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Chapter (1)

Introduction to Financial Reporting

AU oy lad| § Aenkde

Elements of Financial
Statements

Assets:

Probable future economic benefits
obtained or controlled as a result of
past business transactions
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Liabilities:

Obligations to transfer assets or
provide services in the future as a
result of past business transactions
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Equity:
The residual interest in the assets after
deducting liabilities

SN Gga>
Sl aias day Josadl (@ Aaall Buslall

Investments by owners:

Increases in the equity due to transfers
of value to obtain or increase
ownership interests (or equity) in it

s ol e
Josazell Zagall Jogoes ey LS Boa> 3 lalydl
Led (ausuLl Bgd ‘97) LS osa> 5.)\._:}3? de

29 (1 Aadall




Distribution to owners:

Decrease in equity resulting from
transferring assets, rendering services,
or incurrence of liabilities by the
enterprise to owners

ronSIUL e po59]!
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Comprehensive income:
The change in equity during a
period due to transactions, events,
and circumstances from non-owner
sources

Jelad! sl
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Revenues:

Inflows and other enhancements of
assets or settlements of liabilities from
delivering or providing goods,
rendering services, or carrying out
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other activities related to the central L5800 aldeally
operations
Expenses: o laas

Outflows or consumption of assets
or incurrence of liabilities from
delivering or providing goods,
rendering services, or carrying out

Jazei of Jgua¥l Ml of Aoyl ciladusd)
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other activities related to the 5l

central operations
Gains: iz Lyl
Increases in equity from peripheral or o b, Lll cMhelall (o 2SI Bgas 3 ol
incidental transactions of an entity SETRIETNR
Losses: LS|
Decreases in equity from peripheral or ||| i 2,5l clelaell 2k LS Goa> @ Lasdl
incidental transactions of an entity SETRIEINR)
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Traditional Assumptions of the
Accounting Model

el 3503 § pubelds 93

Business Entity:

e The business entity is separate and
distinct from the owners of the entity

e The entity is an economic unit that
stands on its own
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Going Concern or Continuity:

e The entity will remain in business for
an indefinite period of time.

e Disregards possibility of bankruptcy or
liquidation.

e Impacts how assets and liabilities are
measured and reported

e |n case of a threat of liquidation or
bankruptcy, financial statements must
disclose that the presumption of
continuity is not applicable

. :LL)\‘)A.LMY\
0o Baazme e Bal Jeall § LS A @
v3el

Apagadll ol GOSN A5lS] Jalzy, @
Py Sl g Jguall (olid 2o e 350 @

Lee

O ey (Y ol Ldndll Jlais) WUl S °®
o2l Budas e (e AJW SLL) ximds

4yl peracd|
Time Period: D 43l B sl
e Finite reporting periods applied to the Bl oasall e B3gunll LY s gudas @
presumed indefinite life of a business. -
— Natural business year e
— Calendar year C
— Fiscal year Sanlc ol
e Allows measurement of the results of SR
operations prior to the liquidation of a B> dami Jib wldeall #lo (ulidy powy @
business entity’s life. Sslall LS
Monetary Unit: : s Busgll

e Standard of measure for financial
transactions

e U.S. dollar for domestic entities

¢ Inflation: The loss in value of money
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e For countries with significant inflation,
financial statements are adjusted by an
inflation factor
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Historical Cost:

e Often used because it is objective and
determinable

e Acceptable deviations:

—  When it becomes apparent that
the historical cost cannot be
recovered (justified by the
conservatism concept).

— Where specific standards call for
another measurement attribute
such as current market value,
net realizable value, or present

Ao, lall 251311
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Conservatism: s ydadly sl Tuw
leo S cdoudl) dalizen (wslie (s cpo lasdl e
e Select from various measures of value, . dodine ges o Jysacd

each having reasonable support
e Conservatism guides selection of the
alternative that has the:
— Least favorable impact on net
income and financial position.
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Realization:

e In general, the point of recognition
of revenue should be the point in
time when revenue can be
reasonably and objectively
determined

e Point of sale:
Earning process is virtually
complete, and the exchange value
is determined
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e End of production:
Recognition of revenue is
acceptable when the price of item
is known and a ready market exists

0sSG Lactie Yoguda ol ¥l BIAN 0555
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Realization — Continued:
e Receipt of cash
— It is used when collection cannot be
reasonably estimated

e During production
- Revenue is recognized proportional
to effort

e (Cost recovery
— Acceptable for highly speculative
transactions

e There are many other acceptable
methods of recognizing revenue that
are usually industry specific
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Matching:

e Match revenue recognized with costs
associated

e Direct association (i.e., inventory sales
and cost of the inventory)

e Costs that have no direct connection
with revenue
— Systematic recognition, usually in
the period incurred
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Consistency:

e Same accounting treatment should be
given to comparable transactions from
period to period

e Helps make financial reports
comparable

e Supports trend analysis

e If a change is made
— Justification of change is disclosed
— Impact of the change on the
financial must be explained
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Full Disclosure:

* Accounting reports must disclose all the
facts that may influence the judgment of
an informed reader

e Methods of disclosure
— Parenthetical explanations
— Supporting schedules
— Cross references
— Notes

® Reasonable summarization of significant
financial information is required
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Materiality:

e Considers the relative size and
importance of an item to the business
entity

e Immaterial items not subject to
concepts and principles
— Handle in most economical and
expedient manner
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e Does the information influence an
informed reader of the financial
statements?

