendant(selection.anchorNode)) {
            var selectionText;
            // workaround an issue with Microsoft Edge as copied line breaks
            // are removed otherwise from the selection string
            if (window.navigator.userAgent.indexOf('Edge') !== -1) {
                selectionText = edgeGetSelectedCodeLines(selection);
            } else {
                // other browsers can directly use the selection string
                selectionText = selection.toString();
            }
            e.clipboardData.setData('text/plain', selectionText);
            e.preventDefault();
        }
    });

    function addStyles () {
        var css = d.createElement('style');
        css.type = 'text/css';
        css.innerHTML = format(
            '.{0}{border-collapse:collapse}' +
            '.{0} td{padding:0}' +
            '.{1}:before{content:attr({2})}',
        [
            TABLE_NAME,
            NUMBER_LINE_NAME,
            DATA_ATTR_NAME
        ]);
        d.getElementsByTagName('head')[0].appendChild(css);
    }

    function initLineNumbersOnLoad (options) {
        if (d.readyState === 'interactive' || d.readyState === 'complete') {
            documentReady(options);
        } else {
            w.addEventListener('DOMContentLoaded', function () {
                documentReady(options);
            });
        }
    }

    function documentReady (options) {
        try {
            var blocks = d.querySelectorAll('code.hljs,code.nohighlight');

            for (var i in blocks) {
                if (blocks.hasOwnProperty(i)) {
                    if (!isPluginDisabledForBlock(blocks[i])) {
                        lineNumbersBlock(blocks[i], options);
                    }
                }
            }
        } catch (e) {
            w.console.error('LineNumbers error: ', e);
        }
    }

    function isPluginDisabledForBlock(element) {
        return element.classList.contains('nohljsln');
    }

    function lineNumbersBlock (element, options) {
        if (typeof element !== 'object') return;

        async(function () {
            element.innerHTML = lineNumbersInternal(element, options);
        });
    }

    function lineNumbersValue (value, options) {
        if (typeof value !== 'string') return;

        var element = document.createElement('code')
        element.innerHTML = value

        return lineNumbersInternal(element, options);
    }

    function lineNumbersInternal (element, options) {

        var internalOptions = mapOptions(element, options);

        duplicateMultilineNodes(element);

        return addLineNumbersBlockFor(element.innerHTML, internalOptions);
    }

    function addLineNumbersBlockFor (inputHtml, options) {
        var lines = getLines(inputHtml);

        // if last line contains only carriage return remove it
        if (lines[lines.length-1].trim() === '') {
            lines.pop();
        }

        if (lines.length > 1 || options.singleLine) {
            var html = '';

            for (var i = 0, l = lines.length; i < l; i++) {
                html += format(
                    '<tr>' +
                        '<td class="{0} {1}" {3}="{5}">' +
                            '<div class="{2}" {3}="{5}"></div>' +
                        '</td>' +
                        '<td class="{0} {4}" {3}="{5}">' +
                            '{6}' +
                        '</td>' +
                    '</tr>',
                [
                    LINE_NAME,
                    NUMBERS_BLOCK_NAME,
                    NUMBER_LINE_NAME,
                    DATA_ATTR_NAME,
                    CODE_BLOCK_NAME,
                    i + options.startFrom,
                    lines[i].length > 0 ? lines[i] : ' '
                ]);
            }

            return format('<table class="{0}">{1}</table>', [ TABLE_NAME, html ]);
        }

        return inputHtml;
    }

    /**
     * @param {HTMLElement} element Code block.
     * @param {Object} options External API options.
     * @returns {Object} Internal API options.
     */
    function mapOptions (element, options) {
        options = options || {};
        return {
            singleLine: getSingleLineOption(options),
            startFrom: getStartFromOption(element, options)
        };
    }

    function getSingleLineOption (options) {
        var defaultValue = false;
        if (!!options.singleLine) {
            return options.singleLine;
        }
        return defaultValue;
    }

    function getStartFromOption (element, options) {
        var defaultValue = 1;
        var startFrom = defaultValue;

        if (isFinite(options.startFrom)) {
            startFrom = options.startFrom;
        }

        // can be overridden because local option is priority
        var value = getAttribute(element, 'data-ln-start-from');
        if (value !== null) {
            startFrom = toNumber(value, defaultValue);
        }

        return startFrom;
    }

    /**
     * Recursive method for fix multi-line elements implementation in highlight.js
     * Doing deep passage on child nodes.
     * @param {HTMLElement} element
     */
    function duplicateMultilineNodes (element) {
        var nodes = element.childNodes;
        for (var node in nodes) {
            if (nodes.hasOwnProperty(node)) {
                var child = nodes[node];
                if (getLinesCount(child.textContent) > 0) {
                    if (child.childNodes.length > 0) {
                        duplicateMultilineNodes(child);
                    } else {
                        duplicateMultilineNode(child.parentNode);
                    }
                }
            }
        }
    }

    /**
     * Method for fix multi-line elements implementation in highlight.js
     * @param {HTMLElement} element
     */
    function duplicateMultilineNode (element) {
        var className = element.className;

        if ( ! /hljs-/.test(className)) return;

        var lines = getLines(element.innerHTML);

        for (var i = 0, result = ''; i < lines.length; i++) {
            var lineText = lines[i].length > 0 ? lines[i] : ' ';
            result += format('<span class="{0}">{1}</span>\n', [ className,  lineText ]);
        }

        element.innerHTML = result.trim();
    }

    function getLines (text) {
        if (text.length === 0) return [];
        return text.split(BREAK_LINE_REGEXP);
    }

    function getLinesCount (text) {
        return (text.trim().match(BREAK_LINE_REGEXP) || []).length;
    }

