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FINANCIAL STATEMENTS

• Statement of Financial 
Position 

• Statement of 
Comprehensive 
Income

•Statement of Changes 
in Equity

• Statement of Cash 
Flows

ASSETS

•Cash

• Investments in debt 
and equity securities

•Accounts receivable

•Notes receivable

• Inventory

•Prepaid expenses

•Property, plant, and 
equipment

• Intangible assets

•Natural resources

LIABILITIES

•Accounts payable

•Accrued liabilities

•Unearned revenues

•Notes payable

•Bonds payable

EQUITY

• Share capital

• Preferred share

•Ordinary share

•Retained earnings

•Appropriated R/E

•Unappropriated R/E

• Treasury share

Financial Statement Items

FINANCIAL STATEMENT ANALYSIS

Accounting Cycle

Introduction to 
Financial Statements

AC201 Fundamental Accounting

CHAPTER	1:	
FINANCIAL	STATEMENTS	
AND	BUSINESS	DECISIONS	

Assistant Professor Dr. OrapanYolrabil

Ajarn Santana Singhasaneh

Department of Accounting

Thammasat Business School

Thammasat University
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Understanding	the	Business
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AC201 Fundamental Accounting

Understanding	the	Business

How does President Bakery run its business ?

4
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Understanding	the	Business
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CreditorsOwners

Cash
Purchase

land, buildings
& equipment

Purchase 
raw materials 

& labor

Sell products
to customers

Collect cash 
from customers

Manufacture
products

M a n a g e r s

AC201 Fundamental Accounting

The	Accounting	System

Collects and processes
financial information

Reports
information
to decision
makers

Managers
(internal
decision
makers)

Investors and 
Creditors
(external
decision
makers)

6

Accounting is the a system that collects and processes (analyzes, 
measures and records) financial information about the organization 
and reports that information to decision makers.
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The	Accounting	System
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Two parts of the accounting system:

Financial accounting

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

Management accounting

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

AC201 Fundamental Accounting

The	Accounting	System

8
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Annual	Report

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

Management Discussion & Analysis

Financial Statements

Report of Management

Report of Independent Auditors

….

9
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AC201 Fundamental Accounting

The	Components	of
Financial	Statements

11
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The	Components	of	Financial	Statements

A complete set of financial statements should include: 

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 period

Statement of Cash Flows for the period, and

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

12



AC201 Fundamental Accounting

The	Four	Basic	Financial	Statements

1. BALANCE SHEET (STATEMENT OF FINANCIAL POSITION) – reports the 
amount of assets, liabilities, and stockholders’ equity of an accounting 
entity at a point in time.

2. INCOME STATEMENT (STATEMENT OF COMPREHENSIVE INCOME) –
reports the revenues less the expenses of the accounting period.

3. STATEMENT OF RETAINED EARNINGS (STATEMENT OF CHANGES IN 
SHAREHOLDERS’ EQUITY) – reports the way that net income and 
distribution of dividends affected the financial position of the company 
during the accounting period.

4. STATEMENT OF CASH FLOWS – reports inflows and outflows of cash during 
the accounting period in the categories of operating, investing, and 
financing. 

13
* Names of the financial statements according to Thai Financial Reporting
Standards (TFRS) in parentheses

AC201 Fundamental Accounting

The	Four	Basic	Financial	Statements

14

Cash $4,895 

Other assets 22,366
   Total assets $27,261 

Liabilities $16,156 

 Contributed Capital 2,000

 Retained earnings 9,105
Total liabilities and equity $27,261 

Statement of Financial Position

Revenues  $37,436 

Expenses 34,136
Net income $3,300 

Statement of Income

Cash flows from operating activities $1,069 

Cash flows from investing activities (1,625)

Cash flows from financing activities 400

Change in cash (156)

Beginning cash balance 5,051
Ending cash balance $4,895 

Statement of Cash Flows

Beginning retained earnings $6,805 

Net income  3,300

Dividends (1,000)
Ending retained earnings $9,105 

Statement of Retained Earnings
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Statement	of	Financial	Position	
(Balance	Sheet)

15
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Statement	of	Financial	Position

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

Assets

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

Liabilities

A 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. 

Equity

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

16
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The	Accounting	Equation

17

Economic 
resources

Sources of 
financing 
provided by 
creditors

Sources of 
financing 
provided by 
owners

AC201 Fundamental Accounting

The	Accounting	Equation
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Assets Liabilities Equity

Economic 
resources

Sources of 
financing provided 

by creditors

Sources of 
financing provided 

by owners
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Statement	of	Financial	Position

Assets
Cash
Short‐Term Investment
Accounts Receivable
Notes Receivable
Inventory (to be sold)
Supplies
Prepaid Expenses
Long‐Term Investments
Equipment
Buildings
Land
Intangibles

Liabilities
Accounts Payable
Accrued Expenses
Notes Payable
Taxes Payable
Unearned Revenue 
Bonds Payable

Stockholders’ Equity
Contributed Capital
Retained Earnings

Typical Account Titles

19

AC201 Fundamental Accounting

Statement	of	Financial	Position	

20

Assets are 
arranged based 

on their 
liquidity level

(Ease of 
conversion 

to cash)

Liabilities are 
presented 

based on the 
maturity 

or due dates.
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Classified	Statement	of	Financial	Position	

An entity must normally present a Classified Statement of Financial 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 split 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 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 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 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. 

