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Introduction to 
Financial Statements

FINANCIAL STATEMENTS

• Statement of Financial 
Position

ASSETS

•Cash

• Investments in debt

LIABILITIES

•Accounts payable

•Accrued liabilities

EQUITY

• Share capital

• Preferred sharePosition 

• Statement of 
Comprehensive 
Income

•Statement of Changes 

• 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
g

in Equity

• Statement of Cash 
Flows

• Inventory

•Prepaid expenses

•Property, plant, and 
equipment

• Intangible assets

•Unappropriated R/E

• Treasury share

• Intangible assets

•Natural resources

Financial Statement ItemsAccounting CycleAccounting Cycle
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A tiAccounting

Accounting is the information system that measures business activities, g y ,
processes that information into reports, and communicates the results to 
decision makers.

Business 
Decisions

Business 
Transactions

Accounting 
InformationDecisions Transactions Information

Flow of Information
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The 
Accounting 
Process

Accounting “links” 
decision makers 

Accounting 
Information

Economic 
Activities

decision makers 
with economic 

activities and with 
the results of their 

decisions.decisions.

Decision 
Makers

Actions (decisions)

Makers
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B i F ti f A ti S tBasic	Functions	of	an	Accounting	System

Economic Activities

The 
Accounting 
Process

Accounting Information
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N t f B i T ti E i A ti iti

Transaction

Nature	of	Business	Transactions Economic Activities

(1) An exchange between a business and one or more external parties to 
a business 

External events: exchanges of assets and liabilities between theExternal events: exchanges of assets and liabilities between the 
business and one or more other parties.

Borrow moneyy

from the bank

(2) A measurable internal event such as the use of assets in operations.  

Internal events: not an exchange between the business and other 
parties, but have a direct effect on the accounting entity.parties, but have a direct effect on the accounting entity.

Loss due to 
fire damage.
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Activities in Organizations

All businesses pursue their goals by engaging in operating, investing, and 

Activities	in	Organizations	

p g y g g g p g, g,
financing activities.

Operating activities include selling goods and services to customers, 
employing managers and workers, buying and producing goods and p y g g , y g p g g
services, and paying taxes.

Investing activities involve spending the capital a company receives in 
productive ways that will help it achieve its objectives. These activitiesproductive ways that will help it achieve its objectives.  These activities 
include buying land, building, equipment, and other resources that are 
needed to operate the business and selling them when they are no 
longer needed.g

Financing activities involve obtaining adequate funds, or capital, to begin 
operations and to continue operating.  These activities include obtaining 
capital from creditors and from owners.capital from creditors and from owners.  
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A ti f th R lt f B i A ti itiAccounting	for	the	Results	of	Business	Activities

Accounting 
I f tiInformation 
Systems
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A ti I f ti d St k h ldAccounting	Information	and	Stakeholders

Accounting is the 
language of business
because accounting is 
the means by which 

business information is 
communicated to 
stakeholders.

A business stakeholder
is a person or entity 
having an interest in 

the economic 
performance of the 

business. 

Accounting 
Information 
Systems
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A ti S t d D i i M kAccounting	System	and	Decision	Makers

Financial accountingg

Financial accounting generate reports and communicates them to 
external decision makers so that can evaluate how well the business has 
achieved its goal.  g

Management accounting

Management accounting provides internal decision makers who are 
charged with achieving the goals of profitability and liquidity withcharged with achieving the goals of profitability and liquidity with 
information about financing , investing, and operating activities.

10
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Internal VS External UsersInternal	VS.	External	Users

11
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Ch t i ti f M t A ti I f tiCharacteristics	of	Management	Accounting	Information

Internal Users
Board of Directors/Vice Presidents
Chief Executive OfficerChief Executive Officer 
Chief Financial Officer
Business Unit Managers
Plant/store/line Managers/ / g

Oriented Toward Future
Measures of Efficiency and 

Effectiveness

Users’ Preferences

Effectiveness

12

Timeliness

Users  Preferences
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Ch t i ti f Fi i l A ti I f tiCharacteristics	of	Financial	Accounting	Information

External Users
Owners/Investors 
Creditors 
Labor UnionsLabor Unions
Governmental Agencies
Suppliers
Customers
Trade Associations
General Public

Historical in NatureBased on General‐Purpose 
Assumption

Results from Inexact and 

p

Usefulness Enhanced via 

13

Approximate MeasuresExplanation
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A l R tAnnual	Report

Annual report is a document that summarizes the results of operations and p p
financial status of a company for the past year and outlines plans for the 
future.

