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1 Accounting in Business [1 Importance of Accotmiing [1 Fundamentals of Accounting (I Transaclion Analysis
and the Accotmling Equation [ Financial Statements 2 Analyzing and Recording Transactions [J Analzing and
Recording Process [1 Analyzing and Processing Transactions [1 Trial Balance 3 Adjusting Accounts and Preparing
Financial(l Statements [J Timing and Reporting [0 Adjusting Accounts (I Preparing Financial Statements 4
Completing thed Accounting Cycle [0 Work Sheet as a "Toold Closing Process (I Accounting Cycle[d] Classified
Balance Sheet 5 Accounting for(d Merchandising OperationsC] Merchandising Activitiest] Accounting for
Merchandise Purchases [0 Accotmting for Merchandise Sales [0 Completing the Accounling Cycle Finacial
Statement Formals6 Inventories and Cost of Sales 7 Accounting Information Systems8 Cash and Internal
Controls9 Accounting for Receivables10 Plant Assets, Natural Resources and Intangibles11 Current Liabilities and
Payroll Accounting 12 Long-Tern Liabilities13 Investments and International Operations14 Accounting for
Corporations
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00 O O The annual reporting period is not always a calendar year ending on December 31. Anorganization can
adopt a fiscal year consisting of any 12 consecutive months. It is alsoacceptable to adopt an annual reporting period
of 52 weeks. For example, Gap's fiscal yearconsistently ends the final week of January or the first week of February
each year.Companies with little seasonal variation in sales often choose the calendar year as their fis-cal year. For
example, the financial statements of Marvel Enterprises [J the company that con-trois characters such as
Spider-Man, Fantastic Four, and Shang-Chill reflect a fiscal year thatends on December 31. Companies
experiencing seasonal variations in sales often choose anatural business year end, which is when sales activities are at
their lowest level for the year. The natural business year for retailers such as Wal-Mart, Target, and Macy's usually
endsaround January 31, after the holiday season.Accrual Basis versus Cash BasisAfter external transactions and
events are recorded, several accounts still need adjustments be-fore their balances appear in financial statements.
This need arises because internal transac-tions and events remain unrecorded. Accrual basis accounting uses the
adjusting process torecognize revenues when earned and expenses when incurred [J matched with revenues

[ .Cash basis accounting recognizes revenues when cash is received and records expenseswhen cash is paid. This
means that cash basis net income for a period is the difference be-tween cash receipts and cash payments. Cash
basis accounting is not consistent with generallyaccepted accounting principles.It is commonly held that accrual
accounting better reflects business performance than infor-mation about cash receipts and payments. Accrual
accounting also increases the comparability offinancial statements from one period to another. Yet cash basis
accounting is useful for severalbusiness decisions——which is the reason companies must report a statement of
cash flows.To see the difference between these two accounting systems, let's consider FastForward'sPrepaid
Insurance account. FastForward paid $2,400 for 24 months of insurance coverage be-ginning on December 1,
2009. Accrual accounting requires that $100 of insurance expense bereported on December 2009's income
statement. Another $1,200 of expense is reported in year2010, and the remaining $1,100 is reported as expense in
the first 11 months of 2011. Exhibit3.2 illustrates this allocation of insurance cost across these three years. The
accrual basis bal-ance sheet reports any unexpired premium as a Prepaid Insurance asset.
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