Chapter 1- Financial Statements
Financial Statements: Business documents that companies use to report the results of their activities to various user groups, which can include managers, investors, creditors, and regulatory agencies. These parties use the reported information to make a variety of economic decisions. The system of accounting produces financial statements. 
As an accountant you might find yourself:
· Preparing financial statements for the organization that employs you.
· Auditing financial statements as a public accountant.
· Analyzing financial statements as a financial analyst working for an investment firm or a lending officer at a financial institution.
As a manager you might find yourself:
· Having to certify the accuracy of financial statements presented by your company to a regulator. 
· Using financial statements of a company to determine whether or not to acquire shares of stock in a company.
· Using information produced by your company’s financial system to decide whether or not to increase production of a product the company produces or to move into a new market. 
· Using financial statements provided by a potential customer or borrower in deciding whether to grant credit to the potential customer or borrower. 
Economic Decisions
Accounting helps managers make decisions. For Gildan, accounting can help answer the following types of questions: Should they introduce a new line of fleeces? Should the company set up a regional sales office in Australia or South Africa? Should Gildan consider acquiring a competitor such as Hanes? Should the company extend credit to a potential major customer?
Investors use accounting information to make the economic decision as to whether they should buy or sell Gildan shares? Creditors nee accounting information to make the economic decision as to whether or not to grant credit to or make a loan to Gildan. 
A Model of Business
All organizations have a business cycle that describes their operation. Gildan’s model begins with the acquisition of materials to make the T-shirts, socks, fleeces, and underwear. The finished products are then sold to Gildan’s customers. The customers pay Gildan for their purchases and the cycle begins again. The financial statements report the results of this business cycle. 
Accounting is the Language of Business
Accounting: the information system that measures business activities, processes data into reports, and communicates results to decision makers. Accounting is considered the “language of business.” The better you understand the language, the better you can manage your own finances. 
Accounting produces the financial statements that report information about a business entity. The financial statements measure performance and tell us where a business stands in financial terms.
*Bookkeeping is NOT accounting. Bookkeeping is a mechanical part of accounting, just as arithmetic is a part of mathematics. 
The Flow of Accounting Information
1. People make decisions. 

2. Business transactions occur.  

3. Businesses report their results. 
The process of accounting starts and ends with people. 
Who Uses Accounting Information?
· Investors and Creditors: Examples of these are shareholders and bankers, who are the primary users of accounting information since they provide they money to finance the business. An investor earns a return when the price of the company’s shares increases and they sell their shares and when they receive a cash dividend on their shares. A banker decides who gets a loan and expects to be repaid. Banks earn money by charging the company interest. 
The investor wants to be able to assess whether the company has been profitable in the past and thus is likely to earn future profits so that the share price will increase and the company will be able to pay dividends. The banker wants to determine whether the company will be able to pay the interest on the loan and will be able to repay the loan when it comes due. 
· Government and Regulatory Agencies: Most organizations face government regulation. For example, the Ontario Securities Commission (OSC), a provincial agency, requires public companies to report to the investing public. 
· Taxing Authorities: There are many taxes that a business pays, for example, property tax on its assets and income tax on profits. Retailers collect tax from customers on purchases based on federal and provincial regulation. Most taxes are based on accounting data. Taxing authorities use the accounting information provided to them to determine if companies are paying the correct amount of taxes. 
· Individuals: People such as you manage bank accounts and decide whether to rent an apartment or buy a house. They budget the monthly income and expenditures of their business. Accounting provides the information to allow individuals to make these decisions.  
· Not-for-Profit Organizations: Examples include churches, hospitals, and their charities, such as Habitat for Humanity and the Canadian Red Cross. These all base their decisions on accounting data. In addition, accounting data is the basis of a not-for-profit’s reporting on the organization’s stewardship of funds received and its compliance with the reporting requirements of the Canada Revenue Agency.
Two Kinds of Accounting: Financial and Management
Both external and internal users make use of accounting information. We can therefore classify accounting into two branches.
Financial Accounting: provides information for decision makers outside the organization, such as investors, creditors, government agencies, and the public. This information must be relevant for the needs of decision makers and must provide a faithful representation of the entity’s economic activities. This course will focus on financial accounting.
Management Accounting: generates inside information for the managers of the organization. Examples of management accounting information include budgets, forecasts, and projections that are used in making strategic decisions of the organization. Internal information must be accurate and relevant for the decision needs of managers. Covered in a separate course. 
Organizing a Business
Accounting is used in every type of business. A business generally takes one of the following forms:
	
