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Learning Objectives

« Describe the basic elements of a financial accounting system

« Analyze, record, and summarize transactions for a corporation’s first period
of operations

* Prepare financial statements for a corporation’s first period of operations

« Analyze, record, and summarize transactions for a corporation’s second
period of operations

* Prepare financial statements for a corporation’s second period of operations

 Describe and illustrate the use of common-sized income statements in
assessing a company’s performance
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Learning Objective 1

Describe the basic elements of a financial accounting system
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Elements of a Financial Accounting System

Rules Framework

Controls
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Rules of an Accounting System

« Derived from accounting concepts, which are the basis of generally
accepted accounting principles (GAAP)

* Transaction: Economic event that under GAAP affects the financial statements
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Framework of an Accounting System

« Transactions must be analyzed, recorded, and summarized using a
framework

« Accounting equation
» Basis for frameworks
* Expressed as follows:

Assets = Liabilities + Stockholders’ Equity
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Exhibit 1: Integrated Financial Statement Framework

Integrated Financial Statement Framework

BALANCE SHEET

Assets = Liabilities + Stockholders' Equity
Assets = Liabilities + Common Stock + Retained Earnings
Transaction XXX XXX XXX XXX
XXX
XXX XXX XXX XXX
STATEMENT OF CASH FLOWS INCOME STATEMENT
+/— Operating activities XXX Revenues XXX
+/- Investing activities XXX Expenses XXX
+/— Financing activities KXX Net income or loss XXX
Increase or decrease in cash XXX
Beginning cash XXX
Ending cash KXX
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Controls of an Accounting System

* Include the following points:
* Accounting equation must balance

« Ending cash on the statement of cash flows must equal the cash on the balance sheet

* Net income on the income statement must equal the net effects of revenues and
expenses on retained earnings
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Learning Objective 2

Analyze, record, and summarize transactions for a corporation’s
first period of operations
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Transaction (a): Investment to Establish Business

« Dr. Landry deposits $6,000 in a bank account in the name of Family Health
Care, P.C., in return for shares of common stock in the corporation

BALANCE SHEET

Assets = Liabilities + Stockholders' Equity
Transaction Cash = Common Stock
a. Investment by Dr. Landry CG,O@ @,OOD
STATEMENT OF CASH FLOWS INCOME STATEMENT
a. Financing 6,000
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Transaction (b): Borrowing Money to Finance Operations

« Family Health Care, P.C., borrows $10,000 from First National Bank to

=

+

i

finance its operations

BALANCE SHEET

Assets = Liabilities + Stockholders’ Equity
Notes Common
Cash = Payable + Stock
Balances 6,000 6,000
b. Issued note pay. (10,000 10,000
Balances 16,000 10,000 6,000
STATEMENT OF CASH FLOWS INCOME STATEMENT
b. Financing 10,000
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Transaction (c): Buying Land for Cash

« Family Health Care buys land for $12,000 cash

BALANCE SHEET

Assets = Liabilities + Stockholders' Equity
Notes Common
Cash + Land = Payable + Stock

Balances 16,000 10,000 6,000
¢. Purchase of land (12,0000 12,000)

Balances 4,000 12,000 10,000 6,000
STATEMENT OF CASH FLOWS INCOME STATEMENT
c. Investing (12,000)
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Transaction (d): Fees Earned in Cash

* During the first month of operations, Family Health Care earned patient fees
of $5,500, receiving the fees in cash

BALANCE SHEET

Assets = Liabilities + Stockholders' Equity
Notes Common Retained
Cash + Land = Payable + Stock + Earnings
Balances 4,000 12,000 10,000 6,000
d. Fees earned @5@ (5,500 )
Balances 9,500 12,000 10,000 6,000 5,500
STATEMENT OF CASH FLOWS INCOME STATEMENT
d. Operating 5,500 d. Fees earned 5,500
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Transaction (e): Expenses Paid in Cash

« Family Health Care paid expenses of $2,900 in September
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BALANCE SHEET

Assets = Liabilities + Stockholders' Equity
Notes Common Retained
Cash + Land = Payable + Stock + Earnings
Balances 9,500 12,000 10,000 6,000 5,500
e. Paid expenses @9@ @9@
Balances 6,600 12,000 10,000 6,000 2,600
STATEMENT OF CASH FLOWS INCOME STATEMENT
e. Operating (2,900) e. Wages expense (1,125)
Rent expense (950)
Utilities expense (450)
Interest expense (100)
Misc. expense (275)

Warren, Survey of Accounting, Ninth Edition. © 2021 Cengage. All Rights Reserved. May not be scanned, copied
or duplicated, or posted to a publicly accessible website, in whole or in part.



