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	 Description

	Everyone needs to know something about accounting to succeed in the business world.  The purpose of this lesson is to introduce students to basic accounting principles and the important financial information obtained from accounting.  

	Objectives (Design):
	Arizona Content Standards

	· Describe the importance of financial information and accounting
· Define and explain the different areas of the accounting profession

· List the steps in the accounting cycle, distinguish between accounting and bookkeeping and explain how computers are used in accounting

· Explain how the major financial statements differ

· Explain the importance of ratio analysis in reporting financial information.  
	12.0 Prepare financial records needed in business management. 12.3 – 12.6

	Materials and Resources (Development)

	Understanding Business, Nickels, McHugh, McHugh 7th Edition, McGraw -Hill, New York, New York, 10020 will be the required textbook.  
Computers connected to the Internet and Microsoft Office 2003 installed.  

Download REAL Player to view the videos. A projector/computer would be helpful.

Instructor:  Go to the texts online learning http://highered.mcgraw-hill.com/sites/007310597x/information_center_view0/ use login and password (cindy.barnes@eac.edu/angels2379) choose chapter 17, under instructor resources click on power point presentations and then choose chapter 17.  

	Procedures (Development & Implementation):

	1. Study Chapters 17 in the Text First - Use the Learning Goals found on page 479 as your guide. Study the chapter summaries and the related materials.

· Learn the meanings of the words/phrases listed under key terms in the text on page 479. 

· Go over the review and critical thinking questions. 

· Study the case materials at the end of the chapter. 
2. Complete the SEC activity after the instructors lecture.  List the Total Assets, Net Sales and Net cash provided by operating activities within your key terms document.

3. View the video for chapter 17 as a class or individually on a PC.

4. Watch the video for chapter 17 from the texts online learning website.  Read the Video Case on page 481 and type your answers within your key terms document.

5. Email key terms, SEC information and Video Case assignments to the instructor.  

	Evaluation

	Key Terms = 10 points

Video Case = 50

SEC Activity = 20 points


Understanding Financial Information & Accounting

Chapter 17
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Luca Pacioli
Born: 1445 in Sansepolcro, Italy Died: 1517 in Sansepolcro, Italy  



Luca Pacioli or Paciolo (pronounced pot-CHEE-oh-lee). is given credit for introducing double entry accounting to the world. To see a brief history of accounting visit this site

 HYPERLINK "http://www.ftlcomm.com/ensign/historyAcc/ResearchPaperFin.htm" . Modern accounting techniques are extensions of the ideas he recorded. Modern businesses allocate a great deal of resources to the accounting effort for two reasons: 

1. Because of the strict standards required by government in order to tax the profits of businesses. 

2. Because a properly designed accounting system can provide critical information to management and owners to aid them in their efforts to operate the organization efficiently and/or profitably. 
In fact, for a number of years traditional accounting was seen by most managers as a necessary evil that was done because the government insisted that it be paid taxes. Cost accounting was actually a separate field that evolved from management's attempts to come up with tools they could use and understand while attempting to determine and control costs, particularly in the area of production control. More recently, the two fields have merged and accounting practices now provide a wide range of services to management while satisfying government demands stemming from tax reporting. 

Although at one time "keeping the books" literally meant recording accounting transactions in bound books called journals and ledgers, only the smallest of firms maintain their accounting records in that way. Larger firms may rely on main frame computers, while small and moderate sized organizations utilize the desk top computer and the sophisticated software that is now available. Most of this software still follows Pacioli's accounting structure in that the information is first recorded in a journal and then posted to individual account ledgers. The degree of integration that is permitted by this software is amazing in that you can record materials coming in, keep track of them in a warehouse, keep track of your purchases and bank account, record materials usage through job costing including adding labor costs, then bill out the final products through an invoicing system. Finally, the information is kept current and reports can be published immediately to permit management to keep and eye on costs, productivity, budgets, cash flows and myriad other details on practically a moment to moment basis. 

