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Accounting and the Business
Environment

Coffee, Anyone?

A iden Jackson stared at the list the banker had

iven him during their meeting. Business plan,

cash flow projections, financial statements, tax returns.
Aiden had visited with the banker because he had
a dream of opening a coffee shop across the street
from campus. He knew there was a need; students
were always looking for a place to

hang out, study, and visit with
their friends. He also had
the experience. He had
worked for the past

three years as
a manager
of a coffee
shop in a
neigh-
boring
town.
Aiden
needed

one thing, though—money. He had saved a small
amount of money from his job and received several
contributions from family and friends, but he still
didn’t have enough to open the business. He had
decided the best option was to get a loan from his
bank. After the meeting, Aiden felt overwhelmed
and unsure of the future of his business.

You might think that Aiden was facing
an impossible situation, but you'd be wrong.
Almost every new business faces a similar situ-
ation. The owner starts with an inspiration,
and then he or she needs to provide enough
continuous cash flow to build the business. In
addition, the owner has to make decisions such
as: Should we expand to another location? Do
we have enough money to purchase a new coffee
roaster? How do I know if the business made a
profir?

So how does Aiden get started? Keep reading.
That’s what accounting teaches you.



Why Study Accounting?

The situation that Aiden faced is similar to the

situations faced in the founding of most businesses.
Starbucks Corporation, for example, first opened

its doors in Seattle, Washington, in 1971. Three
partners, Jerry Baldwin, Zev Siegl, and Gordon Bowker,
were inspired by a dream of selling high-quality
coffee. We know their dream was successful because
Starbucks currently has more than 15,000 stores in

50 countries. How did Starbucks grow from a small

one-store shop to what it is today? The partners
understood accounting—the language of business.
They understood how to measure the activities of

the business, process that information into reports
(financial statements), and then use those reports

to make business decisions. Your knowledge of
accounting will help you better understand businesses.
It will make you a better business owner, employee,
or investor.

i chapter outline
|2 L

Why is accounting important2
! iy

What are the organizations and
: rules that govern accounting?

. What is the accounting eﬁﬂation’
How do you analyze a transaction?

How do you prepare financial
. statements?

How do you use financial stateme:‘ﬂ:s‘
i to evaluate business performance?



