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Concepts, Principles,
and Financial Statements

Quick Summary

Text Reference

Concepts

Entity concept

Gojng-concern concept

Stable-monetary-unit concept

Time-period concept

Conservatism concept

Materiality concept

Principles

Reliability (objectivity)
principle

Cost principle

Revenue principle

Matching principle

Consistency principle
Disclosure principle

Financial Statements
Balance sheet

Income statement

Statement of cash flows

Statement of retained
earnings

Statement of stock-
holders’ equity

Accounting draws a boundary around each organization to be accounted
for.

Accountants assume the business will continue operating for the
foreseeable future.

Accounting information is expressed primarily in monetary terms.
Ensures that accounting information is reported at regular intervals.

Accountants report items in the financial statements in a way that avoids
overstating assets, owners’ equity, and revenues and avoids
understating liabilities and expenses.

Accountants perform strictly proper accounting only for items that are
significant to the company’s financial statements.

Accounting records and statements are based on the most reliable data
available.

Assets and services, revenues and expenses are recorded at their actual
historical cost.

Tells accountants when to record revenue (only after it has been earned)
and the amount of revenue to record (the cash value of what has
been received).

Directs accountants to (1) identify all expenses incurred during the
period, (2) measure the expenses,-and (3) match the expenses against
the revenues earned during the period. The goal is to measure net
income.

Businesses should use the same accounting methods from period to
period.

A company’s financial statements should report enough information for
outsiders to make informed decisions about the company.

Assets = Liabilities + Owners’ Equity at a point-'m time.

Revenues and gains
— Expenses and losses

= Net income or net loss for the period.

.Cash receipts
— Cash disbursements

= Increase or decrease in cash during the period, grouped under
operating, investing, and financing activities.

Beginning retained earnings
+ Net income (or — Net loss)
— Dividends

=Ending retained earnings.

Shows the reason for the change in each stockholders’ equity account,
including retained earnings.

Chapter 1, page 10
Chapter 1, page 11

Chapter 1, page 12
Chapter 3, page 95
Chapter 9, page 393

Chapter 9, page 393

Chapter 1, page 11
Chapter 1, page 11

Chapter 3, page 94

Chapter 3, page 95

Chapter 9, page 392

Chapter 9, page 393

Chapters 1 and 13

Chapters 1 and 14

Chapters 1 and 17

Chapter 1

Chapter 15

EXHIBIT 2 Summary of Important Accounting Concepts, Principles, and Financial Statements
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Charles T. H-orngen Series in Accounti’ing

B AUDITING: AN INTEGRATED APPROACH, 7E
Arens/Loebbeck

B KOHLER’S DICTIONARY FOR ACCOUNTANTS, 7E
Copper/Ljiri

m FINANCIAL STATEMENT ANALYSIS, 2E
Foster

B GOVERNMENTAL AND NONPROFIT ACCOUNTING:
THEORY AND PRACTICE, 5E
Freeman/Shoulders

m FINANCIAL ACCOUNTING, 3E
Harrison/Horngren

m COST ACCOUNTING; A MANAGERIAL EMPHASIS, 9E
Horngren/Foster/Datar

B ACCOUNTING, 4E
Horngren/Harrison/Bamber

m CASES IN FINANCIAL REPORTING, 2E
Hirst/McAnally

m PRINCIPLES OF FINANCIAL AND MANAGEMENT ACCOUNTING:
A SOLE PROPRIETORSHIP APPROACH, 2E
Horngren/Harrison/Robinson

E INTRODUCTION TO FINANCIAL ACCOUNTING, 7E
Horngren/Sundem/Elliot

® INTRODUCTION TO MANAGEMENT ACCOUNTING, 11E
Horngren/Sundem/Stratton :

B BUDGETING, 6E
Welsch/Hilton/Gordon




To Betsy Willis and Becky Jones for their wisdom on learning and teaching
over a 10-year period and to Michael Bamber for his insight on business
practices and ethical issues in management accounting.
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Charles T. Horngren is the Edmund W. Littlefield Professor of Accounting, Emeritus,
at Stanford University. A graduate of Marquette University, he received his MBA from
Harvard University and his Ph.D. from the University of Chicago. He is also the recipi-
ent of honorary doctorates from Marquette University and DePaul University.

