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AC201 Fundamental Accounting

FINANCIAL STATEMENTS

• Statement of Financial 
Position

ASSETS

•Cash

• Investments in debt

LIABILITIES

•Accounts payable

•Accrued liabilities

EQUITY

•Capital share

•Preferred share




Position 

• Statement of Income

•Statement of Changes 
in Equity

• Statement of Cash

• Investments in debt 
and equity securities

•Accounts receivable

•Notes receivable

• Inventory

•Accrued liabilities

•Unearned revenues

•Notes payable

•Bonds payable

•Preferred share

•ordinary share

•Retained earnings

•Appropriated R/E

U i t d R/E




• Statement of Cash 
Flows

• Inventory

•Prepaid expenses

•Property, plant, and 
equipment

I t ibl t

•Unappropriated R/E

• Treasury share

• Intangible assets

•Natural resources

Financial Statement ItemsAccounting CycleAccounting Cycle

Transaction Analysis 
and Recording – Financing 
and Investing Activities

1

FINANCIAL STATEMENT ANALYSIS

AC201 Fundamental Accounting

CHAPTER 2: 
INVESTING AND FINANCING 

DECISIONS AND THE STATEMENT OF 
FINANCIAL POSITION

Ajarn Santana Singhasaneh

Department of Accounting

Thammasat Business School

Thammasat UniversityThammasat University

2



AC201 Fundamental Accounting

O i   f Overview of 
Accounting Concepts

3

AC201 Fundamental Accounting

Accounting Assumptions & Principle Accounting Assumptions & Principle 

Four accounting assumptions & principle underlie reporting on the ou accou g assu p o s p c p e u de e epo g o e
statement of financial position:

a) Separate‐entity assumption ‐ transactions of the business are 
t d f t l f t ti f thaccounted for separately from transactions of the owner.

b) Unit‐of‐measure assumption ‐ financial information is reported in 
the national monetary unit.y

c) Continuity (going‐concern) assumption ‐
a business is expected to continue to operate into the foreseeable 
futurefuture.

d) Historical cost principle ‐ financial statements elements should be 
recorded at the cash‐equivalent cost on the date of the transaction.

4
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The Accounting EquationThe Accounting Equation

5

AC201 Fundamental Accounting

Elements of Statement of Financial PositionElements of Statement of Financial Position

AA == LL ++ SESEAA =   =   LL +  +  SESE
Economic resources with  Probable debts or  The financing provided 
probable future benefits 
owned or controlled by 
the entity. Measured by 

obligations (claims to a 
company’s resources) 
that result from a 

by the owners and by 
business operations. 
Often referred to as 

the historical cost 
principle.

company’s past 
transactions and will be 
paid with assets or 

i i i h

contributed capital.

services. Entities that a 
company owes money to 
are called creditors.

6
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Papa John’s Statement of Financial PositionPapa John s Statement of Financial Position

Papa John’s Statement of Financial Positionas as at December 31, 2008apa o s S a e e o a c a os o as as a ece be 3 , 008

HighHigh
Liquidity

Low

7

Low
Liquidity

AC201 Fundamental Accounting

Papa John’s Balance SheetPapa John s Balance Sheet

Papa John’s Statement of Financial Position as at December 31, 2008 apa o s S a e e o a c a os o as a ece be 3 , 008
(cont’d)

Shortest
Maturity

Longest
MaturityMaturity

I t tInvestment
Reinvestment

8
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What Business Activities Cause What Business Activities Cause 
Changes in Financial Statement 
A t  ?Amounts ?

9
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TransactionsTransactions

h hTransactions are events that have an economic impact on 
the entity.

Transactions include 2 types of events:

External event an exchange between a business and oneExternal event ‐ an exchange between a business and one 
or more external parties to a business

Internal event a measurable internal eventInternal event ‐ a measurable internal event, 
such as adjustments for the use of assets in operations.

10
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Nature of Business TransactionsNature of Business Transactions

Most transactions with external parties
i l hhinvolve an exchangeexchange

where the business entity 
gives upgives up somethinggives up gives up something 

but receivesreceives something in return.