Management Discussion & Analysisg y

Financial Statements

Report of Management

R t f I d d t A ditReport of Independent Auditors

….

Most companies prepare financial statements at the end of the quarter 
(called quarterly reports Interim reports) and the end of the year 

( alled a al e t )

14

(called annual reports).
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Components of Financial Statements

Components	of	
Financial	

Components of Financial Statements
A complete set of financial statements should 
include: 

Statement of Financial Position or Statement of
Statements

Statement of Financial Position or Statement of 
Financial Position at the end of the period,

Statement of Comprehensive Income for the 
period,

Statement of Changes in Equity for the periodStatement of Changes in Equity for the period

Statement of Cash Flows for the period, and

Notes, comprising a summary of accounting 
policies and other explanatory notes.

When an entity applies an accounting policy 
retrospectively or makes a retrospective 
restatement of items in its financial statements, 
or when it reclassifies items in its financialor when it reclassifies items in its financial 
statements, it must also present a statement of 
financial position (Statement of Financial 
Position) as at the beginning of the earliest 

i i dcomparative period. 
An entity may use titles for the statements other 
than those stated above. 

18
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Structure and Content of Financial StatementsStructure	and	Content	of	Financial	Statements

Structure and Content of Financial Statements

Clearly identify: 

the financial statements

the reporting enterprisethe reporting enterprise

whether the statements are for the enterprise or for a group

the date or period covered

the presentation currency

the level of precision (thousands, millions, etc.)

19
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Obj ti f Fi i l St t tObjective	of	Financial	Statements

Objective of Financial Statements:

The objective of general purpose financial statements is to provide 
information about the financial position, financial performance, and 
cash flows of an entity that is useful to a wide range of users in making 

i d i ieconomic decisions. 

To meet that objective, financial statements provide information 
about an entity's: 

A tAssets.

Liabilities.

Equity.

Items 
presented 
on the face 

Income and expenses, including gains and losses.

Other changes in equity.

Cash flows.

of the 
financial 

statements

That information, along with other information in the notes, assists 
users of financial statements in predicting the entity's future cash 
flows and, in particular, their timing and certainty.

20

Information disclosed in the notes to financial statements
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El t f Fi i l St t tElements	of	Financial	Statements

The Elements of Financial Statements

Financial statements portray the financial effects of transactions and other 
events by grouping them into broad classes according to their economic 
characteristics. 

Th b d l t d th l t f fi i l t t tThese broad classes are termed the elements of financial statements.

The elements directly related to financial position (Statement of 
Financial Position or Statement of Financial Position) are:

» Assets» Assets

» Liabilities

» Equity

The elements directly related to performance (Statement ofThe elements directly related to performance (Statement of 
Comprehensive Income) are: 

» Income

» ExpensesExpenses

The cash flow statement reflects both Statement of Comprehensive 
Income elements and changes in Statement of Financial Position  
elements. 

21
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Financial Statement UsersFinancial	Statement	Users

22
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Statement	of	Financial	
Position	or	Balance	

Sheet

Statement of financial 
itiposition 

reports a business’s 
financial position 
(assets liabilities(assets, liabilities, 
and owners’ equity) 
at particular point in 

timetime.

Assets = Liabilities + Equity

23
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Fi i l P itiFinancial	Position

Definitions of the elements relating to financial positiong p

Asset:

An asset is a resource controlled by the enterprise as a result of past 
events and from which future economic benefits are expected toevents and from which future economic benefits are expected to 
flow to the enterprise. 

Liability:

A li bilit i t bli ti f th t i i i f tA liability is a present obligation of the enterprise arising from past 
events, the settlement of which is expected to result in an outflow 
from the enterprise of resources embodying economic benefits. 

iEquity:

Equity is the residual interest in the assets of the enterprise after 
deducting all its liabilities. 

Liabilities

Assets

Liabilities

shareholders’ 
Equity

24

Financial 
Position
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Accounting Equation: 

Assets Assets are arranged based on their liquidity level

Assets = Liabilities + Equity

Assets

Liabilities

g q y
(Ease of conversion to cash)

Liabilities are presented based on the maturity or due dates.