=

+

Transaction (f): Dividends Paid

« Family Health Care paid $1,500 to stockholders (Dr. Lee Landry) as
dividends

BALANCE SHEET

Assets = Liabilities + Stockholders' Equity
Notes Common Retained
Cash + Land = Payable + Stock + Earnings
Balances 6,600 12,000 10,000 6,000 2,600
. Paid dividends  ((1,500) {1.500D
Balances 5,100 12,000 10,000 6,000 1,100
STATEMENT OF CASH FLOWS INCOME STATEMENT
f. Financing (1,500)
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Exhibit 2: Family Health Care Summary of Transactions for
September

BALANCE SHEET

Assets = Liabilities + Stockholders' Equity
Notes Common Retained
Cash + Land - Payable + Stock + Earnings
a. Investment by 6,000 6,000
Dr. Landry
b.Issued note pay. 10,000 10,000
c. Purchase of land  (12,000) 12,000
d. Fees earned 5,500 5,500
e. Paid expenses (2,900) (2,900)
f. Paid dividends (1,500) (1,500)
Balances, Sept. 30 5,100 12,000 10,000 6,000 1,100

STATEMENT OF CASH FLOWS INCOME STATEMENT

a. Financing 6,000 d. Fees earned 5,500
b. Financing 10,000 e. Wages expense (1,125)
c. Investing (12,000) Rent expense (950)
d. Operating 5,500 Utilities expense (450)
e. Operating (2,900) Interest expense (100)
f. Financing (1,500) Misc. expense (275)
Increase in cash Net income 2,600
and Sept. 30cash 2190
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Recording a Corporation’s First Period of Operations: Review

« Balance Sheet column reflects the accounting equation
* Two sides of the accounting equation are always equal

« Every transaction increases or decreases one or more of the balance sheet
elements

« Atransaction may or may not affect an element of the statement of cash
flows or the income statement

« Every cash transaction increases or decreases the asset (cash) on the
balance sheet
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Recording a Corporation’s First Period of Operations: Review
(continued)

« Ending balance of cash under the Statement of Cash Flows column equals
the ending cash balance shown on the balance sheet

« Change in retained earnings for the period is the net income minus
dividends

« Statement of cash flows is linked to the balance sheet through cash

* Income statement is linked to the balance sheet through revenues and
expenses (net income or loss), which affects retained earnings
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Exhibit 3: Effects of Transactions on Stockholders’ Equity

Types of
Transactions

Effect of
Transaction

+ CENGAGE

STOCKHOLDERS' EQUITY

nereased p, gecreased o \acreased, gecreased by

Earned Incurred
Revenues Expenses

) g

Net I;'lrcome

+ - + -
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Transaction Metric Effects: September

LIQUIDITY PROFITABILITY

Transaction Cash Net Income - Cash Basis

a. Issued stock $ 6,000 a. Issued stock —

b. Issued note pay. 10,000 b. Issued note pay. -

c¢. Purchased land (12,000) c. Purchased land —

d. Earned fees 5,500 d. Earned fees $ 5,500
e. Paid expenses (2,900) e. Paid expenses (2,900)
f. Paid dividends (1,500) f. Paid dividends —
Total $ 5,100 Total $ 2,600

7 » CENGAGE

Warren, Survey of Accounting, Ninth Edition. © 2021 Cengage. All Rights Reserved.
or duplicated, or posted to a publicly accessible website, in whole or in part.

May not be scanned, copied



Learning Objective 3

Prepare financial statements for a corporation’s first period of
operations
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Exhibit 4: Family Health Care Financial Statements for

September

Family Health Care, P.C.