— Yes, if it is material
— No, if it is immaterial

Sbledd uiad) gylall e Sloglall 555 Ja o
SER(Y
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Industry Practices:
e Industry-specific reports

* Do not conform to general accounting
guidelines
— Government regulation
— Unique needs or peculiarities of
an industry

e Effort to minimize but will probably
never be completely eliminated

g ladll olulesy aUY
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Transaction Approach: Poldeatl meie
e Record transactions that a0l edlelall Juzead *

— Affect the financial position of the
entity

— Can be reasonably determined in
monetary terms

e Many transactions are nonmonetary in

sladell JWI S e y355 —
LUl e Jsdae S lagiss Say —
Lual

 Lgasday 3,50 a2 lolall a geall »

nature . vy ]
— Not recor.ded . | CLaSI" iyl Uiy e Ll sms —
— May be disclosed in compliance )
with “full disclosure” assumption Sdesd
Cash Basis: D gaddl olul

e Recognize revenue when cash is
received

e Recognize expense when cash is paid

e Usually does not provide reasonable
information about the earning
capability of the entity in the short run

e Acceptability

Aadl Ml die @lal ¥l BlA] .
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— Usually not accepted by GAAP

— May be used if difference between
cash basis and accrual basis is not
material

kel ool Jid (00 Llgid @y ¥ Bole —

Accrual Basis:

= Revenue recognized when realized
(realization concept)

= Expenses recognized when incurred
(matching concept)

= Numerous year end adjustments
required

= More complex than cash basis

= Result is more representational of
financial condition

e Supports the time period assumption

: Blamaadl ol
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Accrual vs. Cash Basis Accounting
= Sold inventory for $25,000 on credit,
which cost $12,500
* Purchase inventory of $30,000 on

credit

= Paid suppliers $18,000 for inventory
this year

= Collected $15,000 from previous sales

Accrual Basis Cash Basis

Sales $ 25,000 Receipts $ 15,000
Cost of Sales (12,500) Expenditures (18,000)
Income $ 12,500 Loss $ (3,000)

s Glamnd| ululy gl ool (n 5,51
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Chapter (2) Sl dad

Introduction to Finance Statements and AU o i) anl gag AU @31 9211y Aada
other Financial Reporting Topics &Yl

Form of Business Entities 4Lt SLLST) 7 3Las
N Sole Proprietorship Partnership Corporation
o yd sl oebadd| oSy d dcabud | 8,4
N
Number of owners 1 owner 2 or more (partners) umerous

(shareholders)

SO lg cllle §,4) 58T ol 2
sde NEP) (+5,2) AST 5 (crenlad ) con ssall

Legally separate from
owners No No Yes
Lelxsol (e Ligils duniia
Owners liable for
business debts

sl e Al | Gl Yes Yes No
4yl
To the corporation on
earnings; to the
' owners on dividends
Profits taxable To the owner To the owners ke L 35, 401 e iy
Jeudlanms UL e (o pis M e 2545 L
e S e (o
2L s
“LLC” “Subchapter S”
. limits liability of owners; may increase income | profits are taxed at
Modified form i
i tax exposure ownership level only
Jaallziges i syl o vt o ¢ Llonsml Blgins gt 3"LLC" | 81 e By oy o
L OASIU (s e el S5 ) dods 48U giue e
§ LLC 5 sg4aille

Lele ag Al Slalit¥lg Legas oo Lpd oy &l Adggun 09559 AST ol (v oo allis aSyi g Limited Liability Company)
(8aguome Adghume i3 AS50) Lle (w) § disas ludey Layiluse
¢ Modified form 4 3¢94aalls
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The financial statement
(5 statements)

AU 3l gl
(slsd 5)

1) Balance Sheet (Statement of Financial
Position)

2) Statement of Stockholders’ Equity
(Reconciliation of Stockholders’ Equity
Accounts)

3) Income Statement (Statement of
Earnings)

4) Statement of Cash Flows (Statement of
Inflows and Outflows of Cash)

5) Notes

JW S asls -1

Lgwd) Oealadl ol LSWI Bga> 253 -2
(MU ol ealad) Gga> blus

(LA ole) Jsull dasls -3

clasan! 4esls) uadl clasudl 4sls -4
(Amyliedlg Aol Ayl

Loyl 4l -5

IFRS JloJl il deadladl julaadl 45 gacdl d padl dSaadl asind *
- (1ASB) ool duuloell pulas edzma Ji5 cra Lipoimis Laysglat o5 &1 Aloell ulas (oo Ao g (B IFRS AW yayLaall sl dudoull pulall
AU Ll oty sl lall clusl aren § A Leartieiud 1 2l oy lanld € i fll] 2uIUhI oy axl) slasy Adoudl pulall o5