	Proprietorship
	Partnership
	Corporation

	Owner(s)
	One owner
	Two or more owners
	Generally many owners

	Life of entity
	Limited by owners’ choice or death
	Limited by owners’ choice or death
	Indefinite

	Personal liability of owner(s) for business debts
	Proprietor is personally responsible
	Partners are usually personally responsible
	Shareholders are not personally liable

	Accounting status
	Accounting entity is separate from proprietor
	Accounting entity is separate from partners 
	Accounting entity is separate from shareholders 


For more information than just chart, see pages 5-6!
*Others- Accounting is also used to produce financial statements in other organizations such as not-for-profit organizations and government and other entities in the public sector.
The Accounting Equation
Accounting Equation: This is the basis on which all financial statements are made. Assets= Liabilities + Owners’ Equity


Assets: the economic resources of a business that are expected to produce a benefit in the future. These are listed in order of liquidity on statements. Examples: cash and cash equivalents, accounts receivable, inventory, property, plant, and equipment. The long-lived assets such as land, buildings, and equipment are also called tangible capital assets, fixed assets, and plant assets. 
Liabilities: “outsider claims.” They are debts payable to outsiders, called creditors. Examples are an account payable, 
Owners’ Equity: represents the “insider claims” of a business. Equity means ownership, so shareholders’ equity is the owners’ interest in the asses of a corporation. Owners’ equity of any business is assets, minus its liabilities. It is divided into two parts:
· Contributed capital: the amount the shareholders have invested in the corporation. The basic component of contributed capital is common shares, which the corporation issues to shareholders as evidence of ownership. 
· Retained earnings: are the amount earned by income-producing activities and kept for use in the business. Typically, three types of transactions affect retained earnings. These include revenues, expenses, and dividends. 
Revenues: inflows of resources that increase retained earnings from delivering goods or services to customers. 
Expenses: decreases in retained earnings that result from operations. Expenses are the cost of doing business and are thus the opposite of revenues. This includes office supplies, salaries, and utility payments. Expenses also include depreciation of property, plant, and equipment such as computers and buildings. 
Dividends: decrease retained earnings, because they are distributions to shareholders of assets (usually cash) generated by net income. A successful business may pay dividends to shareholders as a return on their investments. *Remember: dividends are not expenses. Dividends never affect net income. Instead of being subtracted from revenues to compute net income, dividends are recorded as direct reductions of retained earnings. 
Revenues for the period.


	
Expenses for the period.



Start of the period	End of the periodEnding balance of retained earnings.
Dividends for the period.
Net income (or net loss) for the period.
Beginning balance of retained earnings.





The Financial Statements
The financial statements present a company to users in financial terms. Each financial statement relates to a specific date or a particular time period. The order of the financial statement is:
1. Income Statement (Statement of Operations)
2. Statement of Retained Earnings
3. Statement of Financial Position
4. Statement of Cash Flows
	Question
	Financial 
	Answer

	1. How well did the company perform during the year?
	Income Statement (also called the statement of operations)
	Revenues
-Expenses
Net Income (or Net Loss)

	2. Why did the company’s retained earnings change during the year? 
	Statement of retained earnings
	Beginning retained earnings
+Net Income (or –Net Loss)
-Dividends
Ending retained earnings

	3. What is the company’s financial position at the end of the year?
	Balance Sheet (also called the financial position
	Assets = Liabilities + Owners’ Equity

	4. How much cash did the company generate and spend during the year?
	Statement of Cash Flows
	Operating cash flows
+/- Investing cash flows
+/- Financing cash flows
Increase (or decrease) in cash