A Certified Public Accountant, Horngren served on the Accounting Principles
Board for six years, the Financial Accounting Standards Board Advisory Council for five
years, and the Council of the American Institute of Certified Public Accountants for
three years. For six years, he served as a trustee of the Financial Accounting Foundation,
which oversees the Financial Accounting Standards Board and the Government Ac-
counting Standards Board.

Horngren is a member of the Accounting Hall of Fame.

A member of the American Accounting Association, Horngren has been its Presi-
dent gnd its Director of Research. He received its first annual Outstanding Accounting
Educator Award.

The California Certified Public Accountants Foundation gave Horngren its Fac-
ulty Excellence Award and its Distinguished Professor Award. He is the first person to
have received both awards.

The American Institute of Certified Public Accountants presented its first Out-
standing Educator Award to Horngren.

Horngren was named Accountant of the Year, Education, by the national profes-
sional accounting fraternity, Beta Alpha Psi.

Professor Horngren is also a member of the Institute of Management Accoun-
tants, where he has received its Distinguished Service Award. He was a member of the
Institutels Board of Regents, which administers the Certified Management Accountant
examinations.

Horngren is the author of other accounting books published by Prentice-Hall:
Cost Accounting: A Managerial Emphasis, Ninth Edition, 1997 (with George Foster and
Srikant Datar); Introduction to Financial Accounting, Seventh Edition, 1999 (with Gary L.
Sundem and John A. Elliott); Accounting, Fourth Edition, 1999 (with Walter T. Harri-
son, Jr., and Linda Bamber); and Financial Accounting, Third Edition, 1999 (with Walter
T. Harrison, Jr.).

Horngren is the Consulting Editor for the Charles T. Horngren Series in
Accounting.

Walter T. Harrison, Fr. is Professor of Accounting at the Hankamer School of Business,
Baylor University. He received his B.B.A. degree from Baylor University, his M.S. from
Oklahoma State University, and his Ph.D. from Michigan State University.

Professor Harrison, recipient of numerous teaching awards from student groups as
well as from university administrators, has also taught at Cleveland State Community
College, Michigan State University, the University of Texas, and Stanford University.

A member of the American Accounting Association and the American Institute of
Certified Public Accountants, Professor Harrison has served as Chairman of the Finan-
cial Accounting Standards Committee of the American Accounting Association, on the
Teaching/Curriculum Development Award Committee, on the Program Advisory Com-
mittee for Accounting Education and Teaching, and on the Notable Contributions to
Accounting Literature Committee.

Professor Harrison has lectured in several foreign countries and published articles
in numerous journals, including The Accounting Review, Fournal of Accounting Research,
Fournal of Accountancy, Journal of Accounting and Public Policy, Economic Consequences of
Financial Accounting Standards, Accounting Horizons, Issues in Accounting Education, and



Journal of Law and Commerce. He is coauthor of Financial Accounting, Third Edition, 1998
(with Charles T. Horngren and Accounting, Fourth Edition (with Charles T. Horngren and
Linda S. Bamber) published by Prentice Hall. Professor Harrison has received scholar-
ships, fellowships, research grants or awards from Price Waterhouse & Co., Deloitte &
Touche, the Ernst & Young Foundation, and the KPMG Peat Marwick Foundation.

Linda Smith Bamber is Professor of Accounting at the J.M. Tull School of Accounting
at the University of Georgia. She graduated summa cum laude from Wake Forest Uni-
versity, where she was a member of Phi Beta Kappa. She is a certified public accountant.
For her performance on the CPA examination, Professor Bamber received the Elijah
Watt Sells Award in addition to the North Carolina Bronze Medal. Before returning to
graduate school, she worked in cost accounting at RJR Foods. She then earned an MBA
from Arizona State University, and a Ph.D. from The Ohio State University.