The financial statement JUI 38,00 Al
+ Shows the financial position of an entity as of a Orae sl (e Llel LSW QLU}S)_L\ e ®
particular date 5
Jgsa!
— Assets
- Liabilities Slal U -
— Stockholders' Equity . .
e Lud | =
« Accounting Equation: : Oss=
Pl Wolall @

Assets = Liabilities + Stockholders’ Equity
Assets = Liabilities + [ Capital Stock + Retained Earnings]

(832l | Cl.jz’t + JW aly) + bl = Jgual
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Statement of Stockholders’ Equity

(S Bga>) cncalud!| Bgdn dosls

e Reconciles beginning and ending balances
of the stockholders’ equity accounts
—  Capital Stock
—  Retained Earnings, etc.

e Links the balance sheet to the income
statement

AW 8N Byleg Ll Busayl o Lo g @
SIMU o) crealudl Bgasg oblus]
JWI oy e
B izl CL.’);?” —
Jodl Aailay Lagendl il Ly @

Income Statement

Js i dsls

e Summarizes revenues and expenses and
gains and losses, for a specified period

e Reports netincome
— Excess of revenues over expense

e Netincome isincluded in retained earnings

Income statement form:

Income statement
Revenue 1000
Expenses (500)

Net profit 500

Slusdly el alaadly alsl ¥ sl ®
Bodza b4l

Js éua)__.)La_: °
alaadl e alal ¥l pasls —

sladl 7L @ Ul dlo cnasas iy @

NESL R WRTE]
1000 AN
(500) Eldg pal
500 ll Slo

Statement of Cash Flows

Lol olasull s

e Details the inflows and outflows of cash
during a specified period of time same
period as the income statement.

e cash flows statement has three sections:
— Cash flows from operating activities
— Cash flows from investing activities
— Cash flows from financing activities

UM Aoy sdly ds Il duasdl slasasd) Juolas @
J> ol AaSl8 B8 i Bodoee Ay A8

Ll M e Gpuaull clasadl 2als goins @
Al st dagi¥ e Luadl clasasdl —
Ly leatileadl A dd¥l e Luadl cladall  —
Abgartl A ¥l oo sl slasaall —
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Chapter (3) S ol

Statement of financial position JUI 38,0 Al

statement of financial position JUI 38,4 sl

e Also called as statement of financial position LW ! Glog JWISS ol Gagl aule ikl @

and statement of financial condition
Sdzme 7yl ope Llael AJU A lay @
e Shows financial condition as of a specific date S

e The accounting equation expresses the Al polie b Al (e sl A=l Aslall - @
relationship among elements of balance Lagan]l
sheet Otealudl Ggis + pguazll = Joual!

Assets = Liabilities + Stockholders’ Equity
M aslall joye 2ol @
e Format (i ) Lix) Glull z3903 389 LI —
— Account form (side by side) A 3 Jgudl) upanll z39as 3d9 sl —

— Report form (ass<’ets at'top and liabilities 385 (Jiadl] § Opealiad) dpins agimill
and stockholders’ equity at bottom)
ozl cli¥ell § sl

dominant in the U.S

JUI 5L Railat 7 593
Form of statement of financial position

(the values In thousands, except par value and share amounts) December 31,
(¥ 1ling Apaa¥l Loyl elidialy (UYL @uall) 2010 2009
ASSETS g1
Current Assets &Jglusll Jgua¥l
Cash and cash equivalents Jslall aaillg aadll 25,766 $ 25,051 $
Construction fund (restricted cash) (8uuall 4uadl) (Lt Godius - 2,358
Accounts receivable, net §ls &yl el 116,266 108,793
Inventories (y955l! 60,841 50,040
Current deferred tax assets 4> 50 Ly Ugluie Jwi 4,624 5,523
Prepaid expenses and other current assets
&3 Aol sl Jguodllg Losiie Aegdull cild g pall 7985 7409
Total current assets Jglaill Jgua¥! dlex! 215,482 199,174
Property, plant and equipment, net §ls «=laally =¥¥ly &Szl | 76,535 67,426
Goodwill 8yl 52,758 46,515
Other intangible assets, net @L,a ‘L;)_';:u Luwgelll pe Jj_,ai?l 24,030 5,579
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Investments in associated companies &l S84 § &ylediv 9,218 8,824

Non-current deferred tax assets 43 Lnys Ugluie e J}.@i 28,846 28,237
Other assets (5,331 Jgu| 42,561 39,537
Total assets Jj.,ayl ‘JLaa-l 449,430% 395,292%

LIABILITIES AND EQUITY &S| §gdog slo 7S]
Current liabilities aJgluill ol (7Y

Short-term borrowings and current portion of long-term debt

890 $ 2431%
Jo81 Aol Gguadl ye Jlaedl 5 5lly JoS1 Bpuad o 0,all
Accounts payable 4isll @ed! 61,192 58,389
Dividends payable aj.\.ll daxtwn CL.’JT 2,701 2,550
Accrued compensation Ll ;L@_D_,_:_H 17,140 16,656
Accrued pension and postretirement benefits

