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Chapter 1

LEARNING OBJECTIVES

OBJECTIVE 1
Describe the types and forms of businesses, business
strategies, value chains, and stakeholders.

OBJECTIVE 2
Describe the three business activities of financing,
investing, and operating.

OBJECTIVE 3 :
Define accounting, and explain its role in business.

OBJECTIVE 4
Describe and illustrate the basic financial statements
and how they interrelate.

OBJECTIVE 5
Describe eight basic accounting concepts underlying
financial reporting.

OBJECTIVE 6 ‘
Describe and illustrate the use of horizontal analysis
to analyze and evaluate a company’s
performance.
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The Role of Accounting
in Business

Every day, you interact with businesses. You buy a Hershey’s candy bar, eat lunch
at McDonald’s or Burger King, order a cup of coffee from Starbucks or Seattle
Coffee, or fill up your car with gas at an ExxonMobil or BP gas station. How do
these businesses influence you to buy their products? What are their underlying

business strategies?

As we begin our study of accounting in this chapter, we first discuss the nature,
types, activities, and strategies of businesses such as these. In doing so, we
describe business stakeholders and the way businesses add value for their
customers (you). We conclude the chapter by discussing the role of accounting in
business, including financial statements, basic accounting concepts, and how you

can use financial statements to evaluate a business’ performance.




4 Chapier 1

OBJECTIVE 1

Describe the types and
forms of businesses,
business strategies,

" value chains, and
stakeholders.

The Nature of Business

You are familiar with many large companies, such as General Motors, Barnes &
Noble, and AT&T. You are also familiar with many local businesses, such as gas
stations, grocery stores, and restaurants. You may work for one of these businesses.
What do they have in common that identifies them as businesses?

In general, a business is an organization in which basic resources (inputs), such
as materials and labor, are assembled and processed to provide goods or services
(outputs) to customers.! Businesses come in all sizes, from a local coffee house to
General Motors, which sells several billion dollars’ worth of cars and trucks each year.
The customers of a business are individuals or other businesses that purchase goods
or services in exchange for money or other items of value. In contrast, a church is not
a business because those who receive its services are not obligated to pay for them.

The objective of most businesses is to maximize profits. Profit is the difference
between the amounts received from customers for goods or services provided and the
amounts paid for the inputs used to provide the goods or services. Some businesses
operate with an objective other than to maximize profits. The objective of such not-
for-profit businesses is to provide some benefit to society, such as medical research or
conservation of natural resources. In other cases, governmental units such as cities
operate water'works or sewage treatment plants on a not-for-profit basis. Our focus
in this text will be on businesses operated to earn a profit. However, many of the
concepts and principles also apply to not-for-profit businesses.

Types of Businesses

Three different types of businesses are operated for profit: manufacturing,

merchandising, and service businesses. Each type of business has unique
characteristics.

Manufacturing businesses change basic inputs into products that are sold to

individual customers. Examples of manufacturing businesses and some of their
products follow:

Manufacturing Business

Product
General Motors

Automobiles, trucks, vans

General Mills Breakfast cereals

Boeing Jet aircraft

Nike Athletic shoes

Coca-Cola Beverages

Sony Stereos, televisions, radios

Merchandising businesses also sell products to customers. However, they do not
make the products but purchase them from other businesses (such as manufacturers).
In this sense, merchandisers bring products and customers together. Examples of
merchandising businesses and some of the products they sell are shown here:

Merchandising Business

Product
Wal-Mart General merchandise
Toys “R” Us Toys
Barnes & Noble Books
Best Buy Consumer electronics
Amazon.com Books

'A glossary of terms appears at the end of each chapter in the text.