Professor Bamber has received numerous teaching awards from The Ohio State
University, the University of Florida, and the University of Georgia, including selection
as Teacher of the Year at the University of Florida’s Fisher School of Accounting.

She has lectured in Canada and Australia in addition to the U.S., and her research
has appeared in numerous journals, including The Accounting Review, Journal of Account-
ing Research, Journal of Accounting and Economics, Journal of Finance, Contemporary Ac-
counting Research, Auditing: A Journal of Practice and Theory, Accounting Horizons, Issues in
Accounting Education, and CPA Journal. She provided the annotations for the Annotated
Instructor’s Edition of Horngren, Foster, and Datar’s Cost Accounting: A Managerial Em-
phasis, Seventh, Eighth, and Ninth Editions.

A member of the Institute of Management Accounting, the American Accounting
Association (AAA), and the AAA’s Management Accounting Section and Financial Ac-
counting and Reporting Section, Professor Bamber has chaired the AAA New Faculty
Consortium Committee, served on the AAA Council, the AAA Research Advisory Com-
mittee, the AAA Corporate Accounting Policy Seminar Committee, the AAA Wildman
Medal Award Committee, the AAA Nominations Committee, and has chaired the Man-
agement Accounting Section’s Membership Outreach Committee. She served as Associ-
ate Editor of Accounting Horizons, and will serve as editor of The Accounting Review from
1999 to 2002.
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exercise. mofivation. sfamina. commitment.

[
Teaching introductory accounting today is a lot like training athletes. It requires a careful
warmup, focus on specific topics and ideas, regular doses of motivation, and a cooling-off
period when “the big picture” is clearly evident. Helping your students develop and master °
these skills is what ACCOUNTING 4/E is all about.
e Exercise - always key to any athlete’s performance, we offer a wealth of assignment

i |
%

material, now including new Daily Exercises, Team Projects, and Internet Exercises.

* Motivation - your students will see how accounting principles are actually used in a
variety of well-known companies including NIKE, Dell Computer, and McDonald’s
through a unique series of On Location! Videos, in-text Internet Tours, and new
Decision Guidelines.

* Stamina - an athlete has to start and finish the race strongly. So too must a principles
text offer balanced, comprebensive coverage of both financial and managerial topics. New

coauthor Linda Smith Bamber has added her talents and expertise to the management

accounting chapters.

e Commitment - as athletes commit to a regular training regimen and you commit to
your students, we commit to providing you with the best available text and package.
Prentice Hall, our publisher; commits to giving you the best service available by providing
forums like PHASE (Prentice Hall Accounting Seminars for Educators) and customer
services like the toll-free Accounting and Taxation Hotline (1-800-227-1816).

We believe that ACCOUNTING 4/E offers an unprecedented teaching and learning

system for your accounting students. We invite you to learn more about how our new train-

ing program can challenge your students to “just do it.” If you have any suggestions or ques-

tions, we’d like to hear from you.

Charles T. Horngren Walter T. Harrison, Jr. Linda Smith Bamber
Stanford University Baylor University University of Georgia



Seeing is believing. When your students see how well-known companies like NIKE use accounting each and
every day, they’ll appreciate the importance of being well trained in class. Using ACCOUNTING 4/E, your
students will benefit from the Daily Exercises, Team Projects, and other valuable learning assignment materi-
als. Our On Location! Custom Case Videos are linked to chapter-opening stories to help you motivate your stu-
dents. Each video profiles a company, showing how today’s leading businesses employ accounting information to

drive business decisions.

* YOUR GAME PLAN
FOR CROSS-TRAINING
BUSINESS STUDENTS

works for NIKE.
Five “On-Location”
segments were shot
at NIKE headquarters
in Beaverfon, OR.