1,672 4,717
aeladl ey Lo Llseg daiwdl Loeladl olalall
Current deferred tax liabilities dl>50 4 ,s glaze clelAll 181 213
Other current liabilities (5,51 4glaall clel7I¥| 17,415 15,224
Total current liabilities aJglaill olel7UYI ‘JL».M 101,191 100,180
Long-term debt (=¥ aligls (393 73,855 63,685
Non-current deferred tax liabilities 41> 50 240 1o AUglaie pe Slall 6,108 5,213
Accrued pension and postretirement benefits
aelatl way Lo Llieg damidl daelaall oilslal) 20016 27,602
Other non-current liabilities glaze a2 gy <ol 51,161 42,317
Total liabilities <lelJ¥| ‘szo:‘ 262,331 238,997
Commitments and contingencies &5,Uall =¥y clel 7Y - -
Equity Sgixll
Common stock, $1 par values authorized 30,000,000 shares; Issued:
11-2010, 492,142 shares. 11-2009, 085,549 shares.

| 11,492 11,086
:33Lio fos 30.000.000 5 o « 93 T Zuod¥] Loyall uslal ol
- 085,549 .2009-11 . 492,142 .2010-11

Capital in excess of par value dewdl dogall e (a3lall JUWI ol 38,275 27,527
Retained earnings &jziz=l! CL.JYI 144,347 123,140
Accumulated other comprehensive loss (,51 dlalé yilus WSy (13,736) (10,439)
Total Quaker shareholders’ equity ,SusS 48,4 § (aealudl Gsa> Jlea 180,378 151,314
Noncontrolling interest 8, ull p2 3.5La) 6721 4,981
Total equity M_w}(l 9ama 187,099 156,295

Total liabilities and shareholders’ equity . .
449,430 395,292

ealudl B9 Dbl ¥ goaza
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J1 A1 e Asas S5 lladl J1 Agu ASH Slbull o JUI S, 2ail8 3 Lelilun (oyad w41 s (1)
e ellzg ¢ Lyl Jkis S W ASYI I Wgan J5Y1 clilull (05 G uSally 055 S8,adl panyy « Jadl]
gl Lead ASYIHLatladl old wliluell oy (8 sk g 45,401 boLad go3 case

- ALl Jpuel LIS sy ilaialy el o 4aSo Loy il 2 By ¥ lilundl (2)

Assets

I

e Probable future economic benefits obtained
or controlled by an entity as a result of past
transactions or events

e May be physical or intangible

e Major categories

— Current Assets
e Includes cash, and assets that will
be realized in cash during the
operating cycle or one year which
ever is longer
— Noncurrent or Long term Assets
e Includes assets that take longer than
one year or operating cycle to
convert or to conserve cash

Lele hams @ Aezmll diazudl Bolatd¥) 2oLl «
4yl Slas ol elelal A Lele Jaywd of sLadll
Luwgelo g of Lale OgSG ud e
Lewsydl liall o
Uglaall Jguadl —
T Lados e G Jouadly all Jois @
Jabol Lagel B>ty L of Juaadll 5595 I

d2¥1 aligls of aglunll 2 Jouadl —
Lo oo ST Gpaad @I Jguad) JoiS @
9l Jogmmill &la &3 5590 ol Bulg

a3 LlazsY
Current Assets oluall Jgsa
e Cash and assets that will be converted into 8390 I was J) Lbsxs i (&1 Jouallly uasll ®
cash during the operating cycle or within a ot Lol A JSs o1 Juiall
year, whichever is longer Toon] e
e Presented in order of liquidity. N
e Cash gz "
— Includes negotiable checks, Al blusydly (Joluall ALl IKad) Jedd  —
unrestricted tquaIanEe ir:jchec.king Bdigall § wailly bl clblandl § 5ugall
accounts, cash on hand, savings )
Il oblues
accounts sl Shluss
e Marketable Securities — readily OSox g Bgandl e — Gigudld ALLET AJUN 31031 @
determinable market price Uy ddgoes

— Debt or equity securities

— Carried at fair value

— To be converted into cash during
the current period

Aoladl Aeally Joes  —
Bl a0 Vs s J] esmall A4S —
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Accounts Receivable
— Amounts due from sales or services
rendered
— Carried at net realizable value (net
of allowances)
— All allowances are carried in one
allowance account
— Other receivables due from
nontrade sources
Inventories
— Balance of goods on hand
— Categories:

(0 Merchandise on hand-

Manufacturer

retail or wholesale firms
Raw materials
e Work in process
¢ Finished goods
— Carried at the lower of cost or
market
— Supplies could include register tapes,
pencils, or sewing machine needles
for the shirt factory
Prepaids
— Expenditures made in advance of
the use of the service or goods
— Represent future benefits resulting
from past transactions
— Examples:
— Insurance
— Advertising
— Taxes
— Promotion costs
— Early payments on long term
contracts

