Chapter 1: Introduction to Financial
Statements

Financial Accounting, Fifth Edition
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2] B#s (Study Objectives)

1.

R A H 28 F E I L (Describe the primary forms of business
organization.)

P25 B A P A& (Identify the users and uses of account-

ing information.)

R = Fh EE R MLIE B2 (Explain the three principal types of

business activity.)

iR S5 E R AN S H I (Describe the content and purpose of each
of the financial statements.)

FRRETE L i IR G & 3, JFEIRIEAR 714530 (Explain the
meaning of assets, liabilities, and stockholders’ equity, and state the
basic accounting equation.)

A A T A A TP A I S5 iR I R 73 (Describe the components

that supplement the financial statements in an annual report.)



1 BIAHLE (Forms of Business Organiza-
tion)

o Mk (Sole Proprietorship):
— RN, W TNRSS .
— bR A AT 55 AR IEA N BT ES
— BB

o &1kl (Partnership):
— HPAERLEA NI FA .
— WHTEGEMRS .
— BN AL 5 AR AEAS N FTAT .
— AL

« AH (Corporation):
— DM TR, RRSL TR SEAA .
— JBIRAABA N T
— BHEGHEERE.

2 2iHEREMHF 5MH#%E (Users and Uses of
Financial Information)

2.1 WHHF (Internal Users)
. HHJZ (Management)
« AJJBR (Human Resources)
o W%HE1T (Finance)
o THEH (Marketing)



2.2

4N (External Users)
A (Investors)

AN (Creditors)

Bi% )5 (IRS)

IEF A 52 i 4x (SEC)

%/ (Customers)

T.4> (Labor Unions)

LA (Common Questions)

PATRES AL A TN#H ? (Can we afford to give our employees
a pay raise?)

Al e IR T E WA ? (Did the company earn a satisfactory
income?)

R 2% 77 i 26 5 £k 2 (Which product line is most profitable?)
TN A R E S ATIEF]? (Is cash sufficient to pay dividends?)

F= i g 2 bR A KA IR RS 2 (What price for our product will max-
imize net income?)

I FE RE R IR 1 552 (Wil the company be able to pay its short-
term debts?)

5% E H iESE (Ethics in Financial Re-
porting)

S (Ethics): AW T XA L5 E. A FS5 BT,
ITEM 5 HIE: 28R (Enron). 58S (WorldCom) %5,

=

FEYEHT- B B fliE % (Sarbanes-Oxley Act of 2002): 3 [ [ <@
o, BRI Sk BE I AT

AR 5 30 5 A T R RIETEAT N
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3.1

1.

fRFACEE N EE 2P R (Solving an Ethical Dilemma)
INHENC BRSBTS S e B . (Recognize an ethical situa-
tion and the ethical issues involved).

o SE AN NAE AR R VR A R 15 0 i) 2

o LBV ANEY A S SRS T AR BEAE U DAAE T AT

CARAIFE B S R R EE R (Identify and analyze the principal

elements in the situation).

o AR ZEAIRE  Ch] BE S B BORAFA 2 (1 NBUHEAD o
o PR S TTAMRLE TR (557

VR TTSR, FFBUETREAN T5 S 25 J5 M 2 AR RSN (Identify

the alternatives, and weigh the impact of each alternative on
various stakeholders).

o EFRTERIENEIETR, BEIARER.
o AR AT MIERE SR, ANUFEZS LRI SR, &2

MWIE SiDrites e
=M EEREMIES) (Three Principal Types
of Business Activity)
753l (Financing Activities):

o {3 (Borrowing money): & fii (Liabilities), 1R A ZEHE
(Notes payable). RAI5i%# (Bonds payable).

o RATIKZE (Issuing shares of stock): SCATZR AR AR ANEF] (Div-
idends).

%G5 (Investing Activities):

o WSRAEPTHR IR, WM. A, IR
o ANVARA I BEIRFR VT (Assets) .

Z£8 %3] (Operating Activities):



N (Revenues): 8™ B2 ARSI .
% H (Expenses): JHFE% ™ 8l FH R S5 ) AS o
#I# (Net income): WA KT A

H4k (Net loss): A KT

5 WM& FHFM (Financial Statements in De-
tail)

5.1 FjE3* (Income Statement)
o HEY: MR ER AN AR (Reports revenues and expenses

for a specific period of time).
o HEMS:
— % a (Net income): WML 2% A (revenues exceed ex-

penses)

— #1iKk (Net loss): % BN (expenses exceed revenues)

Table 1: Sierra Corporation F|jE3 (Income Statement)