    ///
    /// HELPERS
    ///

    function async (func) {
        w.setTimeout(func, 0);
    }

    /**
     * {@link https://wcoder.github.io/notes/string-format-for-string-formating-in-javascript}
     * @param {string} format
     * @param {array} args
     */
    function format (format, args) {
        return format.replace(/\{(\d+)\}/g, function(m, n){
            return args[n] !== undefined ? args[n] : m;
        });
    }

    /**
     * @param {HTMLElement} element Code block.
     * @param {String} attrName Attribute name.
     * @returns {String} Attribute value or empty.
     */
    function getAttribute (element, attrName) {
        return element.hasAttribute(attrName) ? element.getAttribute(attrName) : null;
    }

    /**
     * @param {String} str Source string.
     * @param {Number} fallback Fallback value.
     * @returns Parsed number or fallback value.
     */
    function toNumber (str, fallback) {
        if (!str) return fallback;
        var number = Number(str);
        return isFinite(number) ? number : fallback;
    }

}(window, document));
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let ShowHideAction_Elements = document.querySelectorAll('.divWidgetShowHideQuestionText');

ShowHideAction_Elements.forEach(element => {
    element.addEventListener("click", () =>{
        let hide_element = element.parentElement.querySelector('.divWidgetShowHideAnswerText')
        hide_element.style.display = hide_element.style.display === 'block' ? 'none' : 'block';
        element.classList.toggle("active")

    });
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ACCOUNTING IN YOUR CAREER

Credit Analyst

A credit analyst is responsible for credit and collection activities for a business. The employee
is responsible for determining the degree of risk in extending credit to customers. Credit

analysts use liquidity ratios, profitability ratios, and credit history to determine if credit should
be offered to the customer. In addition, credit analysts handle collection activities including
collection of past due balances and ensuring compliance with company credit policies. A credit
analyst should have strong analytical thinking skills including an understanding of accounting
and finance. A bachelor’s degree in business is often required for this position. Credit analysts
work in a variety of different industries and earn an average $60,000 to $80,000 annual salary.
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the title of the statement, and the time period.
An income statement always represents a
period of time, for example, a month or year.

SMART TOUCH LEARNING <———————————
Income Statement
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Assets = Liabilities + Equity

Remember, the accounting equation is an equation—so the left side of
the equation always equals the right side of the equation.
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CAMPUS APARTMENT LOCATORS
Income Statement
Month Ended July 31, 2025

Revenues:

Service Revenue $ 1,900
Expenses:
Rent Expense $ 400
Utilities Expense 100
Total Expenses - 500
Net Income $ 1,400
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Definition A business with a single Abusiness with two or more A business organized A company in which each
owner owners and not organized as  under state law that is  member is only liable for his
a corporation aseparate legal entity  or her own actions
Number of One (called the proprietor)  Two or more (called partners) ~One or more (called  One or more (called
owners stockholders) members or partners)
Life of the Terminates at owner's choice  Terminates at a partner's Indefinite Indefinite
organization or death choice or death

Personal liability
of the owner(s)
for the business’
debts

The owner is personally
liable.

The partners are personally
liable.

Stockholders are not
personally liable.

Members are not personally
liable.

Taxation

Not separate taxable entities.

The owner pays tax on the
proprietorship’s earnings.

Partnership is not taxed.
Instead partners pay tax on
their share of the earnings.

Separate taxable entity.
Corporation pays tax.

LLC is not taxed. Instead
members pay tax on their
share of earnings.

Type of business

Small businesses

Professional organizations
of physicians, attorneys, and
accountants

From small business to
large multinational
businesses

An alternative to the
partnership
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Financial Accounting

External Decision Makers:

Should linvest in the business?

Is the business profitable?

Should we lend money to the business?
Can the business pay us back?

Managerial Accounting

Internal Decision Makers:

How much money should the business
budget for production?

Should the business expand to a new
location?

How do actual costs compare to
budgeted costs?
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ASSETS LIABILITIES + EQUITY

Contributed
Capital 4+ Retained Earnings

Cash  + Accounts +Supplies + Lland | _ | Accounts + Comwnon + Service - Rent - Salaries

Receivable Payable Stock Revenue Expense Expense

Bal. $12,300 + $3,000 + $500 + $20,000 $500 + $30,000 + $8,500 - $2,000 - $1,200
(7) -300 -300

Bal. $12,000 + $3,000 + $500 + $20,000 $200 +  $30,000 + $8,500 - $2,000 - $1,200
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ASSETS LIABILITIES + EQUITY
Contributed + Retained

Capital Earnings

Cash + Accounts +Supplies+ Land | _ | Accounts + Common + Service
Receivable Payable Stock Revenue

Bal. $15,500 + $500 + $20,000 $500 + $30,000 + $5500
(5) +3,000 +3,000
Bal. $15,500+ $3,000 + $500 + $20,000 $500 + $30,000 + $8,500

The term on account can be used to represent either Accounts Receivable
or Accounts Payable. If the business will be receiving cash in the future, the
company will record an Accounts Receivable. If the business will be paying
cash in the future, the company will record an Accounts Payable.