Current Assets
Liabilities

Current 
Liabilities Equity

Noncurrent 
Assets

Noncurrent 
Liabilities

Capital share Retained earnings

b lAssets Liabilities Equity

Economic
Sources of  Sources of 

25

Economic 
resources

financing provided 
by creditors

financing provided 
by owners
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St t t f Fi i l P iti E it

Assets 

Statement	of	Financial	Position	‐ Equity

probable future economic benefits owned by the business as a result of 
past transactions.

LiabilitiesLiabilities

probable debts or obligations of the business that result from past 
transactions and will be paid with assets or services in the future.

E itEquity

the amount of financing provided by owners of the business and 
operations. Share capital Retained earnings

A – L = E 

Residual interests:

» Remaining claim against the assets of a business,Remaining claim against the assets of a business, 

after the liabilities have been deducted 

Net assets:

A t t f li biliti» Assets net of liabilities

26
Shareholders or shareholders
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Changes in EquityChanges	in	Equity

Share Capital

27

Net income
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Heading:Heading:

Statement of Financial Position 
reports the amount of assets, 
liabilities, and shareholders’ 
equity of an accounting entity  Heading:

1. Company Name 
2. Statement Title
3. Specific Date
4 Unit measure

q y g y
at a point in time.

44. Unit measure

Assets: Probable 
future economic 
benefits owned by 
the entity as a result 
of past transactions.

Current assets: AssetsCurrent assets: Assets 
that will be used or 
turned into cash 
within one year or 
one operating cycle,

Additional 

one operating cycle, 
whichever is longer.

28

details



AC201 Fundamental Accounting

29

AC201 Fundamental Accounting

Current liabilities: Short‐
term obligations that will 
be paid in cash (or other 
assets) within one year or 

one operating cycle, 
whichever is longer.

30



AC201 Fundamental Accounting

Liabilities: Probable debts 
or obligations of the entity 

that result from past 
t ti hi h ill btransactions, which will be 

paid with assets or 
services.

31
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A = L + E

share‐related 
accounts

Retained earnings: 
Cumulative earnings of a 

32

company that are not 
distributed to the owners 
and are reinvested in the 

business.
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St t t f Fi i l P iti A t

Accounts receivable

Statement	of	Financial	Position	‐‐ Accounts

amounts owed by customers from prior sales.

Inventories 

partial and completed but unsold product.

Plant and equipment 

factories and production machinery.

Land 

property on which factories are located.

Accounts payable 

amounts owed to suppliers for prior purchases.

Notes payable 

amounts owed on written debt contracts. 

Share capital

amounts invested in the business by shareholders.

Retained earnings 

past earnings not distributed to shareholders.

33
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Cl ifi d St t t f Fi i l P itiClassified	Statement	of	Financial	Position	

An entity must normally present a Classified Statement of 
Fi i l P iti ti t d t t dFinancial Position, separating current and noncurrent assets and 
liabilities. 

Only if a presentation based on liquidity provides information 
that is reliable and more relevant may the current/noncurrent 
l bsplit be omitted.  

In either case, if an asset (liability) category commingles 
amounts that will be received (settled) after 12 months with 
assets (liabilities) that will be received (settled) within 12 

Classification

months, note disclosure is required that separates the longer‐
term amounts from the 12‐month amounts. 

Current assets are cash; cash equivalent; assets held for 
collection, sale, or consumption within the enterprise's Current , , p p
normal operating cycle; or assets held for trading within 
the next 12 months. 

All other assets are noncurrent. 
Current liabilities are those to be settled within theCurrent liabilities are those to be settled within the 
enterprise's normal operating cycle or due within 12 
months, or those held for trading, or those for which the 
entity does not have an unconditional right to defer 
payment beyond 12 months

Noncurrent

payment beyond 12 months. 
Other liabilities are noncurrent. 

34
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Statement	of	
Comprehensive	

Income

Statement of 
C h iComprehensive 
Income reports 
results of the 
operationsoperations 

(net income earned) 
of a business 

for a period of time

Revenues 
& Gains

‐
Expenses 
& Losses

=
Net 

Income

for a period of time.

Performance is the ability of an enterprise to earn a profit 
on the resources that have been invested in it. 