LGl oblusll @
Louall Sloasd! of clawd) (o damiadl LA —
o o) Laaam Sall Aeaall Slay ey —
(@lawmzll
pasais olus 3 Ul per dimyd @t —
dlg

Lyles pé solan o Lzt G Lgde mad —

NETES U

Al Jsbize @ wibiad! glne >

il >
aedl S8 gl Bagzsll piladl <)

ozl aedl of a3lly
alsslge - | el
dpaill g8 Jeall -

el Aals aludl -

31 Lol cBoadl of il yauy Joms >
T of Juzmaadll Aoy il o yoll Jodiy O o Siew >
Olacall pial Abladl 28k ) of (olo,ll
el cilas ! @
Laledl of Boasdl plasrad Lodde e @l claadl >
cMalall e &bl dlanadl aaldl Jis >
4Ll
ol —
Lles —
il —
oAl s —
Jo¥l Algb sgaall e 3,Sd) wlegdnll —
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Long Term Assets: Tangible

J2¥1 2ligb Augalll Jouad!

e Land
— Carried at acquisition cost
— Not subject to depreciation
— Natural resources are depleted
e Buildings
— Presented at cost plus permanent
improvements
— Depreciated over their estimated useful life
e Machinery
— Historical cost, including costs of
delivery, installation, and material
improvements
— Depreciated over its useful life
e Construction in Progress
— Assets under construction
— Costs will be transferred to permanent
asset account upon completion
e Accumulated Depreciation
— Carries the to date depreciation of
plant assets
— ltis subtracted from the cost of the
asset to determine the book value
— Factors used in depreciation
calculation:
e Asset cost
e Length of the life of the asset
e Estimated salvage (residual) value
of asset when retired.
® Depreciation Methods
— Straight line
— Declining balance
— Sum of the years’ digits
— Units of production
e Balance Sheet Presentation

Cost of the asset
(-) Accumulated depreciation
Net book value

o2l

sl el Joss —

Dl ppnzes ¥ —

Aojitue Lpaplall skl —

Sl
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Depreciation: Straight-Line Method

ol dawall 4a )b (1t

» Cost of asset $10,000
» Estimated salvage 3 2,000
» Estimated life 5 years

Cost — Salvage Value
Estimated Value

= Annual Depreciation

$10,000 — $2,000

= $1,600
5 Years

» The salvage value is not depreciated and it
equals book value at end of useful life

Accumulated

Depreciation for| Depreciation at Bock Amount

Year Year End of Year Cost at End of Year
1 $1,600 $1,600 $10,000 $8,400
2 1,600 3,200 10,000 6,800
3 1,600 4,800 10,000 5,200
4 1,600 6,400 10,000 3,600
5 1,600 8,000 10,000 2,000

$10,000 : Lol 22l
$ 2000 : 53,51 doyd
Slgiw 50 2l paall

Byl - ¥l 2alSs
bt ggiudl tauall = -
2000 - 10,000
$ 1600 =
5000

RS

‘_L‘aw&;ﬁ.\l|aﬁﬂ|t4‘53uﬁg|%@5;13452!&@@‘):'-.\5}'5:)5&Et.qj o
gl oy 5l ‘_3

KRS LMy EYCRVP-Por] Sl sl
f.' Jod! Sl | Audidin g | d R LS AU
= e Gl 3
Accumulated
Depreciation for| Depreciation at Book Amount
Year Year End of Year Cost at End of Year
1 $1,600 $1,600 $10,000 $8,400
2 1,600 3,200 10,000 6,800
3 1,600 4,800 10,000 5,200
4 1,600 6,400 10,000 3,600
5 1,600 8,000 10,000 2,000

Depreciation: Declining-Balance Method

» Cost $10,000
- Estimated salvage $ 2,000
- Estimated life 5 years

1
x 2 = Double the straight-line rate*

Estimated Life

1
— x 2 x Book Value at Beginningof Year = Annual Depreciation

5

*Double the straight-line rate/is the maximumrate

» Salvage value is not used in the depreciation
formula but depreciation ends when the book
value equals the salvage value

Accumulated |Book Amount Book

Depreciation at| at Beginning |Depreciation| Amount at

[Year| Cost Beg. of Year of Year for Year |End of Year|
1 | $10,000 — $10,000 $4,000 $6,000
2 10,000 $4,000 6,000 2,400 3,600
3 10,000 6,400 3,600 1,440 2,160
4 10,000 7,840 2,160 160 2,000
s 10,000 8,000 2,000 — 2,000

$ 10,000 : oY 4alGs
$ 2000 : 55,5l Aayd
Slgiw 5 2 lu paall

1
ol bausll Juaw aags = 2x =
Joo (2L yoadl
AN s = A Ad) Aagall x . 1
X
Sgiud| do¥l ad 5

Juiadl! qad¥l izl ga colidl laudll Juas das R
A Aagall STy (el ] ANl lud ) (§ 83 y5d! dagd pl i o ¥ (]
8035 Aad ae ol o my (LY o (0 BT Aiuad § oS
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E sl & St A Al =G| & dea
¥ Al Aglog At ey
Accumulated |Book Amount Book