11
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AccountsAccounts

A t i t d di d f t th tAn account is a standardized format that 
organizations use to accumulate 
the dollar effects of transactionsthe dollar effects of transactions 

related to each financial statement item. 

12
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AccountsAccounts

13

AC201 Fundamental Accounting

Statement of Financial Position AccountsStatement of Financial Position Accounts

Typical Statement of Financial Position Account Titles

Assets LiabilitiesLiabilities
Cash
Short‐Term Investment
Accounts Receivable

Accounts PayableAccounts Payable
Accrued ExpensesAccrued Expenses
Notes PayableNotes PayableAccounts Receivable

Notes Receivable
Inventory (to be sold)

Notes PayableNotes Payable
Taxes PayableTaxes Payable
Unearned Revenue Unearned Revenue 

Supplies
Prepaid Expenses
Long Term Investments

Bonds PayableBonds Payable

Stockholders’ EquityStockholders’ EquityLong‐Term Investments
Equipment
Buildings

Stockholders  EquityStockholders  Equity
Contributed CapitalContributed Capital
Retained EarningsRetained Earnings

Land
Intangibles 14
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H  d  T tiHow do Transactions
Affect Accounts ?

15
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The Accounting CycleThe Accounting Cycle

Transaction AnalysisTransaction Analysis

16
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Principles of Transaction AnalysisPrinciples of Transaction Analysis

1 Dual Effects1. Dual Effects
Every transaction affects at least two accounts.

2. Balancing the Accounting Equation
The accounting equation must remain in balance after 
each transaction.

AA LL ++ SESEAA =   =   LL +  +  SESE

17
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Steps of Transaction AnalysisSteps of Transaction Analysis

Step 1: Identify and classify accounts and effectsStep 1: Identify and classify accounts and effects

 Identify the accounts (by title) affected and 
make sure at least two accounts change.g

 Classify them by type of account. 
Was each account an asset (A), a liability (L),
or a stockholders’ equity (SE)?

 Determine the direction of the effects. 
Did the account increase [+] or decrease [‐]?

Step 2: Verify account equation is in balance

 Verify that the accounting equation (A = L + SE) 
remains in balance.  

18
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Using Accounts to Categorize TransactionsUsing Accounts to Categorize Transactions

An account is a specific accounting record that providesAn account is a specific accounting record that provides 
an efficient way to categorize similar transactions.

An individual account is a summary of every transaction y y
affecting a certain item (like cash).

+ Stockholders' EquityAssets = Liabilities

(a) 

(b)

Contributed

Capital

Retained

Earnings

Stockholders  EquityAssets Liabilities

Cash Investments Equip.
Notes

Receivable

Dividends

Payable

Notes

Payable

(b) 

(c) 

(d) 

(e) 

(f) 

Effect =

19
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Transaction Analysis: ExampleTransaction Analysis: Example

Papa John’s Statement of Financial Position as at December 31, 2008apa o s S a e e o a c a os o as a ece be 3 , 008

20
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Transaction Analysis: ExampleTransaction Analysis: Example

Papa John’s Statement of Financial Position as at December 31, 2008 apa o s S a e e o a c a os o as a ece be 3 , 008
(cont’d)

21

AC201 Fundamental Accounting

Transaction Analysis: ExampleTransaction Analysis: Example

Followings were transactions incurred during the month of January 2009 o o gs e e a sac o s cu ed du g e o o Ja ua y 009
for Papa John’s International Inc.:

(a) Papa John’s issues $2,000 of additional common stock to new 
investors for cashinvestors for cash.

(b) Papa John’s borrows $6,000 from the bank signing a three‐year note.

(c) Papa John’s purchases new ovens, counters, refrigerators, and other ( ) p p , , g ,
equipment costing $10,000, paying $2,000 in cash and signing a two‐
year note for the balance.

(d) Papa John’s lends $3 000 cash to new franchisees who sign notes to(d) Papa John s lends $3,000 cash to new franchisees who sign notes to 
be repaid in five years.

(e) Papa John’s purchases the stock of another company as a long‐term 
investment, paying $1,000 in cash.

(f) The board of directors declares that Papa John’s will pay $3,000 in 
cash dividends to shareholder next monthcash dividends to shareholder next month.