Income Statement

Fees earned

For the Month Ended September 30, 20Y5

-------------------------------------------------------------

Operating expenses:

Wages expense

Rent exp

Utilities expense
Interest expense
Miscellaneous expense

Total operating expenses

Net income
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Exhibit 4: Family Health Care Financial Statements for
September (continued 1)

Family Health Care, P.C.
Statement of Stockholders’ Equity

For the Month Ended September 30, 20Y5

Common  Retained

Stock Earnings Total
BalafiEes, SEPE. 1, 2D S ssnisasmmmasrsssmin e smmasses S 0 S 0 S 0
SN OL EDIINDISIRER -.inies i snmns s 6,000 6,000
Pl [ Do R 2,600 2,600
PRI s e B (1,500) (1,500)
o e M 0 $ 6,000 $1,100 $7,100
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Exhibit 4: Family Health Care Financial Statements for
September (continued 2)

Family Health Care, P.C.

Balance Sheet

September 30, 20Y5
Assets
BB 5.6 5 5 67006 0l A0 Reh Bl W s B #0508 Bk B B § B & 506 WA e el B B $ 5,100
LI < » i s s s i R WS Nt w1 i e S B e i T S WS W 12,000
TOUR BIBOES = 55 5 i i v i il 8 5 RR R B B B R BB R ol R R $17,100
Liabilities

Notes payable .. ........ouiuiiit i, $10,000

Stockholders’ Equity
ORI SEOCK .2 52 555 bises b 5ind Bk 56 i So6d S B Rl & Bind Bl 5o Bl Bl 543 $6,000
RERIRB QUTNINGS i x5 siis simn s 500 o wok e 516 6 S 5 WEew RIS MGRR ORI ISR o0 1,100
Total stoekholders’ equUItY .-« sox 55 554 550 s 58 § 50 i isd 0 204 bbbk 573 7,100
Total liabilities and stockholders'equity ................coiiiin.... $17,100
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Exhibit 4: Family Health Care Financial Statements for
September (continued 3)

Family Health Care, P.C.

Statement of Cash Flows
For the Month Ended September 30, 20Y5

Cash flows from operating activities:

Cash received from customers . ......coveeiieinennennnn. $ 5,500

Deduct cash payments for expenses ..............c.vun.. 2,900
Net cash flow from operating activities..................... $ 2,600
Cash flows used in investing activities:

Cash payments for acquisitionof land................... (12,000)
Cash flows from financing activities:

Cash received from issuing common stock............... $ 6,000

Cash received from notes payable....................... 10,000 $16,000

BBHUED S35 N QISR v i S A S e iaasa (1,500)
Net cash flow from financing activities ..................... 14,500
R R T R e e e A R S S A s $ 5,100
September 1. 20V5, cash balanee s swsvsmmmsmnemsmvmanns 0
September 30, 20Y5,cashbalance .................oooi.. S 5i100
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Exhibit 5: Family Health Care Integrated Financial Statements
for September

Family Health Care, P.C.

Balance Sheet
September 30, 20Y5
Assets = Liabilities + Stockholders' Equity
Notes Common Retained
Cash i Land = Payable + Stock + Earnings
. . . :‘ T T T T T 1
;’"""SS,'IOO $12,000 $10,000 $6,000 = —= $1,100 - sEis==lmety :
1 . v J AN - J 1 !
: $17,100 §17,100 a
: Total Assets = Total Liabilities + Stockholders' Equity : :
1
b e — 2 Al
I L
Family Health Care, P.C. § Family Health Care, P.C. Family Health Care, P.C. : :
Statement of Cash Flows : Income Statement Statement of Stockholders' Equity !
For the Month 1 For the Month For the Month Ended Sept. 30, 20Y5 1!
Ended Sept. 30,20Y5 [ Ended Sept. 30, 20Y5 IR
1 Common Retained : :
p-Operatingact.  $ 2,600 : Revenues $5,500 Stoch: _Bemings: sl
Iinvestingact. (120000 | gypenses (2.900) Ba"::p“ . $ 0§ 0 § oMy
: Financing act. 14,500 ! r & Net income $2,600=~ S Sk 6,000 6,000 1 !
| Increase in cash and : ; 2~ 5 Netincome 2,600 2,600 :
| Sept.30cash § 5100- =" Dividends (1500 _(1,500) ||
e s o st Bal. Sept. 30 $6000 $1100 $7,100 1
—T——
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Learning Objective 4