Information about the amounts and variability of 
profits helps in forecasting future cash flows from the 
enterprise's existing resources and in forecasting 

t ti l dditi l h fl f dditi l

35

potential additional cash flows from additional 
resources that might be invested in the enterprise. 
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D fi iti f th l t l ti t fDefinitions	of	the	elements	relating	to	performance

Income

Income is increases in economic 
benefits during the accounting 

Expense

Expenses are decreases in 
economic benefits during theg g

period in the form of inflows or 
enhancements of assets or 
decreases of liabilities that result 
in increases in equity other than

economic benefits during the 
accounting period in the form of 
outflows or depletions of assets or 
incurrence of liabilities that result in increases in equity, other than 

those relating to contributions 
from equity participants. 

Revenue arises in the course of the

in decreases in equity, other than 
those relating to distributions to 
equity participants. Revenue arises in the course of the 

ordinary activities of an enterprise 
and is referred to by a variety of 
different names including sales, 
fees interest dividends royalties

q y p p

Expenses that arise in the course of 
the ordinary activities of the 
enterprise include, for example, 

f l dfees, interest, dividends, royalties 
and rent. 

Gains represent other items that 
meet the definition of income and 

t i i th

cost of sales, wages and 
depreciation. 

Losses represent other items that 
meet the definition of expensesmay, or may not, arise in the course 

of the ordinary activities of an 
enterprise. 

meet the definition of expenses 
and may, or may not, arise in the 
course of the ordinary activities of 
the enterprise. 

36



AC201 Fundamental Accounting

C h B i A ti VS A l B i A ti

Cash basis accounting records revenue when cash is received and expenses 

Cash	Basis	Accounting	VS	Accrual	Basis	Accounting

g p
when cash is paid. 

Accrual basis accounting records revenues when earned and expenses when 
incurred, regardless of the timing of cash receipts or payments.  , g g p p y

Revenue principle: 

Revenues are recognized when goods or services are delivered, there 
is evidence of an arrangement for customer payment the price isis evidence of an arrangement for customer payment, the price is 
fixed or determinable, and collection is reasonably assured.  

Revenues 

i l f li bili i f» Increases in assets or settlements of liabilities from 
ongoing operations.

Expenses

» Decreases in assets or increases in liabilities from ongoing 
operations incurred to generate revenues during the 
period.    

37
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M t hi P i i l

Matching Concept:

Matching	Principle

g p

The concept that all costs and expenses incurred in generating revenues 
must be recognized in the same reporting period as the related 
revenues.

Matching Principle

38
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A ti F kAccounting	Framework

Accrual Basis

Revenue Recognition Principle

Going Concern 

Accounting

Revenues are recorded when earned
Assumption

Accounting 
Periods

Expenses are recorded when incurred 

Yr1 Yr2 Yr3Yr0 Yr…

p
and must be matched with revenues

Matching Principle

Time Period 
Concept

39
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A ti F k (C t )Accounting	Framework	(Cont.)

Accrual‐basis accountingg

A system of accounting in which revenues and expenses are recorded as 
they are earned and incurred, regardless of timing of cash receipts or 
payments.p y

Going concern assumption

The idea that an accounting entity will have a continuing existence for 
the foreseeable futurethe foreseeable future.

Revenue recognition principle

The idea that revenues should be recorded when (1) the earnings 
h b b i ll l d d (2) h h i h bprocess has been substantially completed and (2) cash has either been 

collected or collectibility is reasonably assured.

Time period concept

The idea that the life of a business is divided into distinct and relative 
short time periods so that accounting information can be timely.

40
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Statement of comprehensive income 

Heading:Heading:
1. Company Name 
2. Statement Title

f p
reports  profit or loss for the period 
and other comprehensive income  of 

the accounting period.

4
3. Time period
4. Unit measureAccounting period: The time period 

covered by the financial statements.

Revenues: Increases in 
assets or settlements of 
liabilities from ongoing 

operations.

Expenses: Decreases in 
assets or increases inassets or increases in 
liabilities from ongoing 
operations incurred to 
generate revenue during 

the period

43

the period
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Revenues
‐Expenses
= Net income or 
Profit or loss for 

44

the period



AC201 Fundamental Accounting

45

AC201 Fundamental Accounting

St t t f C h i I A tStatement	of	Comprehensive	Income	‐‐ Accounts

Sales revenue 

amounts earned from the sale of goods or services during the period.

Cost of goods sold 

the cost to produce the products sold this periodthe cost to produce the products sold this period.

