
CONTENTS 
 
 
 
 
 
 
 
 
 
MODULE 1 – THE ENVIRONMENT OF FINANCIAL 
                         REPORTING 

A Framework of the Financial Reporting Environment  1-2 

Who Uses Financial Statements?  1-3 
Generally Accepted Accounting Principles (GAAP)  1-7 
The Role of Management Judgment  1-9 
The Independent Audit  1-10 
 
 

MODULE 2 – THE BASIC STRUCTURE OF FINANCIAL 
                           STATEMENTS  

The Four Fundamental Financial Statements  2-2 

The Balance Sheet  2-4 
Fundamental Characteristics of a Balance Sheet  2-5 
Assets  2-8  
Liabilities  2-11 
Shareholders’ Equity 2-13 

The Income Statement  2-19 
The Statement of Retained Earnings  2-23 
The Statement of Cash Flows  2-25 
 
 

MODULE 2 APPENDIX – A STRUCTURE FOR 
            UNDERSTANDING FINANCIAL STATEMENT 
            EFFECTS OF ECONOMIC EVENTS 

“Spreadsheet” Framework  Appendix 2-2 

Illustrating the “Spreadsheet” Framework  Appendix 2-3 



MODULE 3 – ACCRUALS VERSUS CASH FLOWS 

Revenue Recognition Precedes Cash Receipt  3-2 

Cash Receipt Precedes Revenue Recognition  3-5 

Expense Precedes Expenditure  3-8 

Expenditure Precedes Expense  3-10 

Exceptions to the Matching Concept  3-13 

An Exception to the Exception  3-14 
 
 

MODULE 4 – REPORTING AND ANALYZING REVENUE 

GAAP Revenue Recognition Principles  4-1 

Accounts Receivable  4-8 

The Mechanics of Bad Debt Accounting  4-11 
Ratio Analysis of Accounts Receivable  4-15 
The Role of Estimates  4-18 

Unearned Revenue  4-22 

 
 

MODULE 5 – REPORTING AND ANALYZING INVENTORY 

Inventory, Cost of Goods Sold and Their Linkage  5-4 

Three Key Implications of the Inventory / Cost of Goods Sold Relation  5-5 

GAAP for Inventory  5-8 

GAAP Cost Flow Convention  5-9 
Converting LIFO/FISH Financial Statements to FIFO/LISH  5-15 
FIFO versus LIFO – Selecting a Cost Flow Convention  5-19 
Lower of Cost and Market Considerations  5-21 

Analytical Tools for Inventory and Cost of Goods Sold  5-23 

Gross Margin Percentage  5-23 
Inventory Turnover  5-25 



MODULE 6 – REPORTING AND ANALYZING CAPITAL 
                           ASSETS  AND INTELLECTUAL PROPERTY 

GAAP for Capital Assets and Intellectual Property  6-4 

Historical Cost Convention  6-4 
Depreciation  6-5 
Asset Impairments  6-15 

Comprehensive Illustration  6-18 

Analytical Tools for Capital Assets  6-21 

Special Issues Surrounding Intellectual Property  6-23 

 
 

MODULE 7 – INTERPRETING THE STATEMENT OF CASH 
                           FLOWS 

The Three Sources and Uses of Cash  7-5 

Financing Activities  7-6 
Investing Activities  7-7 
Operating Activities  7-8 
Hypothetical Illustration of the Statement of Cash Flows  7-10 

The Indirect Method of Presenting Operating Cash 
 Flows  7-12 

Comprehensive Illustration  7-17 

 
 

MODULE 8 – CORPORATE INCOME TAXES 

Tax Credits and Permanent Differences between 
 GAAP and Tax  8-4 

Deferred Taxes  8-7  

Timing Differences Initially Favorable to the Taxpayer  8-7 
Timing Differences Initially Unfavorable to the Taxpayer  8-10 
Comprehensive Illustration of Deferred Taxes  8-12 
 

INDEX OF KEY TERMS 




