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FINANCIAL ACCOUNTING
⚫Assessment
-evaluation during semester (EDS) 50%

-test 80% (week 5)
-test quizzes 20%

-exam 50%
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Course description:
Financial statements  
Recording Transactions 
Accrual Accounting and Income  
Balance Sheet: A +B +C                                                                                                      

A. Assets                                                                                                                       
  A1. Short-term Investments and Receivables
  A2. Inventory and Cost of Goods Sold
  A3. Long-lived assets
  A4. Intercorporate investments and International Operations

B. Liabilities and Interest
C. Stockholders’ equity                                                                                              

Income statement and the statement of stockholders’ equity     
Statement of cash flows  
Financial Statement Analysis                                                                                                   
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The Financial Statements
Course 1

5
Copyright ©2010 Pearson Education Inc. Publishing as Prentice Hall. 
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Learning Objective 1
Use accounting vocabulary

6
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Accounting as an Information 
System

Companies 
report their 
results

People make 
decisions

Business 
transactions 
occur
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The Users of Accounting 
Information
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Match each term with one of the three types of users of 
accounting information that follow:
 
____ 1. Tax authorities a. Internal user
____ 2. Investors b. Direct external user
____ 3. Management c. Indirect user
____ 4. Creditors
____ 5. Regulatory agencies
____ 6. Labor unions and consumer groups
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Types of Accounting

10© 2016 Pearson Education, Inc.
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Forms of Business Organization

© 2016 Pearson Education, Inc. 11

Accounting is used in every type of business. 
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Match each of the descriptions with the terms that follow:

____ 1. Issues stock a. Sole proprietorship
____ 2.Owned by only one person b. Partnership
____ 3. Multiple co-owners c. Corporation
____ 4. Management appointed by

board of directors
____ 5. Most numerous but usually 

small in size
____ 6. Biggest segment of the economy
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Learning Objective Two
Learn the underlying concepts, assumptions and 
principles of accounting

13
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The Conceptual Framework

⚫ Generally the “Why, Who, What, How” of financial 
reporting, it:
⚫ lays the foundation for resolving the big issues in 

accounting

⚫ prescribes the nature, function, and boundaries 
within which financial accounting and reporting 
operate

⚫ is a joint publication by the IASB and the FASB, 
used as a foundation for reviewing existing and 
developing new accounting standards
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Copyright ©2018 Pearson Education Inc. All rights reserved.  
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Assumptions & Principles

16
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Copyright © 2014 Pearson Education, Inc. Publishing as Prentice Hall.

Generally Accepted Accounting 
Principles (GAAP)
❑ Applies to all broad concepts and detailed 

practices to be followed in preparing and 
distributing financial statements
▪ Includes all the conventions, rules, and 

procedures which comprise acceptable 
accounting practice

1-17

GAAP

International Financial 
Reporting Standards (IFRS)

Financial Accounting 
Standards / U.S. GAAP
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Copyright © 2014 Pearson Education, Inc. Publishing as Prentice Hall.

GAAP
❑ U.S. GAAP: published by FASB
❑ Applies to financial reporting in the U.S. 

▪ Used by companies with stock traded on U.S. 
stock exchanges

❑ IFRS: published by IASB
❑ Applies to companies reporting in more than 

100 countries around the world
▪ Used by foreign companies listed on U.S. 

exchanges
▪ In future U.S. regulators may allow all U.S. 

companies to use IFRS as well
1-18
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Learning Objective Three
Apply the accounting equation to business 
organizations

19



Assoc Prof  PhD Carmen Huian, UAIC, FEAA, BA - I , 2019

The Accounting Equation
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Accounting Equation Elements

21
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ASSETS LIABILITIES

⚫ Cash and cash 
equivalents

⚫ Merchandise inventory
⚫ Property, plant and 

equipment

⚫ Accounts payable
⚫ Income taxes payable
⚫ Notes payable

22
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Corporate Accounting Equation
Assets Liabilities Stockholders’ equity

Paid-in capital Retained 
earnings

Amounts 
shareholders 
have invested

Common 
stock

Amounts 
earned and 

kept by 
business 

+

23
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Net Income

24

Revenues

Expenses

Net Income

If 
expenses 
exceed 

revenues

A net loss 
results
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Retained Earnings

25
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Exercise

Hombran Doughnuts has:
⚫ current assets of $290 million; 
⚫ property, plant, and equipment  $490 

million
⚫ other assets totaling $150 million. 
⚫ current liabilities are $150 million and 
⚫ long-term liabilities total $310 million. 

26
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Exercise
Requirements 
1. Use these data to write Hombran 

Doughnuts’ accounting equation. 
2. How much in resources does Hombran have 

to work with? 
3. How much does Hombran owe creditors? 
4. How much of the company’s assets do the 

Hombran stockholders actually own? 