Cross-fraining sure ( )
*

e Accounting an




your students’

i FHIGAT ]

Fust like beginning athletes question the Our Decision Guidelines 7ake
value of a good warm-up, your non-major  procedures relevant by showing the student
students may wonder bow accounting is rele-  ho is likely to use the information and

vant to their field of study. bow it will be used.

DECISION GUIDELINE

Has o fransaction occurred? If the event affects the enfify’s financial position and can be reliably recorded - Yes
I either condifion s absent - No

Where fo record the ransacfion? _ In the journal, the chronological record of fransactions

What o record for each transaction? Increases and /or decreases i all the accounts offected by the transaction

How o tecord o inceose/decease i he folowing accouns?  Rols of debit ond cedi: S




Extensive market research told us
accounting instructors want a greater Our
variety of different problems and

exercises. So we added New assign-

ment material to each chapter.

New Daily Exercises include a

whole new set of ASSIGNINENts on Sin gle DE 5-18 Contrasting accounting income and cash flows
- -d e il (Objective 4)

L 0p 1cs, p €7f€ ct fb 4 ﬂy ~10- [l_)l T1us. Lands" End, the catalog merchant, reported the following for the year ended January 31,

New Team Projects provide

JNOA 2J°¢

1997 (as adapted, with amounts in millions):

. . . Cosh payments for financing activities S 28
collaborative learning cases in every Cosh poyments fo suppliers $ 573
c b ﬂpl’ er Cash collections from customers S1,118

& Cost of sales S 609

New Internet Exer Cises are fé’[l— Selling, general, and administrative expenses S 424
x Cash for invesfing activit 1

tured in nearly every chapter and are i e b k

' Net sales revenue S1,119

often tied to the chapter-opening story,
and in some cases, the accompanying
“On Location!” video.
Mid-Chapter and End-of-
Chapter Summary Problems
are provided with worked-out solutions .,

Group A & B Problems prride | & | |kttt
homework alternatives shoud b cque. e fey?
Decision Cases have been expanded '
from the previous edition

Ethical Cases appear in each chapter

As an investor, you wonder which was greater, Lands End () gross margin, or (b) the
company’s excess of cash collections from customers over cash payments to suppliers.
Compute both amounts to answer this reakworld question.

DE 5-19 Compu'ing <ost of goods sold in a periodic
inventory system (Objective 6) i

in nuary 3] 1996, The May Department Stores Company had mercha
$2,134 milion. During the year May purchased inventory costing $8,472 m
ing freight in. At Janary 31, 1997, Moy’ inventory stood ot 52,380 millo

nAIE« EXERCISE » CHAPTER 5

The NIKE Annual Report financials are

Statement of Cash Flows — Compag

N | This inovcive compony stored opeatons ot the beginning of the personal computer revolution included in an eml—of-text appendi x.
== in 1982, During their first year, Compaq had sales of $1171 million — a U.S. business record. . .
as ‘ Now i:‘ is uSFoanltla 100 company and the number one supplier of PCs in the world with sales Tbe entire N T KE Annual Repor[ 15

| exceeding $20 billion. .
: | The computer industry is highly compeitive, especially for PC manufocturers, as many customers sh rink -’thlpp ed

| consider the PC to be a commodity. Numerous PC manufacturers have come and gone, but
: | Compag hos strengthened its leadership position year after year. The Statement of Cash Flows ot h e text so

] [ .
- { gimonsn;tes the Company’s financial strength. st den s can

QUIRED: . . .

adll 1. 6o to ttp: //www.compag.com. This is Compag’s home page where visitors can purchase ldentl.ﬁ' wlth a
® | computer over the Infemet as well as read Compag’s webzine and learn about the company. real An nual
(7T} 2. ick Inside Company and then Investor Relations to find Compag’s comorate: mkxmuhon The
(7.3 financial statements are located in the section SEC documents. Repoﬁ, —

| i
a | 3. The Statement of C@l Flows prow'des SOUICes (?nd uses of cash by (on?puq. . = Fimmcia ]