The Income Statement Measures Operating Performance
The income statement, statement of operation, or statement of earnings reports the company’s revenues, expenses, and net income or net loss for a period. The bottom line is the net income of net loss for the period. If “Consolidated Statements of Earnings and Comprehensive Income” appears on the Income Statement, it is because the business is actually made up of several corporations that are owned by a common group of shareholders. Commonly controlled corporations like this are required to combine, or consolidate, all of their revenues, expenses, assets, liabilities, and shareholders’ equity, and to report them all as one. 
The income statement reports two main categories:
· Revenues and gains
· Expenses and losses
We measure net income as follows:
Net Income = Total Revenues and Gains – Total Expenses and Losses
In accounting, the word net means the result after subtraction. Net income is the profit left over after subtracting expenses and losses from revenues and gains. Net income is the single most important item in the financial statements. 
Revenues
Companies do not always use the term revenue in their statement titles. For example, net sales revenue is often abbreviates as net sales. Net sales means sales revenue after subtracting all the goods customers have returned to the company. 
Expenses
Cost of sales (also called the “cost of goods sold”) represents the cost to the business of such expenses like raw materials, manufacturing costs, depreciation of manufacturing equipment and manufacturing facilities, transportation of finished goods to distribution centres and outbound freight costs. While some companies include all depreciation expense as a separate category on their financial statements, others, like Gildan, include such costs in cost of sales. 
Selling, general, and administrative expenses includes costs as warehousing and handling costs, selling and administrative personnel expenses, professional fees, non-manufacturing depreciation expense, and bad debt expense.
Restructuring and other charges includes primarily the costs incurred during the year related to the closure, relocation, and consolidation of manufacturing and distribution facilities. 
Financial (income) expense, net includes interest expense, bank, and other financial charges and (gain) or loss on foreign exchange transactions.
Non-controlling interest in consolidated joint venture is the other partner in the joint venture’s share of the joint venture’s operating income. Restructuring and other charges do not apply to the joint venture and so are not included in the calculation of the non-controlling interest. 
Often, companies have other categories of revenue and expenses on their income statements. These revenues and expenses arise from activities outside a company’s central, ongoing operations. For example, a company might dispose of property, plant, and equipment and suffer a loss (a loss has the same effect as an expense). Conversely, the company might have a gain (a gain has the same effect as a revenue item). 
Income tax expense. Corporations pay income tax just as individuals do. 
Exhibit 1-6 on page 11 shows each of these in a consolidated statement of earnings and comprehensive income. 
Statement of Retained Earnings
Retained Earnings: Represents exactly what the term implies: that portion of net income the company has retained. Net income from the income statement also appears on this statement of retained earnings. An increase in income, leads to an increase in retained earnings. An increase in dividends leads to a decrease in retained earnings.
After a company earns a net income, the board of directors decides whether to pay a dividend to the shareholders. Corporations are not obligated to pay dividends unless their boards decide to pay them. Usually, companies who are in development stages or growth made elect not to pay dividends, opting instead to plow the money back into the company to expand operations or purchase property, plant, and equipment. Establish companies usually have enough accumulated retained earnings (and cash) to pay dividends. 
The Balance Sheet Measures Financial Position
A company’s balance sheet, also called the statement of financial position, reports three main categories: assets, liabilities, and shareholders’ or owners’ equity. 
Exhibit 1-8 on page 16 has an example of a Balance Sheet.
Assets: These are subdivided into current and long-term assets. Current assets include cash and cash equivalents as well as those assets the company expects to convert to cash, sell, or consumer during the next 12 months or within the business’s normal operating cycle if longer than a year. 
Liabilities: Liabilities are also subdivided into two categories: current and long-term. Current liabilities are debts that are payable within one year or within the entity’s normal operating cycle if longer than one year. Long-term liabilities are those liabilities that are due beyond one year after the balance sheet date. 
Owners’ Equity: Assets – Liabilities = Owners’ Equity 
The Statement of Cash Flows Measures Cash Receipts and Payments
Companies engage in three basic types of activities: 
1. Operating Activities
2. Investing Activities
3. Financing Activities
Statement of Cash Flows: Reports cash flows under these three categories. Exhibit 1-9 on page 21 shows a statement of cash flows. 
· Companies operate by buying, and then selling, goods and services to customers. Operating activities result in net income or net loss, and they either increase or decrease cash. The income statement tells whether the company is profitable. The statement of cash flows reports whether operating provided cash or used cash. Continuing negative cash flows from operations can lead to bankruptcy.
· Companies invest in long-term assets. For example, they buy buildings. When these assets wear out, the company disperses of them. These are investing activities. Both purchases and sales of property, plant, and equipment are investing cash flows. Investing cash flows are next most important after operations. 
· Companies need money for financing. Financing activities include both issuing and repurchasing shares of stock and borrowing and repaying funds. For example, a company issues shares to its shareholders and repays long-term debt. These receipts and payments are financing cash flows.  