IiH (Item) %% (Amount)
A (Revenues)
JRF5 N (Service revenue) $10,600
% H (Expenses)
¥ie 5 T (Salaries and wages expense) $5,200
4% (Rent expense) $900
YR S % (Supplies expense) $1,500
#rIHZEH (Depreciation expense) $40
FIE 9 H (Interest expense) $50
R 2 A (Insurance expense) $50
P HE 1T (Total expenses) $7,740
#Uk#i (Net income) $2,860

o WFMAM: #ZE 2022 £ 10 H 31 HWH 4 (For the Month Ended
October 31, 2022)



o TFEH: HINZE = BN - B3 = $10,600 - $7,740 = $2,860

o TR MR SRR E IR Y RO 22 E OR, Bon o BRI
V&

5.2 WA #EFE (Retained Earnings Statement)
« HH:
— Ut BN A 4 B A7 I A 1% 0 18] 35 I Bl ek /> (Indicates the rea-

sons why retained earnings has increased or decreased during the
period)

— A aE A TR B AR AR R SR (Net income is needed to

determine the ending balance in stockholder’s equity)

— P A AT PR R A 2 G ) B R BER Bl # 1N (The ending

balance in retained earnings is needed in preparing the balance
sheet)

Table 2: Sierra Corporation Ff# i #i#% (Retained Earnings Statement)

IiH (ITtem) &% (Amount)
10 H 1 H¥E A7 (Retained earnings, October 1) $0
hn: #as (Add: Net income) 2,860
/Nt (Subtotal) 2,860
J: WA (Less: Dividends) 500
10 H 31 HE 7k (Retained earnings, October 31) $2,360

o REWIME: = 2022 & 10 A 31 HEH M (For the Month Ended
October 31, 2022)

o TRV WIRE AT = WP A e + iiat - Al = $0 +
$2,860 - $500 = $2,360

o UM B R A F] B AR IR B AR B I DL, SRR AN
B iR



5.3

Hre iR (Balance Sheet)

o HI: REdrE W™, AEMK AR (Reports the assets,

5.4

liabilities, and stockholder’s equity at a specific date)
YAk
— EPEFIETIH, LR SURIRARLEE (Assets listed at the top,
followed by liabilities and stockholder’s equity)
— BREPEAINE T S A FTIIR AR AL 2 (Total assets must equal total
liabilities and stockholder’s equity)

R B AAUR MR H SR 1 55 ik (Balance sheet

is prepared as of a specific date)

FH M 2022 4 10 A 31 H (October 31, 2022)

PSR B = 6t + A = $21,910 = $9,550 + $12,360
SVHES: BT RUBTR SO A FIAERE E H ORI SR, R B
AN 2R AL 2 R 5%

MW ER (Statement of Cash Flows)

[ea] 5 1 ]

— FEUCHAMRII 4 MR B SR ? (Where did cash come from during the
period?)
— FESCHAE B4 e F ? (How was cash used during the period?)

— (EMIH R I & R UK E T A 448467 (What was the change in
the cash balance during the period?)



Table 3: Sierra Corporation % =115t (Balance Sheet)

#Er” (Assets) &% (Amount)
P4 (Cash) $15,200
UK (Accounts receivable) 200
VIR & (Supplies) 1,000
Tiifs #l 4 (Prepaid rent) 550
W&H#E (Equipment, net) 4,960
it (Total assets) $21,910

A A8 (Liabilities and Stockholders’ Equity)

fifit (Liabilities)

AT EEHE (Notes payable) $5,000
AT K (Accounts payable) 2,500
TR SUCA (Unearned service revenue) 800
AT H 45 T % (Salaries and wages payable) 1,200
FATHE (Interest payable) 50
fifii it (Total liabilities) $9,550
%Mzt (Stockholders’ equity)
@B (Common stock) 10,000
RIS (Retained earnings) 2,360
1 A M 2t =11 (Total stockholders’ equity) 12,360
BRI R B el ST $21,910

(Total liabilities and stockholders’ equity)




Table 4: Sierra Corporation & # & (Statement of Cash Flows)

IiH (Item) %% (Amount)
ZE NP & E (Cash flows from operating activities)

ZETE NI AW (Cash receipts from operating activities) $11,200

£ EESN M4 (Cash payments from operating activities) (5,500)

ZE M4 (Net cash provided by operating activities) $5,700
R IEsN 4 E (Cash flows from investing activities)

WS 4% (Purchase of equipment) (5,000)

B E N #IL4 (Net cash used by investing activities) (5,000)
R iESN A E (Cash flows from financing activities)

RATE @M (Issuance of common stock) 10,000

KATRATEEHE (Issuance of notes payable) 5,000

AT (Payment of dividends) (500)