Selling, general and administrative 

operating expenses not directly related to production.

Interest expense 

the cost of using borrowed funds.

Income tax expenseIncome tax expense 

income taxes on current period’s pretax income.

46
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Statement	of	

Net 
income

•Retained 
earnings

Changes	in	Equity

Statement of Changes 
i E it t thin Equity reports the 
changes in in all 
equity accounts 
during a period of

Dividends •Retained 
earningsduring a period of 

time.

earnings

Beg. B/L 
of R/E

+Net 
income

‐
Dividends

=
End. B/L 
of R/E

47
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Changes in EquityChanges	in	Equity

Equity

Share capital

[SC+, E+]

Retained earnings

[RE+, E+]

+E
Net income

[NI+, RE+, E+]

Dividends

[DIV+, RE‐,E‐][NI+, RE+, E+]

Revenues

[REV NI RE E ]

Expenses

[EXP NI RE E ]

[DIV+, RE ,E ]

-E
[REV+, NI+, RE+, E+]

E

[EXP+, NI‐, RE‐, E‐]

E
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R/E, Beg. B/L + NI ‐ Div
= R/E, End. B/L

shareholders’ Equity: The 
financing provided by the 

owners and the operations of 

/ , d. /

p
the business.

Heading:Heading:
1. Company Name 
2 St t t Titl

4

2. Statement Title
3. Time period
4. Unit measure
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St t t f C h Fl

Statement of cash flows shows an entity’s cash inflows (receipts) and 

Statement	of	Cash	Flows

y ( p )
outflows (payments) during a period of time.

Cash Flows from Operating Activities

Cash flows directly related to earning incomeCash flows directly related to earning income 

Cash Flows from Investing Activities

Cash flows related to the acquisition or sale of productive assets 

Cash Flows from Financing Activities

Cash flows related to the financing of the enterprise 
Operating Cash Flows

Investing Cash Flows

Financing Cash Flows

= Net cash in cash

+ Beg Cash

50

+ Beg. Cash

= End. Cash



AC201 Fundamental AccountingStatement of cash flows reports inflows and 
outflows of cash during the accounting period in 
the categories of operating, investing, and 
financing.g

Heading:Heading:
1. Company Name 

4

2. Statement Title
3. Time period
4. Unit measure
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Cash flows from operating activities: 
C h i fl d fl di lCash inflows and outflows directly 
related to earnings from normal 
operations.
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Cash flows from investing activities: Cash inflows and 
outflows related to the acquisition or sales of productive 
facilities and investments in securities or other companiesfacilities and investments in securities or other companies.
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Cash flows from financing activities: Cash inflows and outflows related to 
external sources of financing (owners and creditors) for the enterprise.

CFOCFO
+CFI
+CFF
= in Cash B/L

= Cash, End. B/L  

= in Cash B/L
+ Cash, Beg. B/L
= Cash, End. B/L  

Cash: Money or any 
instrument that banks 
ill t f d it

54

will accept for deposit 
and immediate credit to 
the company’s account.
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Fi i l St t t P tiFinancial	Statements	Preparation

Financial Statements will be prepared in this order: p p

Statement of income

Statement of Retained Earnings/ Statement of Changes in Owners’ 
EquitiesEquities

Statement of Financial Position

Statement of Cash Flows

•Rev

Statement of 
Retained Earnings •A = L + E

Statement of Cash 
Flows•Rev

•– Exp

•= NI
•Beg. R/E

•+ NI

• – Div

Retained Earnings •A = L + E

•O + I + F

•= Net Change in 
Cash

Flows

Statement of 
income

•= End. R/E
Statement of 

Financial Position
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R l ti hi Fi i l St t tRelationships	among	Financial	Statements

Fi i lFinancial statements are 
based on the same 

underlying transactions.
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R l ti hi Fi i l St t t (C t )Relationships	among	Financial	Statements	(Cont.)
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N t t Fi i l St t tNotes	to	Financial	Statements

Notes provide supplemental information about the financial condition of a p pp
business.

The information presented includes …

Describe accounting rules appliedDescribe accounting rules applied.

Present additional detail about an item on the financial statements.

Provide additional information about an item not on the financial 
t t tstatements.

59


	AC201-BE-1-2012 Coversheet.pdf
	AC201-BE-1-2012 PPT Presentation 01.pdf