22
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Analyzing TransactionsAnalyzing Transactions

(a) Papa John’s issues $2,000 of additional common stock to new 
i t f hinvestors for cash.

Step 1: Identify and classify accounts and effectsStep 1: Identify and classify accounts and effects

1. Cash (+A) $2,000. 2. Contributed Capital (+SE) $2,000.

Step 2: Is the accounting equation in balance?

+ Stockholders' EquityAssets = Liabilities +

(a)  2,000      2,000         

Contributed

Capital

Retained

Earnings

Stockholders' EquityAssets = Liabilities

Cash Investments Equip.
Notes

Receivable

Dividends

Payable

Notes

Payable

(b) 

(c) 

(d) 

(e) 

23AA == LL ++ SESE

(f) 

Effect =2,000 2,000

AC201 Fundamental Accounting

Analyzing TransactionsAnalyzing Transactions

(b) Papa John’s borrows $6,000 from the bank signing a three‐year note.

Step 1: Identify and classify accounts and effectsStep 1: Identify and classify accounts and effects

1. Cash (+A) $6,000. 2. Notes Payable (+L) $6,000.

Step 2: Is the accounting equation in balance?

+ Stockholders' EquityAssets = Liabilities +

(a)  2,000      2,000         

Contributed

Capital

Retained

Earnings

Stockholders' EquityAssets = Liabilities

Cash Investments Equip.
Notes

Receivable

Dividends

Payable

Notes

Payable

(b)  6,000      6,000  

(c) 

(d) 

(e) 

24AA == LL ++ SESE

(f) 

Effect =8,000 8,000
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Analyzing TransactionsAnalyzing Transactions

(c) Papa John’s purchases new ovens, counters, refrigerators, and other 
i t ti $10 000 i $2 000 i h d i i tequipment costing $10,000, paying $2,000 in cash and signing a two‐

year note for the balance.

Step 1: Identify and classify accounts and effectsStep 1: Identify and classify accounts and effects

1. Equipment (+A) $10,000. 2. Cash (‐A) $2,000
Notes Payable (+L) $8,000.

Step 2: Is the accounting equation in balance?

+ Stockholders' EquityAssets = Liabilities +

(a)  2,000      2,000         

Contributed

Capital

Retained

Earnings

Stockholders' EquityAssets = Liabilities

Cash Investments Equip.
Notes

Receivable

Dividends

Payable

Notes

Payable

(b)  6,000      6,000  

(c)  (2,000)    10,000     8,000   

(d) 

(e) 

25AA == LL ++ SESE

(f) 

Effect =16,000 16,000

AC201 Fundamental Accounting

Analyzing TransactionsAnalyzing Transactions

(d) Papa John’s lends $3,000 cash to new franchisees who sign notes to 
b id i fibe repaid in five years.

Step 1: Identify and classify accounts and effectsStep 1: Identify and classify accounts and effects

1. Notes Receivable (+A) $3,000. 2. Cash (‐A) $3,000.

Step 2: Is the accounting equation in balance?

+ Stockholders' EquityAssets = Liabilities +

(a)  2,000      2,000         

Contributed

Capital

Retained

Earnings

Stockholders' EquityAssets = Liabilities

Cash Investments Equip.
Notes

Receivable

Dividends

Payable

Notes

Payable

(b)  6,000      6,000  

(c)  (2,000)    10,000     8,000   

(d)  (3,000)    3,000        

(e) 

26AA == LL ++ SESE

(f) 

Effect =16,000 16,000
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Analyzing TransactionsAnalyzing Transactions

(e) Papa John’s purchases the stock of another company as a long‐term 
i t t i $1 000 i hinvestment, paying $1,000 in cash.

Step 1: Identify and classify accounts and effectsStep 1: Identify and classify accounts and effects

1. Investment (+A) $1,000. 2. Cash (‐A) $1,000.

Step 2: Is the accounting equation in balance?