Depreciation at| at Beginning |Depreciation| Amount at

[Year, Cost Beg. of Year of Year for Year |End of Year|
1 | $10,000 = $10,000 $4,000 $6,000
2 10,000 $4,000 6,000 2,400 3,600
3 10,000 6,400 3,600 1,440 2,160
4 10,000 7,840 2,160 160 2,000
s 10,000 8,000 2,000 — 2,000
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Depreciation: Sum of the Years’ Digits
Method

Slgiadl aldyl ¢ gamma ddiylo (3 :ulEMRY|

« Cost $10,000
» Estimated salvage $ 2,000
» Estimated life 5 years

$10,000 : LYl 4als
$ 2000 : 53,51 doyd
Slgiw 5 2l peall

Number of Reémaining i{6ars x (Cost — Salvage) = Annual Depreciation
Sum of Digits of Estimated Life Lall= | i Sl gieud | e
(Bayid! — Aak) x
- éj.n.w.” Qb.i.m.” PEJ‘ e
————— x ($10,000-$2,000)= $2,666.67
B+4+3+2+1)or15 ($2000 _ &10,000) X 5
$2666.67 = 15 ol (1+2+3+4+5)
Cost Less Denreciation Accumulated Book
Year | Salvage |Fraction P Depreciation at End | Amount at
for Year
Value of Year End of Year O o
. daudll . AT dauddll
1 | $8000 | 515 | $2,666.67 $2,666.67 $7,333.33 { Sl O | auarase | SESUAIDLI
< Q! dulg 3
2 8,000 4/15 2,133.33 4,800.00 5,200.00 LaW i diwd) 31
&) 8,000 3/15 1,600.00 6,400.00 3,600.00 Cost Less Depreciation Accumulated Book
Year | Salvage |Fraction P Depreciation at End | Amount at
4 8,000 2/15 1,066.67 7,466.87 2,533.33 Value for Year of Year End of Year
5 8,000 1/15 533.33 8,000.00 2,000.00 1 $8,000 5/15 $2,666.67 $2,666.67 $7,333.33
2 8,000 4115 2,133.33 4,800.00 5,200.00
3 8,000 315 1,600.00 6,400.00 3,600.00
4 8,000 2/15 1,066.67 7,466.67 2,533.33
5 8,000 1/15 533.33 8,000.00 2,000.00

T_ 53 y3)) Aad — ¥l 2alK5 = IMAM a Ll Aagall *

Depreciation: Units of Production Method

¥ Slus g 2k (4 08NS

» Cost $10,000
+ Estimated salvage $ 2,000
» Estimated total hours 16,000
» Actual hours of operation 2,000

Cost — Salvage Value

- — — = Per Unit Depreciation
Estimated Life in Capacity

10,000 -2,000 _

$0.50
16,000 Hours

+ Actual Hours of Operation x Rate = Depreciation
+ 2,000 hours x $0.50 = $1,000

— Therefore, the depreciation expense for year one is
$1,000
+ Asset is depreciated until book value equals
salvage value

$ 10,000 : Jo¥l 4aKs

$ 2000 : 83,51 dasd
16000 :yuall slelad suc
2000 :adaadl Jeadl oilele

Bayil — 23l
S lgd Bus gl IMaYl =
2000 - 10,000
$0.50=
Hours 16000

SSaYl = Juall x alasll clell @

$1000 = $ 0.50 x 2000 Hours @
58 59 Al) D! CBgmn o6 JWills
$1000

Lol Goluds G Juadl Dl @y dley @
sde Wyl sda § uzge ¥) L 3oyl Aad A8l
(4o joe Ladi¥ sume oilgiu
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Long-Term Assets: Leases

Sl g s ¥ dligls Jguad!

e Capital Lease
— Itis in-substance an ownership
arrangement
— Classified as long term asset;
show net of amortization

Jleal Ll @
el (nae Jiol Asle e 4lasl oya9> § ) —
- BLasY s La¥l CIMaly (gl A Bouxa
sLalodl Aeud Jlims ylas ¥ Aishs JguolS Aaims —

Long-Term Assets: Investment

Qbhﬁ-ﬁu}” :d.’y)” %}E J}qas”

e Debt or Equity Securities
— Held to maintain business
relationship or to exercise
control
e Debt Securities Classification
— Held-to-maturity securities are
carried at amortized cost
— Available-for-sale securities are
carried at fair value
e Equity Securities
— Carried at fair value which
have 3 levels for input
e Level 1: Quoted price for
identical item in active
market
e Level 2: Adjusted quoted
price of similar asset (or
liability)
e Level 3: Present value of
expected cash flows
— Exception- Equity method is
used where there is significant
influence
e Costis adjusted for the
proportionate share of the rise/fall in
the retained profits of the subsidiary
(investee)

AW 3o ol il e ®
o Jeadl @M e Llaxll Ly badims —
d! alaadl bolaws¥1) 8,k wd! dw,lel
(Lease o2pad eds Liepls Bl
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Long-Term Assets: Intangibles

Lugalll ae Jgua¥l oYl aligls Jguad!