% shiefti#Il4 (Net cash provided by financing activities) 14,500
M43 m%n (Net increase in cash) 15,200
WL 4R %0 (Cash at beginning of period) 0
WK 4 4R%1 (Cash at end of period) $15,200

o FMAM: #Z 2022 £ 10 A 31 HMH 4 (For the Month Ended
October 31, 2022)

o TFHEIGIUE: BLEFHMA = 25 + %% + B = $5,700 + (-$5,000)
+ $14,500 = $15,200

o TP BLE TR R M A AR E 8] A BB B SN S 0
IPNZE . BAE R =28

5.5 WK MEMAME XA (Interrelationships of State-
ments)

o FIVE R A B s 52 B AF RS R (Net income from Income State-
ment affects Retained Earnings Statement)

o BAAFR AR R I OR R R 55 77 7165t R (Ending balance from Re-
tained Earnings Statement affects Balance Sheet)

o FTAREILFETRAL A WV SR O S8 B E [ (ALl statements together

provide a complete picture of company’s financial condition)
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6 KRG HARAHBER S (Other Elements of
an Annual Report)

o RE LW AR LI AREUEFEFERS (U.S. companies that are

publicly traded must provide shareholders with an annual report)
o SRR UL
W %# 3 (Financial statements)
— EHZETHL 5 M1 (Management discussion and analysis)
W 55 F BHE (Notes to the financial statements)
— AL H TR (Independent auditor’s report)

6.1 EIHZEKE (Management’s Report)
o KRENEFZ S % Rz i ZRU S E RS 2 (MD&A) (SEC

mandates inclusion of Management’s Discussion and Analysis)

BRI SR AN, B TR R 4 4 R O 1 AT A B A R
# (Management highlights favorable or unfavorable trends related to
liquidity, capital resources, and results of operations)

TOOTSIE ROLL INDUSTRIES, INC.
Management'’s Discussion and Analysis of
Financial Condition and Results of Operations

The Company has a relatively straight-forward financial structure and has historically
maintained a conservative financial position. Except for an immaterial amount of
operating leases, the Company has no special financing arrangements or “off-balance
sheet” special purpose entities. Cash flows from operations plus maturities of short

term investments are expected to be adequate to meet the Company’s overall financ-
ing needs, including capital expenditures, in 2008.

Figure 1: Management’s Report

6.2 W5 EMIE (Notes to the Financial Statements)
o HE: HOREUMRBEAR R F AR P2 ITH (Means of amplifying or

explaining the items presented in the main body of the statements)

11



6.3

213K (Accounting Policies):
— N E] BRI — 4 B, 1€ PR FH B2 1 BUK (Companies should

present a statement identifying the accounting policies adopted)

L R TFBUR M E” E U L (Summary of Significant

Accountmg Policies)

Jm\) TOOTSIE ROLL INDUSTRIES, INC.

Notes to Financial Statements

Revenue recognition

Revenue, net of applicable provisions for discounts, returns, allowances, and certain
advertising and promotional costs, is recognized when products are delivered to cus-
tomers based on a customer purchase order, and collectibility is reasonably assured.

Figure 2: Notes to the Financial Statements

H 1T )Tk (Auditor’s Report)

FriETLIRE E WL (Standard unqualified opinion): & i1 JfiZREAE
W, NI 55 AR ARAE i A 3 K7 T IR AN 2 A e Bk (au-
ditor expresses the opinion that the financial statements are presented
fairly, in all material respects, in conformity with GAAP)

Jm\) TOOTSIE ROLL INDUSTRIES, INC.

Excerpt from Auditor's Report

To the Board of Directors and Shareholders of Tootsie Roll Industries, Ine.

In our opinion, the accompanying consolidated balance sheets and the related con-
solidated statements of earnings, comprehensive earnings, retained earnings, and
cash flows present fairly, in all material respects, the financial position of Tootsie Roll
Industries, Inc. and its subsidiaries at December 31, 2007 and 2006, and the results
of their operations and their cash [lows lor each of the three years in the period ended
December 31, 2007, in conformity with accounting principles generally accepted in
the United States of America.

Figure 3: Auditor’s Report
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AREH

RS 45 (Chapter Highlights)

M ZE A (Forms of business organization)

(
PGB (Business activities)
(

FEW55ME (Major financial statements)

F

21MEFE (Major accounting accounts)

KRB MAE KR (Interrelationships of statements)

F 2] (Review Questions)

1. IBEFFR#E 214 ? (What are the standards of conduct by
which one’s actions are judged as ethical?)

A.
B.
C.
D.

XTE S (right or wrong)
WEEEAN L SE (honest or dishonest)
AN FEA A (fair or not fair)
PL_EPTAIETN (all of these options)

EMEZR: D

TEAT 2B A A 2= = A 31 75 2 (Net income will result during a
time period when:)

A.
B.
C.
D.

TP L AT (assets exceed liabilities)
FrEEIT N (assets exceed revenues)
(
(

AN VLI PN
RO EPU¢

expenses exceed revenues)

revenues exceed expenses)

IEffi%Z: D
DA BBk 0 55 4 3 2 A2 7 H AR 58?2 (Which of the following

financial statements is prepared as of a specific date?)

A.

FEER (Income statement)
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B. BfFILai% (Retained earnings statement)
C. ®E=4fiiF (Balance sheet)
D. MEWER (Statement of cash flows)

IEEZE: C
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