+ Stockholders' EquityAssets = Liabilities +

(a)  2,000      2,000         

Contributed

Capital

Retained

Earnings

Stockholders' EquityAssets = Liabilities

Cash Investments Equip.
Notes

Receivable

Dividends

Payable

Notes

Payable

(b)  6,000      6,000  

(c)  (2,000)    10,000     8,000   

(d)  (3,000)    3,000        

(e)  (1,000)    1,000        

27AA == LL ++ SESE

(f) 

Effect =16,000 16,000

AC201 Fundamental Accounting

Analyzing TransactionsAnalyzing Transactions

(f) The board of directors declares that Papa John’s will pay $3,000 in 
h di id d t h h ld t thcash dividends to shareholder next month.

Step 1: Identify and classify accounts and effectsStep 1: Identify and classify accounts and effects

1. Retained Earnings (‐SE) $3,000. 2. Dividends Payable (+L) $3,000.

Step 2: Is the accounting equation in balance?

+ Stockholders' EquityAssets = Liabilities +

(a)  2,000      2,000         

Contributed

Capital

Retained

Earnings

Stockholders' EquityAssets = Liabilities

Cash Investments Equip.
Notes

Receivable

Dividends

Payable

Notes

Payable

(b)  6,000      6,000  

(c)  (2,000)    10,000     8,000   

(d)  (3,000)    3,000        

(e)  (1,000)    1,000         

28AA == LL ++ SESE

(f)  3,000       (3,000)   

Effect =16,000 16,000
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H  d  C i  K  T kHow do Companies Keep Track
of Account Balances ?

29
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How Do Companies Keep Track ofHow Do Companies Keep Track of
Account Balances ?

There are difficulties of tracking multiple accounts, 
involving hundreds of transactions, using the spreadsheet 

th d b lmethod below
while doing all the computations by hand. 

+

( )

Contributed

Capital

Retained

Earnings

Stockholders' EquityAssets = Liabilities

Cash Investments Equip.
Notes

Receivable

Dividends

Payable

Notes

Payable

(a)  2,000      2,000        

(b)  6,000      6,000   

(c)  (2,000)    10,000     8,000   

(d)  (3,000)    3,000        

(e)  (1,000)    1,000          

(f)  3,000       (3,000)   

Effect =16,000 16,000

30
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How Do Companies Keep Track ofHow Do Companies Keep Track of
Account Balances ?

The problem can be solved by separating the “+” and the 
“ ” for each account into separate columns, totaling each 
l d th ti th diff b t thcolumn, and then computing the difference between the 

columns to arrive at an ending balance.

The simplest most fundamental format is theThe simplest, most fundamental format is the 
configuration of the letter T.  This is called a T‐account.

A T‐account is an abbreviated representation of an actualA T account is an abbreviated representation of an actual 
account (illustrated later) and is used as a teaching and 
learning tool.

31
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How Do Companies Keep Track ofHow Do Companies Keep Track of
Account Balances ?

The followings are examples of T‐accounts, representing 
the transactions described previously.

The account title (Cash, for example) appears at the top of 
the T‐account.  Transaction amounts may be recorded on 
both the left side and the right side of the T accountboth the left side and the right side of the T‐account.

Cash Investments Equipment

Notes Receivable Dividend Payable Notes Payable

Contributed Capital Retained Earnings

32
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How Do Companies Keep Track ofHow Do Companies Keep Track of
Account Balances ?

Instead of using the terms left and right to indicate which 
side of a T‐account is affected, terms unique to accounting 

d l dwere developed.

Debit (abbreviated Dr) is used to indicate the left side of a 
T accountT‐account.

Credit (abbreviated Cr) is used to indicate the right side of 
a T‐accounta T account.

Debit means left, credit means right.

33
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How Do Companies Keep Track ofHow Do Companies Keep Track of
Account Balances ?

= +

( ) ( ) ( ) ( ) ( ) ( )
Credit Debit Credit

Assets Liabilities Stockholders' Equity

Debit Credit Debit
(+) (‐) (‐) (+) (‐) (+)

Accounts have

debit balances

Accounts have

credit balances

Accounts have

credit balances

Asset accounts
d b d b d d d b dare increased by debits and decreased by credits.

Liability and owners’ equity accountsLiability and owners  equity accounts
are decreased by debits and increased by credits.

34
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How Do Companies Keep Track ofHow Do Companies Keep Track of
Account Balances ?

