
Survey of Accounting, 9e

Carl S. Warren and 
Amanda G. Farmer

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.



Chapter 2
Basic Accounting Systems: Cash Basis
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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
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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
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Transaction (b): Borrowing Money to Finance Operations

• Family Health Care, P.C., borrows $10,000 from First National Bank to 
finance its operations
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Transaction (c): Buying Land for Cash

• Family Health Care buys land for $12,000 cash
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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
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Transaction (e): Expenses Paid in Cash

• Family Health Care paid expenses of $2,900 in September



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
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Exhibit 2: Family Health Care Summary of Transactions for 
September
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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

• A transaction 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
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Transaction Metric Effects: September
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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
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Exhibit 4: Family Health Care Financial Statements for 
September (continued 1)
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Exhibit 4: Family Health Care Financial Statements for 
September (continued 2)
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Exhibit 4: Family Health Care Financial Statements for 
September (continued 3)
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Exhibit 5: Family Health Care Integrated Financial Statements 
for September
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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
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Transaction Metric Effects: October
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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
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Exhibit 7: Family Health Care Financial Statements for 
October (continued 1)
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Exhibit 7: Family Health Care Financial Statements for 
October (continued 2)
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Exhibit 7: Family Health Care Financial Statements for 
October (continued 3)
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Exhibit 8: Family Health Care Integrated Financial Statements 
for October
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Learning Objective 6

Describe and illustrate the use of common-sized income 
statements in assessing a company’s performance
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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.
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Common-Sized Income Statement of The Kroger Co.
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End of Chapter 2