In the past, the laborious tasks of recording and balancing the books meant that critical information was perpetually behind and often useless to management by the time it was received. After all, it is impossible to change an unprofitable operation if you don't know it is unprofitable until you have finished the operation. This slowness of traditional systems was one of the reasons management often used a not so sophisticated cost accounting system that was at least somewhat more responsive to their needs. This duplication is no longer necessary or even worthwhile as modern systems combined with computer support make timely information readily available. In addition, the sophistication of both professional managers and accountants has increased significantly over the years thanks to modern business education such as you are hopefully finding in this class. 

The text does an excellent job of describing the critical accounting reports. The following list, which largely duplicates the text, provides some additional information available through the Internet.

1. The Annual Report: A document that summarizes the results of operations and financial status of a company for the past year and outlines plans for the future. 

2. The Income Statement: The financial statement that summarizes the revenues generated and the expenses incurred by an entity during a period of time. 

3. The Balance Sheet: (statement of financial position): The financial statement that shows the assets, liabilities, and owners' equity of an entity at a particular date. 

4. The Cash Flow Statement: A summary of cash inflows and outflows during an accounting period. 




THE INCOME STATEMENT

The following financial statements have been copied from the text. The ability to understand what financial statements disclose is critical to anyone responsible for controlling an organization. Let's look at the Income Statement first. 

PROFIT-MAKING ENTERPRISE, INC. 
Income Statement 
Year Ended December 31, 199X

Revenue 

· Sales ............................................................................$778,918 

· Less returns and allowances................................................4,872 

· Net sales.......................................................................$764,046 

Cost of goods sold 

· Beginning inventory, January 1, 199X............$37,258 

· Plus net purchases..........................................593,674 

· Goods available for sale................................$630,932 

· Less ending inventory, December 31, 199X......41,540 

Cost of goods sold..............................................................$589,392 

Gross profit on sales.........................................................$174,654 

Operating expenses 

· .Selling expenses 

· Sales Salaries.........................$56,718 

· Advertising expense....................7,418 

· Sales promotion expense.............5,780 

Total selling expenses..........................................$69,916 

General and administrative expenses 

· Office salaries.........................$14,378 

· Administrative salaries...............26,612 

· Telephone expense.........................700 

· Insurance expense.......................2,100 

· Depreciation expense, bldg..........3,250 

· Depreciation expense, furniture 

· and fixtures..................................1,780 

· Utilities expense...........................6,250 

Total general and administrative expenses..........$55,070 

Total operating expenses....................................................$124,986 

Net Income before taxes.........................................................49,668 

Less federal and state income taxes............................................18,315 

Net Income.............................................................................$31,353 

1. Net sales is the total sales recorded in the books less any returns or allowances (adjustments) to those figures. This is simply the amount of revenues from sales. 

2. Cost of Goods Sold (Cogs) is computed by taking the beginning balance of goods available or inventory, adding to it purchases for the year, then subtracting the goods available at still in inventory at the end of the year which gives you the value of the goods sold. 

3. Gross Profit: Subtracting the value of the goods sold from the net sales gives you the gross profit which is the profit before other expenses are considered. 

4. Operating expenses are those associated directly with selling (or producing) the goods. 

5. General and administrative expenses are loosely described as overhead. Not directly involved in selling or producing goods but necessary for operating the enterprise. 

6. Net income before taxes (NIBT) is the profit from operations before taxes.  Net income is what is finally left after all the expenses have been considered. It should be noted that the average profit (income after taxes) of businesses is around 5% of sales. Obviously, many do much better and many do much worse 

Management examines the data and compares it from year to year and against other businesses offering similar products or services.  Industry standards are available from trade publications and firms which collect data, such as http://www.bizstats.com/  



THE BALANCE SHEET

The balance sheet is derived from Pacioli's formula, that is assets = liabilities + owner's equity. 

PROFIT-MAKING ENTERPRISES, INC.