The Notes to the Financial Statements Provide Additional Information
These notes to the financial statements are an integral part of the financial statements and should be read carefully as part of a review of the financial statements. The notes provide information that cannot be reported conveniently on the face of the financial statements. For example, the notes tell the readers information such as what accounting policies were used in preparing the financial statements, and what methods were used to account for inventories and depreciation. 
Relationships Among the Financial Statements
Exhibit 1-10 on page 23 shows a simple example of the relationships amongst financial statements and notes are added on page 24.
Understanding How Accounting Standards Are Set 
Accountants follow professional guidelines called generally accepted accounting principles (GAAP). The Canadian Institute of Chartered Accountants (CICA) has the responsibility for issuing accounting standards that form the basis of GAAP used. GAAP are like the laws of accounting: rules for conducting behaviour in a way acceptable to the majority of people. The rules that govern how accountants measure, process, and communicate financial information fall under the heading GAAP.  
The Accounting Standards Board (AcSB) was established by the CICA to “establish accounting and reporting standards for Canadian companies and not-for-profit organizations.” The Public Sector Accounting Board (PSAB) was created by the CICA to “set accounting standards for the public sector.” The Accounting Standards Oversight Council (AcSOC) was established by the CICA to “serve the public interest by overseeing and providing input into the activities of both the AcSB and the PSAB. 
The Canadian Securities Administrators, a body composed of officials appointed by the provincial and territorial governments with securities exchanges to set securities law, issued National Policy Statement 27 (NP 27) designating the CICA Handbook as generally accepted accounting principles. The Canada Business Corporations Act also designated the CICA Handbook as GAAP, and the Ontario Securities Act followed suit. In these ways, the CICA became the official promulgator of generally accepted accounting principles. The world of commerce is becoming more global and as accounting became more complex, the existence of different GAAP in each of the countries of the world made comparisons between companies almost impossible. The global accounting profession, international banks, multinational corporations, and organizations such as the World Bank recognized the need for international accounting standards. In response, the International Accounting Standards Board (IASB) was set up in 2001 in London, England. The IASB issues International Financial Reporting Standards (IFRS), which are being adopted as generally accepted accounting principles in Canada and around the world. 
In 2006, the AcSB made the decision to converge Canadian GAAP for Canadian publicly accountable enterprises with IFRS. The last year for reporting under the Canadian GAAP will be the year ending December 31, 2010. Reporting under IFRS standards will be required for annual periods beginning on or after January 1, 2011. 
Exhibit 1-11 on page 25 illustrated how the authority for setting GAAP is delegated to the CICA by the federal and provincial and territorial governments and the Securities Administrators.
Exhibit 1-12 on page 26 shows the Creation and Convergence of International Financial Reporting Standards.
Publicly accountable enterprises (PAEs) are corporations that have issues or plan to issue shares or debt in public markets. PAEs are required to follow International Financial Reporting Standards established by the IASB. Private enterprises (PEs) are required to follow the accounting standards in Part 2 of the CICA Handbook entitled “Accounting Standards for Private Enterprises,” (ASPE). These standards were developed by the AcSB. Since the financial information of private enterprises is not released or used by the public, requiring them to follow IFRS exclusively would be too time consuming and costly. While the focus of the text will be on IFRS, differences between GAAP for PAEs and GAAP for PEs will be highlighted throughout the book. 
Multiple GAAPs
The CICA Handbook- Accounting previously included accounting principles that generally applied to entities in all sectors except the public sector. The Accounting Standards Board, in order to deal with convergence of Canadian accounting standards with IFRS, divided the CICA Handbook- Accounting into five parts:
· Part 1: International Financial Reporting Standards, which must be followed by PAEs.
· Part 2: Accounting Standards for Private Enterprises, which are followed by PEs.
· Part 3: Accounting Standards for Not-for-Profit Organizations. The CICA is presently revising accounting standards for not-for-profit entities.
· Part 4: Accounting Standards for Pension Plans. Accounting standards for pension plans will be added to this part of the handbook once the Accounting Standards Board completes its deliberations on this topic. 
· Part 5: Pre-changeover Accounting Standards are applied by an entity prior to its adoption of parts 1 and 4 of the handbook. 
In addition, there is a CICA Public Sector Accounting Handbook, which includes standards and guidance issued by the Public Sector Accounting Board regarding federal, provincial and territorial, and municipal reporting units. This text will discuss the standards in Part 1 and 2 where applicable. 
The Accounting Conceptual Framework and Accounting Characteristics and Assumptions
Financial standards follow a conceptual framework. Exhibit 1-13 gives an overview of the joint conceptual framework developed by the IASB and the Financial Accounting Standards Board (FASB) in the U.S. The overall objective of accounting is to provide financial information that is useful to present and future capital providers in making investment and lending decisions. In this sense capital means resources (usually cash). The two basic external providers of capital include investors (who exchange cash for shares) and creditors (who loan cash) to the entity. 