* Intangibles are nonphysical assets
e They are recorded at historical cost
e Anintangible asset that has a finite
life is amortized over its useful life
e An intangible asset with an
indefinite life are reviewed for
impairment
e Goodwill
— Arises form the acquisition of a
business where price paid
exceeds the fair value of net
assets
— According to U.S. GAAP it is not
amortized but tested annually for
impairment
e Patents
— Exclusive legal rights granted to
an inventor for a period of 20
years
— Valued at their acquisition cost
— Amortized over shorter of legal or
useful life
e Trademarks
— Distinctive names or symbols
— Indefinite legal life
— Not amortized but tested for
impairment annually
e Franchises
— Legal right to operate under a
particular corporate name,
providing trade-name products or
services
— Amortize over the life of the
franchise
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economic benefits arising from
present obligations of a particular
entity to transfer assets or provide
services to other entities in the
future as a result of past transactions
or events

— Current Liabilities

— Long-term Liabilities

Lolard¥l sl alerzll alanad) ol
Jad e LS Adl! aslel 70N e asa )
G &1 SULS J) wleasd) @uuas of Jouad!
1y lad! &l o edMlelael) Al Judzedl
Ygluall clgllall  —

Jo Aol clglhs -

e Copyrights i) Beas @
- R|gh.ts.that authors, painters, Oyalaolly G3alsll Le azety B pasdl —
musicians, sculptors, and other § oxlaa st <yl Crpsiamsll

. . : : A : L9 9 Ogsdiseglly
artists have in their creations and ) o yﬁ SN
expressions i

— It is granted for life of the creator, 4w 70 JI 8L ) B> sube mies =
plus 70 years Aadorll aaill 3708 gs e D) —
— Amortize over the period of
expected benefit
Other Noncurrent Assets Gyl Woluwie pe Jguo!
e Few assets do not fit into any of the oo 1 o cuelis ¥ (S Jgudl e Julall @
previously discussed classification Blas Ledidlin cons &l ciligipmsll
— Include noncurrent reFelvabIes clegbally Uglaall gt clinrall Jots  —
and noncurrent prepaid
2\.‘3\4&1\]3.6
Liabilities AP
e Probable future sacrifices of °
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Current Liabilities

Woluil| cile Y

e Obligations whose liquidation is
reasonably expected within one year
or the operating cycle, whichever is
longer

e Require:

— Use of existing current assets
— Creation of other current liabilities

e Payables:
— Short-term obligations created by
the acquisition of goods or services
e Unearned Income
— Payments collected in advance of
the performance of services or
delivery of goods
Other Current Liabilities

Lsdias Jodae JSCan adgall oo &I clali0Y
Jobol Lol «Juaaill 3,590 of Buslg 2w M5
tedbg

Syl Wgluall bl cLas) —
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Long-Term Liabilities

Jo¥| algls el

e Due in a period beyond one year or
operating cycle, whichever is longer
e Types
— Financing arrangements of assets
— Operational obligations

8393 9l Bulg Aie (e 33 B8 M5 3mid
Jobol Lagel < Juasdll
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Liabilities Relating to Financing Agreements

sl LeBLasl Aalazl | Ll

e Notes Payable
— Promissory notes
— If secured by property, they are
called mortgage notes

RV BYY
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e Credit Agreements
— Ready lines of credit that may

require a compensating balance
In return for giving a credit
agreement, the bank or insurance
company obtains a fee

Not a liability until funds are
drawn

e Bonds Payable

Sold at par, premium, or discount
Premium or discount is amortized
into interest expense

Bond carrying value is amortized to
par value

Convertible bonds can be
converted into common stock
Conversion feature enhances the
bond’s selling price

olat¥l &lalas
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Bonds at Par, Premium, or Discount

sl pq”ji ol Bedlay of dase¥ | Aaudlly ol icud !yl a !

Bond

Contractual Issued When

Interest Rate
8%

Market

Interest Bonds
Rate Sold at
6% _— Premium

Par
8% =
(Face Valug)

10% = Discount
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Liabilities Relating to Operational
Obligations

Ala st SlelUNL Aalaxt| oY

Deferred Taxes

— Caused by using different
accounting methods for tax

— and reporting purposes

— It causes tax expense for
reporting purposes to be

— higher than taxes payable
according to the tax return

e The difference is deferred tax

Warranty Obligations

— Estimated obligations arising out
of product warranties

— Estimated to recognize the
obligation at the balance sheet
date and to charge expense

Noncontrolling Interest

— Previously called “minority
interest”

— Reflects the ownership of
noncontrolling shareholders in
the equity of consolidated
subsidiaries less than wholly
owned

sl il uall @
Zalins Lrules Byl aliiial e 2l —
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— Reported on consolidated
financial statements as equity, but
separate from parents equity