Basic facts regarding double‐entry accounting:

1. Debits are always entered on the left side of an account 
and credits on the right side.

2. For every transaction, there must be at least one debit 
d diand one credit.

3. Debits must always equal credits for each transaction.

35
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The Accounting CycleThe Accounting Cycle

Recording of Transactions

36
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Recording of TransactionsRecording of Transactions

Two important tools used by accountants:Two important tools used by accountants:

1. Journal Entries – After analyzing a transaction, the 
effects of the transaction is recorded in a debits‐equal‐effects of the transaction is recorded in a debits equal
credits format.
The accounts and amounts to be debited are listed first.  Then the 

t d t t b dit d li t d b l th d bit daccounts and amounts to be credited are listed below the debits and 
indented, resulting in debits on the left and credits on the right.

37
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Recording of TransactionsRecording of Transactions

A journal entry might look like this:A journal entry might look like this:

Debit Credit
(c) Property and Equipment (+A) 10,000     

Cash (-A) 2,000         
Notes Payable (+L) 8,000         

Reference:
Letter, 

Account Titles:
Debited accounts on top. Amounts:

number, or 
date.

Credited accounts on bottom 
usually indented.

Debited amounts on left.
Credited amounts on right.

38
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Recording of TransactionsRecording of Transactions

After journal entries are prepared the accountant postsAfter journal entries are prepared, the accountant posts 
(transfers) the dollar amounts to each account affected by 
the transaction to the General Ledger

General

Post

General
Ledger

Debit Credit
(c) Property and Equipment (+A) 10,000       

Cash (-A) 2,000         
Notes Payable (+L) 8,000         

Journal entries Posting to general ledgersJournal entries
do NOT provide

the account balances

Posting to general ledgers
help determining

the account balances

39
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Recording of TransactionsRecording of Transactions

2 T‐Account2. T‐Account

• a simplified representation of a ledger account

• a useful tool for summarizing the transactions effects and• a useful tool for summarizing the transactions effects and 
determining the balances for each account. 

 12/31/08 Bal. 11,000 

 1/2/09 2,000   

101 ‐ Cash

 1/6/09 6,000   

19 00019,000 

40
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Analyzing TransactionsAnalyzing Transactions

(a) Papa John’s issues $2,000 of additional common stock to new 
i t f hinvestors for cash.

Step 1: Identify and classify accounts and effectsStep 1: Identify and classify accounts and effects

1. Cash (+A) $2,000. 2. Contributed Capital (+SE) $2,000.

Step 2: Is the accounting equation in balance?

+ Stockholders' EquityAssets = Liabilities +

(a)  2,000      2,000         

Contributed

Capital

Retained

Earnings

Stockholders' EquityAssets = Liabilities

Cash Investments Equip.
Notes

Receivable

Dividends

Payable

Notes

Payable

(b) 

(c) 

(d) 

(e) 

41AA == LL ++ SESE

(f) 

Effect =2,000 2,000

AC201 Fundamental Accounting

Recording of TransactionsRecording of Transactions

(a) Papa John’s issues $2,000 of additional common stock to new 
i t f hinvestors for cash.

General Journal
Date Account Titles and Explanation Ref. Debit Credit

 1/2/09 Cash 101             2,000

Contributed Capital 301 2 000          Contributed Capital 301             2,000

Investment by stockholders

 12/31/08 Bal. 11,000  
1/2/09 2 000

101 ‐ Cash

7,000     12/31/08 Bal.
2 000 1/2/09

301 ‐ Contributed Capital

 1/2/09 2,000     2,000     1/2/09
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Analyzing TransactionsAnalyzing Transactions

(b) Papa John’s borrows $6,000 from the bank signing a three‐year note.

Step 1: Identify and classify accounts and effectsStep 1: Identify and classify accounts and effects

1. Cash (+A) $6,000. 2. Notes Payable (+L) $6,000.

Step 2: Is the accounting equation in balance?

+ Stockholders' EquityAssets = Liabilities +

(a)  2,000      2,000         

Contributed

Capital

Retained

Earnings

Stockholders' EquityAssets = Liabilities

Cash Investments Equip.
Notes

Receivable

Dividends

Payable

Notes

Payable

(b)  6,000      6,000  

(c) 

(d) 

(e) 

43AA == LL ++ SESE

(f) 

Effect =8,000 8,000

AC201 Fundamental Accounting

Recording of TransactionsRecording of Transactions

(b) Papa John’s borrows $6,000 from the bank signing a three‐year note.