Analyze, record, and summarize transactions for a corporation’s
second period of operations
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Family Health Care: Transactions in October

« Received cash fees of $6,400

* Paid expenses
- Wages: $1,370
* Rent: $950
- Utilities: $540
* Interest: $100
» Miscellaneous: $220

« Paid cash dividends of $1,000
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Exhibit 6: Family Health Care Summary of October

Transactions
BALANCE SHEET
Assets = Liabilities + Stockholders' Equity
Cash + Land = Notes + Common + Retained
Payable Stock Earnings
Balances, Oct. 1 5,100 12,000 10,000 6,000 1,100
a|Fees earned 6,400 6,400
bjPaid expenses (3,180) (3,180)
c.|Paid dividends (1,000) (1,000)
Balances, Oct. 31 7,320 12,000 10,000 6,000 3,320
STATEMENT OF CASH FLOWS INCOME STATEMENT
a. Operating 6,400 a. Fees earned 6,400
b. Operating (3,180) b. Wages expense (1,370)
c. Financing (1,000) Rent expense (950)
Increase in cash 2,220 Utilities expense (540)
Interest expense (100)
Misc. expense _(220)
Net income @
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Transaction Metric Effects: October

LIQUIDITY PROFITABILITY

Transaction Cash Net Income - Cash Basis

a. Fees earned $6,400 a. Fees earned $6,400

b. Paid expenses (3,180) b. Paid expenses (3,180)

c. Paid dividends (1,000) Total $3,220

Total $2,220
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Learning Objective 5

Prepare financial statements for a corporation’s second period of
operations
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Exhibit 7: Family Health Care Financial Statements for
October

Family Health Care, P.C.
Income Statement

For the Month Ended October 31, 20Y5

*

PEBSIBANINEEL: a.s 5or 105 500 5% o0s 506 50w #1800 ek 5 & 958 ok 545 5 06 A8 0k G504 s Ak A RS S ok ¥ $6,400
Operating expenses:
LT Lo LT = o 1= 3 = $1,370
RENt X PENS . .\ttt i e e 950
Utilities @XPeNSe ..ot e 540
INTLETESE BRIIOIIBEY i oix s s s Wi s v 93 S 66 8 46 6 L 0 9 e S 66 56 0 6 100
Miscellaneous eXpense. . .....ovie ittt e 220
TOIBIDPEISTING EMPENEES < v.x sis 6.5 5 i sk 5w 5 50 5 R 55 S B K 5 e B (3,180)
BICETIIEONINE 5 s o i 5 5 i 56 55 6010 B i B 515 0 e s 0 R o, B A i 0 905 e $3,220
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Exhibit 7: Family Health Care Financial Statements for
October (continued 1)

Family Health Care, P.C.
Statement of Stockholders’ Equity

For the Month Ended October 31, 20Y5

Common  Retained
Stock Earnings Total

BalEHEES, O 1, 2000 i s st imamasia s s $6,000 $1,100 $7,100
INEE INCOIMNE iR s TR SRS RS S RN R 3,220 3,220
D 1AV 1= s o L3 (1,000) (1,000)
Balances, OCt. 31, 20Y5 couuiiiriiiiiiniieenceeeieiesreereaneeeeneessnnneeeas $6,000 $3,320 $9,320
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Exhibit 7: Family Health Care Financial Statements for
October (continued 2)

Family Health Care, P.C.

Balance Sheet

October 31, 20Y5
Assets
ORI v s Bl R T e i S e B ok St e S 7.320
T s e S S B S e S B RS 12,000
R VPR i e W 105 Y R A 0 $19,320
Liabilities
NOtes payable .. ...ttt et e e $10,000
Stockholders’ Equity

COMMON STOCK & .ottt ettt ettt e $6,000
Retained arnings ... .ot e e 3,320

VoI SXOCRD OGS RO & s v wmn o wmntis 5o 5w simmin vis i 5% AREM S wE G55 9,320
Total llabilitles and stockholders' @QUITI « i us weuavisms o s on e s s $19,320
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Exhibit 7: Family Health Care Financial Statements for
October (continued 3)

Family Health Care, P.C.