B2 Does Compag USG ﬂte Direct or Indirect method in colculating Cash provided by Operating
hay | Adivfes? Statement Cases,
5 | b Ferﬁwmamﬁcenfvm what i Net Income and Cash Provided by Operafing Activifies?
These e measuresof ( uctmﬂes Why are these two numbers dlfferent"’ based on N. IKE,

are at the end of
Sfinancial
accounting
chapters.

transactions? Explain.

iy, Plant, and Equipment fo its Depmﬁafmmd
mment on Compag's expected future growth opportuni-




Our new in-text guided Interneft Tours build active
learning skills, show beginning students accounting resources
available on the Internet, and introduce students to the too

used by accounting professionals.

ool | Giasini | st | “Fuapa | Sotvian |

Home | Quck Search | nde
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Cammi Gianato

Prentice Hall’s Learning on the Internet Partner:
www.prenhall.com/phbusiness offers

resources include:

Student Study Hall lets students use conference and
chat room functions. An accounting instructor monitors 1l
student questions and provides timely responses. It’s like ,
having an “Online Instructor!” _ Practice Te

Interactive Study Guide provides chapter-by- .
chapter questions and exercises tied to chapter objectives. Faculty Lo
Students get immediate feedback and receive a grade on instructor:

what they’ve completed. Students can also take “Self-Test”  * the ability to d
Quizzes to see how well they’ve masterec the chapt r . teacbz%g tips
material. - / .

text as well as to pertinent areas on t
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*Easy-to-use instructions are given
in the program

*Self-paced software program
allows students to learn account-
ing procedures on their own

*Dialogue boxes refer the students
back to the appropriate topic in
ACCOUNTING 4/E when

they give incorrect answers

WOJ-dd

*On-screen and audio responses
provide instant feedback

- *All concepts are tied together by
a comprehensive, end-of-module
case

PATHS IN
TING CD ROM

ents with a dynamic, infer- Ll ACCOUNTING 7

ACCOUNTING

h tool. It includes workshops in
g 5hdnnun [ l’llldl)d
me writing, and interviewing [y gL
atest market trends,

‘ cnd the skills




CCOUNTING 4/E

software specifically designed for students:

Question 4

‘Which of the following will
msMwuthCEEASE? ke

A. New ke
! ba' fied at the

i company’s manufacturing plants.

B. A class action suit filed against the company
by consumers who claim that one of the
company’s major products causes birth

C. The con
rmmmmwmm
D. The govemnment's announcement of

down-tum in lhemmdlhswd
lmm

PH Re-Enforcer Tutorial Software
3.0 for Windows. This enbanced
interactive tutorial allows students to work
through accounting problems to reinforce concepts
and skills covered in the text. Users can work
through multiple choice questions, short exercises,
vocabulary games, and case problems using
multimedia graphics and a computer tutorial
based on objective and/or difficulty level.

A Teacher’s Edition allows instructors to edit,
change, and add existing or additional material.

Also available:

e Prentice Hall Accounting Software (PHAS):
A General Ledger Package
e New, Improved Spreadsheet Templates

Quick Tours are part of the Prentice Hall
Accounting Software (PHAS) 2.0 and the
PH Re-Enforcer Tutorial Software 3.0. The
Quick Tours provide students with quick and
easy practice drills that demonstrate how to
use the program.
* Prentice Hall’s Software Training Video teaches
students and instructors how to use Prentice Hall's
software products.

Surfing for Success in Business introduces students to the Internet and more specifically, the many
useful ways to extract and use accounting information from the World Wide Web.

The Presentation Manager is a user-friendly program that organizes the Instructor’s Manual,
custom Video footage, PowerPoint slides, Teaching Transparencies, PHAS General Ledger Program,

and the PH ReEnforcer® Tutorial Software under one convenient instructional tool. This powerful resource
can help instructors create a powerful classroom presentation.