General Journal
Date Account Titles and Explanation Ref. Debit Credit

 1/6/09 Cash 101             6,000

Notes Payable 204 6 000          Notes Payable 204            6,000

Borrowed from bank

 12/31/08 Bal. 11,000  

1/2/09 2 000

101 ‐ Cash

124,000  12/31/08 Bal.
6 000 1/6/09

204 ‐ Notes Payable

 1/2/09 2,000    
 1/6/09 6,000    

6,000        1/6/09
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AC201 Fundamental Accounting

How is the Statement of 
Financial  Position
Prepared and Analyzed?Prepared and Analyzed?
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How is the Statement of Financial  Position How is the Statement of Financial  Position 
Prepared and Analyzed?

After analyzing a transaction, a JOURNAL ENTRY 
is posted.

The transaction is then posted to the GENERAL 
LEDGER.

T‐ACCOUNTS are used to illustrate this process.

The STATEMENT OF FINANCIAL POSITION is thenThe STATEMENT OF FINANCIAL  POSITION is then 
prepared using the balances shown in the T‐
accountsaccounts.
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Papa John’s Balance SheetsPapa John s Balance Sheets
Statements of Financial Position as at January 31, 2009 and December 
31 200831, 2008 $ are indicated at the top and bottom of the 

asset sections and of the liabilities & 
shareholders’ equity section

Most recent
balance sheet 

amounts

Assets and liabilities
are classified into two categories:

are usually listed
on the left

are classified into two categories:
current and noncurrent. 

Current assets
are those to be used
or turned into cash
within the upcoming yearp g y

Noncurrent assets
are those that will last

48

longer than one year
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Papa John’s Balance SheetsPapa John s Balance Sheets

Statements of Financial Position as at January 31, 2009 and December S a e e s o a c a os o as a Ja ua y 3 , 009 a d ece be
31, 2008 $ are indicated at the top and bottom of the 

asset sections and of the liabilities & 
shareholders’ equity section

Current liabilities
are those obligations

shareholders  equity section

g
to be paid or settled
within the next 12 months 
with current assetswith current assets.
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Current RatioCurrent Ratio

Current
Ratio

Current Assets
C t Li biliti=Ratio Current Liabilities

Current ratio for Papa John’s:Current ratio for Papa John’s:

2006 = 0 832006 = 0.83
2007 = 0.68
2008 = 0 75

The current ratio for Papa John’s
h l l l f li idit b l 1

2008 = 0.75 

50

shows a low level of liquidity, below 1.
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F    C h Fl  Focus on Cash Flows –
Investing & Financing Activities
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Borrowing
 i  d b

Issuing & repurchasing 
k   i  di id d

CreditorsOwners

& repaying debtsstocks & paying dividends

Purchase
Financing Activities

land, buildings
& equipment

Cash

Purchase
raw materials

Collect cash 
raw materials

& labor
from customers

Sell products Manufacture

52

to customers products
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CreditorsOwners

Purchase

Cash land, buildings
& equipmentInvesting Activities

Purchase
raw materials

Collect cash 

Buying & selling
noncurrent assets
& investmentsraw materials

& labor
from customers & investments

Sell products Manufacture

53

to customers products

AC201 Fundamental Accounting

Statement of Cash FlowsStatement of Cash Flows

C i t h i fl d tfl i dCompanies report cash inflows and outflows over a period
in their statement of cash flows.

Operating activities
     (Covered in the next chapter.)
Investing Activities
     Purchasing long-term assets and investments for cash –
     Selling long-term assets and investments for cash +
     Lending cash to others –
     Receiving principal payments on loans made to others +
Financing Activities
     Borrowing cash from banks +
     Repaying the principal on borrowings from banks –
     Issuing stock for cash +
     Repurchasing stock with cash –
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     Paying cash dividends –
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Investing & Financing ActivitiesInvesting & Financing Activities
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End of Chapter 2End of Chapter 2
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