Statement of Cash Flows
For the Month Ended October 31, 20Y5

Cash flows from operating activities:

Cashi TECEIVET] THOTI CUISEOMIETS wu o os o s i i smimon - wmemn i m o i o v i $6,400
CASH DAl DOT SRPBIIEEG . oy i 5 il o e e g5 e Wi B R (3,180)
Net cash flow from operating activities.............c.ccooiiiiiieeann. 53,220
Ca5T) TIGWS TYONT ITTVCSEINIEE SERIVIUES. o oo 5 imonm mm i o i i o s 0
Cash flows used for financing activities:
Cash dividends paid to stockholder ..., (1,000)
B T e 0 R s s e Wil s P P SRR A, Wil e $2,220
October 1, 20Y5,cashbalance ..o et 5,100
Detaher 31, 2095 cashi BRlaite oo ouivanuuoni v i Sepu s e B s e e $7.320
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Exhibit 8: Family Health Care Integrated Financial Statements
for October

Family Health Care, P.C.

Balance Sheet

October 31, 20Y5
Assets = Liabilities + Stockholders’ Equity
Notes Common Retained
Cash + Land = Payable + Stock + Earnings
= : " i
r——-—- » 57,320 $12,000 $10,000 $6,000 < - $3320 % — == == = — = i
: [} . ) (s " ’
1 $19,320 $19,320
: Total Assets = Total Liabilities + Stockholders’ Equity
1

Family Health Care, P.C.

Statement of Cash Flows

Family Health Care, P.C.

Income Statement

Family Health Care, P.C.

1

1

1

1

1

1

1

1

1

Statement of Stockholders’ Equity :
For the Month For the Month Ended Oct. 31, 20Y5 |
1
1
1
1
1
1
1
1
1
1

Ended Oct. 31, 20Y5

For the Month
Ended Oct. 31, 20Y5

1
1

1

1

1

1

1 Common Retained
: Stock  Earnings Total
1

1

1

1

1

1

r-Operating act.  $ 3,220 Revenues $6,400
| Investing act. o Expenses 2180 Bal.l_:lct.1 $6,000 $1,100 $7,100
: Financing act. (1,000) r #Net income $3,220— _.r" Nf’t_ income 3,220 3,220
| Increaseincash  § 2,220 1 —_ Dividends (1,000) (1,000
I Cash, Oct. 1 5,100 ] Bal.Oct.31 $6000  $3320 59,320
| Cash,Oct.31  §$7,320— =) ' L. J
L o e e | I NI I BEEEE————LSAAL—. .
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Learning Objective 6

Describe and illustrate the use of common-sized income
statements in assessing a company’s performance

e, CENGAGE Warren, Survey of Accounting, Ninth Edition. © 2021 Cengage. All Rights Reserved. May not be scanned, copied
i or duplicated, or posted to a publicly accessible website, in whole or in part.



Common-Sized Financial Statements

« Express financial statement amounts as a percent of a base amount

« Common-sized income statement: Expresses income statement amounts
as a percent of sales

« Common-sized balance sheet: Expresses each asset as a percent of total
assets
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Operating Data of The Kroger Co.

Year 1 Year 2
Sales $ 98,375 $108,465
Cost of sales (78,138) (85,512)
Gross profit $ 20,237 $ 22,953
Operating expenses:
Selling and administrative $(15,196) $(17,161)
Other expenses (2,316) (2,655)
Total operating expenses SUZ512) $(19,816)

Operating income S 2,725 S 3,137\
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Common-Sized Income Statement of The Kroger Co.

Increase
Year 1 Year 2 (Decrease)
Sales 100.0% 100.0% n/a
Cost of sales (79.4) (78.8) (0.6)%
Gross profit ©20.6% 21.2% 10.6%
Operating expenses: - -
Selling and administrative (15.4)% (15.8)% 0.4%
Other expenses (2.4) (2.5) 0.1
Total operating expenses @)% m)% 0.5%
Operating income __2.8% 2.9% 0.1%
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End of Chapter 2
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