To be useful, information must have the fundamental qualitative characteristics. Those include: 
· Relevance
· Faithful representation
To have relevance, information must be capable of making a difference to the decision maker, having predictive or confirming value. Faithful representation means that the decision-useful information about an economic phenomenon is complete, neutral (free from bias), and not materially misstated (accurate). Accounting information must focus on the economic substance of a transaction, event, or circumstance, which may or may not always be the same as its legal form. 
Accounting information must also have a number of enhancing qualitative characteristics which include
· Comparability
· Verifiability
· Timeliness
· Understandability
These are further explained on page 28. 
Accounting information is also subject to constraints which include
· Materiality
· Cost
These are further explained on page 28. 
Ethics in Business and Accounting Decisions
Ethical behaviour by those who prepare financial statements and those who audit the financial statements is very important because so many decision makers- managers, investors, creditors, regulators, and many others- rely on those financial statements. All those users rely on the competence and integrity of the preparers and the auditors. Financial markets in Canada, the U.S., the United Kingdom, and many other countries operate as efficiently and effectively as they do because of the quality of the complex services provided by accountants within the companies and the auditors outside the companies who audit the financial statements. The market runs smoothly because participants have confidence in the quality of these services. 
Companies need money to operate. To attract investors, and obtain loans, companies must provide information to the public. Without that information, people won’t invest. The Canadian and provincial governments have laws that require companies to report relevant information to outsiders. Relevant information has predictive value or feedback value and is timely and thus can influence a decision. Faithful representation means the information is verifiable and is free from bias. 
Occasionally, a company will report biased information. It may overstate profits of understate the company’s debts. In recent years, Livent Inc., the theatrical production company, allegedly kept two sets of books and falsified its financial reports. Several well-known U.S. companies were charged with reporting misleading information. Enron Corporation, at the time one of the largest companies in the United States, admitted understanding its liabilities (debts). Xerox and WorldCom were accused of overstating profits. If these accusations were true, the published financial data of these companies were not a faithful representation and thus failed the basic test of good ethics. The result? People invested in them, lost money, and filed lawsuits to recover their losses. Reporting relevant information that is faithful representation to the public is the ethical course of action.
Standards of Professional Conduct for Accountants
What are the criteria for ethical judgements in accounting? The three professional accounting bodies discussed below, other professional organizations, and large companies have codes of conduct that require high levels of ethical conduct. There is a need for high standards of ethical behaviour by accountants if people are going to rely on information for decision making produced by or audited by those accountants.
The influence of accounting in today’s business world has emphasized the need for high professional, educational, and ethical standards for accountants. Through statutes passed by provincial legislatures, the three accounting organizations in Canada have received the authority to set educational requirements and professional standards for their members and to discipline members who fail to adhere to their codes of conduct. The acts make them self-regulating bodies, just as provincial associations of doctors and lawyers are. 