— If material, analysis can be
performed twice

— Once as a liability to be
conservative and then as
shareholders’ equity item

— Other Noncurrent Liabilities
— Redeemable Preferred Stock
— Excluded from
stockholders’ equity
— For analysis, treated as a
liability

B9anS Bamoll AW alldl @ Lalysl o —
S, 400 AU Goi e Alimiin L)y 4Sko
o
e Jeloeddl ¢ly) Koy Bolll caS 13) —
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Stockholders’ Equity

Oeabud| Goi

Also called shareholders’ equity
The residual ownership interest in the
assets of an entity that remains after
deducting its liabilities

— Paid-in capital

— Retained earnings

shareholders’) (realud! Ggas Uayl ouds
(equity
day Ao G BLAL Jgsel @ 2l 2SI das
Lol oy
gyl JUI sl
izl Z LM - —

Stockholders’ Equity: Paid-In Capital

g5l JUI il scmealid! Bgim

Two basic types of capital stock
— Preferred
—Common
Par value
— In some states, referred to as
“stated value stock”
— Considered “legal capital” by many
states
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— Established by the articles of
incorporation
— Usually a minimal value

e Some states allow the issuance of no-
par stock
e Additional Paid-In Capital
— Issue price in excess of par
(stated) value
— Other sources
e Treasury stock transactions
e Stock dividend transactions
e Donated capital

ore ol JiB oo "Gigilall JUI ey el —
Jod!
ol e Cigay ciSd —
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sosall JUI uly GLs| @

535S AL1) ras¥) Aaall ol lora¥l yo —

LS).’S-T)JLA.A -
Ayl el clolas @
4 gl JW oy o

Stockholders’ Equity: Common Stock

Loladl el sopealud| Ggix

e Shareholder ownership
— Voting rights
e Election of board of directors
e Major corporate decisions
— Liquidation rights secondary to
e Creditors
e Preferred stockholders’

Oealull Ggi> @
Cogadll B9 —
Bylo¥) udme ol ®
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Blias mul realudl @ cpuslndl @

Stockholders’ Equity: Preferred Stock

SERUPUIR PRI DA N

¢ Does not normally convey voting rights
— May carry any or all of these
features:
e Preference as to dividends
e Accumulation of dividends
e Participation in excess of
stated dividend rate
e Convertibility into common
stock at holder’s discretion
e Callability by the corporation
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e Redemption at future
maturity date

e Preference in liquidation
secondary to creditors

drud| Glasmiadl &yls § slafudl @
sl ol! Lgslill dpaiadll § Lladll @

Stockholders’ Equity: Donated Capital

4 20k JUI ol sormenlaal | Bgin

e May be included in the paid-in
capital

e Donated by outside entities

e Example: Shareholder surrender of
stock

gl JUI (uly (pois 42 a] S9m
L)s ol Jid (e L !
WSU Onealudl ‘ay.wi_w‘ |

Stockholders’ Equity: Retained Earnings

Bzl Z L :realud| Ggim

e Undistributed earnings of the
corporation
— Net income for all prior periods
e Less dividends (both cash
and stock) declared to
shareholders

2o 3l st 35,40 7L
2a,Ll Sliall arasd S5l Gl -
Llas (oqmoly uas) A8 7151 -
et bl

Stockholders’ Equity: Others

Sy iinealud | Ggis

e (Quasi-Reorganization
— Eliminates a deficit balance of
retained earnings and an equal
amount from paid in capital
— Retained earnings dated as of the
readjustment date and disclosed
in the financial statements for a
period of five to ten years
e Accumulated Other Comprehensive
Income
— Represents retained earnings
from other comprehensive
income
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— Disclosed as a separate
component on the face of the
balance sheet or in the notes

Employee Stock Ownership Plans

(ESOPs)

— A qualified stock bonus plan, or a
combination of stock bonus and
money purchase pension plan

— Tax benefits for the employer and
employee

— Unearned compensation
decreases stockholders’ equity

Treasury Stock

— Stock purchased and held by the
issuing corporation

— Record treasury stocks in two
ways

— Par value method

= Removes the paid in capital
in excess of par from the
original issue

= Appears as a reduction of
paid in capital

— Cost method

= Records treasury stock at the
cost of the stock (presented
as a reduction of
stockholders’ equity)

* Most firms record treasury
stock at cost
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Statement of Stockholders’ Equity

croalud! Bgis Laild

Reconciles the beginning and ending

balances of stockholders’ equity

accounts

Changes in stockholders’ equity

accounts

— Issuance of stock increases paid in
capital

— Acquisition of treasury stock
increases treasury stock

— Netincome increases retained
earnings

— Dividends decreases retained
earnings

This account is related to

comprehensive income
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Problems in Balance Sheet Presentation

agand] 2l 31 yoye & SLia

Financial analysis is complicated by
— Many assets recorded at cost
rather than fair (replacement)
value
— Varying valuation methods
Within a firm from product to
product
Within an industry from firm to firm
— Not all items of value are listed
as assets
— Certain contingent liabilities
may be excluded
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