27
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Learning Objective Four
Evaluate business operations

28
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The Financial Statements

29
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The Income Statement
� Also called the Statement of Operations/Earnings
� Reports two main categories
❑ Revenues and gains
❑ Expenses and losses

� Shows the “bottom line”
❑ Net income or net loss for the period

� Net income is the most important item in the 
financial statements

30
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 Alibaba’s Income Statement
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Statement of Retained Earnings
⚫ Retained earnings is portion of net income 

company has kept
⚫ Positive balance indicates revenues exceeded 

expenses
⚫ Accumulated deficit indicates expenses have 

exceed revenues
⚫ Net income (or net loss) flows from the Income 

Statement to the Statement of Retained Earnings

32
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 Alibaba’s Changes in Equity
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ABC Corporation
Statement of Retained Earnings

For the year ending December 31, 2016

Retained earnings, December 31, 2015 $$,$$$
Plus: Net income $$,$$$
Less: Dividends $$,$$$
Retained earnings, December 31, 2016 $$,$$$

34
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The Balance Sheet
⚫ Also called the Statement of Financial Position
⚫ Reports
⚫ Assets
⚫ Liabilities
⚫ Stockholders’ equity

35
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Assets on the Balance Sheet
Current Long-term

• Expected to be converted to 
cash, sold or consumed in the 
next year or within the 
business’s operating cycle
▫ Whichever is longer

• Include
▫ Cash
▫ Short-term investments
▫ Accounts and notes receivable
▫ Inventory
▫ Prepaid expenses

⚫ Will be held longer than one 
year

⚫ Include
⚫ Property, plant and 

equipment
⚫ Land
⚫ Buildings
⚫ Computers
⚫ Equipment

⚫ Intangibles
⚫ Long-term investments

36
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Liabilities on the Balance Sheet
Current Long-term

⚫ Debts payable in the next 
year or within the business’s 
operating cycle

⚫ Include
⚫ Accounts payable
⚫ Income taxes payable
⚫ Accrued expenses

⚫ Debts payable more than one 
year from balance sheet date

⚫ Include
⚫ Long-term notes payable
⚫ Bonds payable

37
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Stockholders’ Equity on the 
Balance Sheet
⚫ Represents stockholders ownership of the business 

assets
⚫ Consists of:
⚫ Common stock
⚫ Additional paid-in capital
⚫ Retained earnings

38
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The Balance Sheet 
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The Statement of Cash Flows
⚫ Measures cash receipts and cash payments
⚫ Fourth required financial statement
⚫ Categorizes into three types of activities:
⚫ Operating  Investing Financing

40
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Cash Flow Categories

41
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Alibaba’s Statement of Cash 
Flows
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Identify the financial statement where these 
decision makers can find the following information
(a) Common stock (h) Revenue
(b) Income tax payable (I) Cash spent to acquire a 

building
(c) Dividends (j) Selling, general & 

administrative expenses
(d) Income tax expense (k) Adjustments to reconcile net 

income to net cash from 
operations

(e) Ending balance of retained 
earnings

(l) Ending cash balance

(f) Total assets (m) Current liabilities
(g) Long-term debt (n) Net income

43
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Relationships among the Financial Statements (in 
Millions of ¥ / $)
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Relationships among the Financial Statements (in 
Millions of ¥ / $)
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Relationships between Financial 
Statements

Income Statement
For the year ended December 31, 2010

Revenues $$$,$$$

Expenses ($$,$$$)

Net income   $$,$$$

Statement of  Retained Earnings
For the year ended December 31, 2010

Beginning retained earnings $$$,$$$

Net income $$,$$$

Cash dividends ($$,$$$)

Ending retained earnings  $$,$$$
46
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Statement of  Retained Earnings
For the year ended December 31, 2010

Beginning retained earnings $$$,$$$

Net income $$,$$$

Cash dividends ($$,$$$)

Ending retained earnings  $$,$$$

Balance Sheet
December 31, 2010

Assets $$$,$$$

Liabilities $$$,$$$

Stockholders’ equity:

   Common stock $$$,$$$

   Retained earnings $$$,$$$

Total liabilities and equity $$$,$$$
47
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Statement of  Cash Flows
For the year ended December 31, 2010

Cash flows from operating activities $$$,$$$

Cash flows from investing activities $$,$$$

Cash flows from financing activities $$,$$$

Net cash flows $$,$$$

Cash balance, December 31, 2009 $$,$$$

Cash balance, December 31, 2010  $$,$$$

Balance Sheet
December 31, 2010

Assets $$$,$$$

Liabilities $$$,$$$

Stockholders’ equity:
   Common stock $$$,$$$

   Retained earnings $$$,$$$

Total liabilities and equity $$$,$$$

Cash from 
the Asset 
section  of 
the 
Balance 
Sheet 
equals 
ending 
Cash on 
the 
Statement 
of Cash 
Flows

Copyright ©2010 Pearson  Education Inc. Publishing as Prentice Hall.
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