The Canadian Institute of Chartered Accountants (CICA), whose members are Chartered Accountants or CAs, is the oldest accounting organization in Canada. CAs belong to a provincial institute (ordre in Quebec) and through that body to the CICA. The provincial institiues and ordre grant the right to use  the professional designation CA and have the responsibility for developing and enforcing the code of professional conduct that guides the actions of the CAs in that province. 
Members of the Certified General Accountants Association of Canada (CGAAC) are allowed to use the designation Certified General Accountant or CGA. They belong to provincial associations (ordre in Quebec) and, in turn, to the CGAAC. The provincial associations and ordre grant the right to use the professional designation CGA and are responsible for developing and administering the code of professional conduct that guides the actions of the CGAs in that province.
Members of the Society of Management Accountants of Canada (SMAC) are permitted to use the designation Certified Management Accountant or CMA. They belong to provincial societies (ordre in Quebec) and, in turn, to the SMAC. The provincial societies and ordre grant the right to use the professional designation CMA and are responsible for developing and administering the code of professional conduct that guides the actions of CMAs in that province. 
The recent corporate failures have driven home the need for good ethics among accountants as never before. 
We Need and Audit to Validate the Financial Statements
Avoid a company if its auditor does not state that the company’s financial statements “present fairly…” 
Good business requires decision making, which in turn required the exercise of good judgement, at both the individual and corporate levels. Perhaps, as an accountant, you may have to decide whether to record a $50,000 expenditure for a piece of equipment as an asset on the balance sheet or an expense on the income statement. Alternatively, as a sales manager for a company like CHC Helicopter Corporation, you may have to decide whether $25 million of goods and services delivered to customer in 2010 would be more appropriately recorded as revenue in 2010 or 2011. Depending on the type of business, the facts and circumstances surrounding accounting decisions may not always make them clear cut, and yet the decision may determine whether the company shows a profit of a loss in a particular period! What are the factors that influence business and accounting decisions, and how should these factors be weighed? Generally, three factors influence business and accounting decisions: economic, legal, and ethical. 
· Economic: states that often the decisions being made is designed to maximize the economic benefits to the decision maker. Sometimes the legal and/or ethical dimensions of the economic decision are ignored- the decision is illegal and/or unethical. 
· Legal: based on the proposition that free societies are governed by laws. Laws are written to provide clarity and to prevent abuse of the rights of individuals or society. Democratically enacted laws both contain and express society’s collective moral standards. Legal analysis involved applying the relevant laws to each decision, and then choosing the action that complies with those laws. A complicating factor for a global business may be that what is legal in one country might not be legal in another. In that case, it is usually best to abide by the laws of the most restrictive country.
· Ethical: recognized that while certain actions might be both economically profitable and legal, they may still not be right. Therefore, most companies, and many individuals, have established standards for themselves to enforce a higher level of conduct than that imposed by law. These standards govern how we treat others and the way we restrain our selfish desires. This behaviour and its underlying beliefs are the essence of ethics. 
Ethics: shaped by our cultural, socioeconomic, and religious backgrounds.
Ethical Analysis: needed to guide judgement for making decisions. 
	Decision
	Guidelines