Balance Sheet 
December 31, 200X 
Assets
Current assets 

· Cash......................................$17,280 

· Accounts receivable.................84,280 

· Inventory.................................41,540 

· Prepaid expenses.....................12,368 

Total current assets............................................................$155,468 

Plant and equipment 

· Building...................................$43, 980 

· Less accumulated depreciation...10,550........33,430 

· Furniture and fixtures............... $19,200 

· Less accumulated depreciation..... 5,250.......13,950 

· Land.............................................................14,000 

Total plant and equipment assets........................................$61,380 

Total assets........................................................................$216,848 

Liabilities 

Current liabilities 

· Notes Payable............................................ $10,000 

· Trade accounts payable.................................41,288 

· Salaries payable..................................................400 

· Taxes payable................................................14,000 

Total current liabilities.......................................................$65,688 

Long-term liabilities 

· Mortgage payable..........................................$8,000 

· Bonds payable.................................................3,280 

Total long-term liabilities...................................................11,280 

Total Liabilities................................................................$76,968 

Stockholder's equity 

Common Stock, 1,000 shares @ $100 par value....$100,00 

Retained earnings..................................................... 39,000 

Total stockholders' equity...............................................139,880 
  

Total liabilities and stockholder's equity.....................$216,848 
1. Current Assets are items that can be converted into cash within one year (cash, accounts receivables and inventory)
2. Total Plant and Equipment Assets are usually called Fixed Assets.  Fixed Assets are items such as land, buildings and equipment that are relatively permanent.  

3. Current Liabilities is debt that is due by the business in one year or less

4. Long Term Liabilities is debt that is extended long than one year

5. Stockholder’s Equity or Owner’s Equity is what the owner(s) of the company own or have financially contributed in the business.   
Again, analysis is limited without a comparison of past performance, other similar businesses success, or an understanding of the businesses long or short term goals. 



Another analytical tool is the Cash Flow Statement or the Sources and Uses Statement. It is used to give a quick picture of how the firm generated its cash and where it spent it. Note that the values in parentheses are negative values or outflows of cash. 

PROFIT-MAKING ENTERPRISES, INC. 
Cash Flow Statement 
Year Ended December 31, 200x

Cash provided by operations 

· Net income ...............................................................................$31,353 

· Adjustments to reconcile net income to net cash provided by operations: 

· Depreciation, furniture and fixtures ..........................1,780 (+) 

· Depreciation, building............................................. 3,250 (+) 

Net cash provided by operations ...........................................................$36,383 

Cash provided by and used in investing activities 

· Purchase of store fixtures................................................ (5,110) (-) 

· Addition to building........................................................ (18,710)  (-) 
· Proceeds from sale of property and equipment ..................1,215    (+) 

Net cash used in investing activities ........................................................(22,605) (-) 
Cash provided by and used in financing activities 

· Proceeds from sale of common stock.............................. $3,000 

· Cash dividends paid............................................................ (580) (-) 

· Payments on mortgage......................................................(6,000) (-) 

Net cash provided by financing activities................................................. (3,580) (-) 

Increase in cash and equivalents.............................................................. 10,198 

Cash and cash equivalents at beginning of year...........................................7,082 

Cash and cash equivalents at end of year..................................................17,280 

*Depreciation does not cause a physical flow of funds into a firm, but it is an unusual expense in that it is not an outflow of funds. Proper accounting procedures require that depreciation be added to net income on this statement as shown above. 

To get an idea of what formal financial statements look like, you can cruise the Internet and look at major corporate sites or the Securities Exchange Commission.  The Securities Exchange Commission establishes the five-member Public Company Accounting Oversight Board to oversee the accounting industry.  

Go to this website - http://www.sec.gov/  browse through the resources available to the public.

1. Click on “Search for Company Filings”

2. Click on “Companies and Other Filers” 

3. Type in a company name (i.e., mcdonalds, nike) 

4. Click on the CIK number

5. Find the Form 10K, this may be on the 3rd or 4th page

6. Click on “html” to get the online version

7. You may have to click on 10K again or be taken straight to the corporations records.

8. Look for a link to “Financial Statements and Supplementary Data”

9. NOTE:  The same financial statements discussed in the text are done by large corporations (i.e., Income Statement, Balance Sheet and Cash Flows Statement).  

10. Feel free to look up other companies.  