	1. What is the issue? 
	1. The issue will usually deal with making a judgement about an accounting measurement or disclosure that results in economic consequences, often to numerous parties.

	2. Who are the stakeholders, and what are the consequences of the decision to each?
	2. Stakeholders are anyone who might be affected by the decision-you, your company, and potential users of the information (investors, creditors, regulatory agencies). Consequences can be ethical in nature.

	3. Weigh the alternatives/
	3. Analyze the impact of the decision on all stakeholders, using ethical criteria. Ask “Who will be helped or hurt, whose rights will be exercised or denied, and in what way?”

	4. Make the decision and be prepared to deal with the consequences. 
	4. Exercise the courage to either defend the decision or to change it, depending on its positive or negative impact. How does your decision make you feel afterward?



Chapter 2- Transaction Analysis
Transactions
Business activity is all about transactions. 
Transaction: any event that has a financial impact on a business and can be measured. 
But not all events qualify as transactions. An advertisement on television may feature a BlackBerry Pearl Flip smartphone, motivating you to consider buying one. The ad may create lots of new business for RIM. But no transaction occurs until someone actually buys a RIM product. A transaction must occur before RIM records anything. 
Transactions provide objective information about the financial impacts on a company. Every transaction has two sides: 
· You give something, and 
· You receive something. 
In accounting we always record both sides of a transaction. We must be able to measure the financial effect of the event on the business before recording it as a transaction. You must be able to assign a dollar amount to the transaction to record it on the books. 
The Account
Assets
· Cash and cash Equivalents
· Accounts Receivable
· Notes Receivable
· Inventory
· Prepaid Expenses
· Land
· Buildings
· Equipment, Furniture and Fixtures
Liabilities
· Accounts Payable
· Notes Payable
· Accrued Liabilities

Shareholders’ Equity
· Contributed Capital
· Retained Earnings
· Dividends
· Revenues
· Expenses
Accounting for Business Transactions
Review pages 65-70 for certain events and how the transactions are recorded in the books. 
Double-Entry Accounting
Accounting is, therefore, based a double-entry system, which records the dual effects on the entity. Each transaction affects at least two accounts. 
The T-Account
The vertical line of the t-account divides it into left and right; debit and credit.             OE
         Liabilities
       Assets

		

    Debit	Credit	Debit	Credit	Debit     Credit
       +	     -	    -                 +	    -	+
Additional Shareholders’ Equity Accounts: Revenues and Expenses
Shareholders’ equity also includes the two types of income statement accounts, Revenues and Expenses:
· Revenues are increases in shareholders’ equity that result from delivering goods or services to customers.
· Expenses are decreases in shareholders’ equity due to the cost of operating the business. 
A debit increases an asset account. A credit decreases an asset account.
A credit increases a liability account or a shareholders’ equity account. A debit decreases a liability or a shareholders’ equity account. 
Dividends and Expenses accounts are exceptions to the rule. They are increased by a debit and the accounts are negative (or contra) equity accounts. 
Assets                                     =   Liabilities                                 +        Common Shares
Debit                         Credit	Debit           Credit	Debit	Credit
    +                                 -	   -                    +	   -                      +
Normal Balance                                                Normal Balance                                   Normal Balance
Retained Earnings                      Dividends	Revenues	Expenses
Debit         Credit	Debit  Credit	Debit  Credit	Debit   Credit
·             +                                  +          -                                -          +                              +            -
                   Normal Balance
Pages 77- 82 shows events of transactions and how to record them. 
Trial Balance
Trial Balance: lists all accounts with their balances- assets first, followed by liabilities and then shareholders’ equity. The trial balance summarizes all the account balances for the financial statements and shows whether total debits equal total credits. A trial balance may be taken at any time, but the most common time is at the end of the period. Exhibit 2-12 on page 84 shows an example of a trial balance. 



[bookmark: _GoBack]

e e v g o el e, et 84
s e gt Wlan e e f e
et s b e e

A o g .

BT ———
i pw————
© Mg Tt st 1 ot by i o m st e

JRN—————

P

-

e S
e

B s

T ———
T S e T
e el e oS A S bt st
e g o ke e e ot
it o e 1t e o s

Al e s ot d oGl o g
s e s s, Th sy o e e
T