Other liabilities are noncurrent. 

21
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Heading:
1. Company Name 
2. Statement Title
3. Specific Date
4. Unit of measure

Statement of Financial 
Position reports the amount 
of assets, liabilities, and 
shareholders’ equity of 
an accounting entity 
at a point in time.

Additional 
details

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

Current assets: Assets 
that will be used or 
turned into cash 
within one year or 
one operating cycle, 
whichever is longer.
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Non‐current assets: 
All assets other than 
current assets are 
non‐current assets

24

Current liabilities: 
Short‐term 

obligations that will 
be paid in cash (or 
other assets) within 
one year or one 
operating cycle, 

whichever is longer.

Liabilities: Probable 
debts or obligations 
of the entity that 
result from past 

transactions, which 
will be paid with 
assets or services.
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Non‐current 
liabilities: 

All liabilities other 
than current liabilities 

are non‐current 
liabilities

26

Contributed capital:
The investment of cash 
and other assets in the 
business by the owners.

Shareholders’ equity: 
The amount of 

financing provided by 
owners of the 
business and 
earnings.

Retained earnings: 
Cumulative earnings of 
a company that are not 

distributed to the 
owners and are 
reinvested in the 

business.
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Statement	of	Income
(Income	Statement)

27

AC201 Fundamental Accounting

Statement	of	Income

28

Revenues 
& Gains

‐
Expenses 
& Losses

=
Net 

Income

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 potential 
additional cash flows from 
additional resources that 
might be invested in the 
enterprise. 



AC201 Fundamental Accounting

Statement	of	Income
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Income

Income is increases in economic 
benefits during the accounting 
period in the form of inflows or 
enhancements of assets or decreases 
of liabilities that result in increases 
in equity, other than those relating 
to contributions from 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 and 
rent. 

Gains represent other items that 
meet the definition of income and 
may, or may not, arise in the course 
of the ordinary activities of an 
enterprise. 

Expense

Expenses are decreases in economic 
benefits during the accounting 
period in the form of outflows or 
depletions of assets or incurrence of 
liabilities that result in decreases in 
equity, other than those relating to 
distributions to equity participants. 

Expenses that arise in the course of 
the ordinary activities of the 
enterprise include, for example, cost 
of sales, wages and depreciation. 

Losses represent other items that 
meet the definition of expenses and 
may, or may not, arise in the course 
of the ordinary activities of the 
enterprise. 

AC201 Fundamental Accounting

Statement	of	Income

Revenues
Sales Revenue
Fee Revenue
Interest Revenue
Rent Revenue

Expenses
Cost of Goods Sold
Wages Expense
Rent Expense
Interest Expense
Depreciation Expense
Advertising Expense
Insurance Expense
Repair Expense
Income Tax Expense

Typical Account Titles

30
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Statement	of	Income

31

AC201 Fundamental Accounting

Statement	of	Retained	Earnings

32
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Statement	of	Retained	Earnings

Beginning Retained Earnings
Plus: Net Income
Less: Dividends
Ending Retained Earnings

33

AC201 Fundamental Accounting

Statement	of	Retained	Earnings

34
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Statement	of	Cash	Flows
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AC201 Fundamental Accounting

Activities	in	Organizations

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

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

Investing activities involve spending the capital a company 
receives in productive 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.

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.  

36
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37

Purchase
land, buildings
& equipment

Purchase
raw materials

& labor

Sell products
to customers

Collect cash 
from customers

Manufacture
products

CreditorsOwners

Cash

Financing Activities

AC201 Fundamental Accounting
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CreditorsOwners

Purchase
raw materials

& labor

Sell products
to customers

Collect cash 
from customers

Manufacture
products

Cash
Purchase

land, buildings
& equipmentInvesting Activities
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CreditorsOwners

Purchase
land, buildings
& equipment

Manufacture
products

Cash

Purchase
raw materials

& labor

Sell products
to customers

Collect cash 
from customers

Operating Activities

AC201 Fundamental Accounting

Statement	of	Cash	Flows

40
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Relationships	Among	
the	Statements

41

AC201 Fundamental Accounting

Relationships	Among	the	Statements

1. Net income from the income statement results in an increase in 
ending retained earnings on the statement of retained earnings.

Revenues   $   37,436

Expenses 34,136 Beginning retained earnings  $    6,805
Net income  $      3,300 Net income  3,300

Dividends (1,000)
Ending retained earnings  $    9,105

Income Statement

Statement of Retained Earnings

42
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43

Cash  $      4,895 Beginning retained earnings  $    6,805

Other assets 22,366 Net income  3,300
  Total assets  $    27,261 Dividends (1,000)

Liabilities  $    16,156 Ending retained earnings  $    9,105

Contributed Capital 2,000

Retained earnings 9,105
Total liabilities and equity  $   27,261

Balance Sheet Statement of Retained Earnings

Relationships	Among	the	Statements

2. Ending retained earnings from the statement of retained 
earnings is one of the two components of stockholders’ equity 
on the balance sheet.

AC201 Fundamental Accounting

Cash  $      4,895 Cash flows from operating activities  $   1,069

Other assets 22,366 Cash flows from investing activities (1,625)
   Total assets  $    27,261 Cash flows from financing activities 400

Liabilities  $    16,156 Change in cash  $     (156)

Contributed Capital 2,000 Beginning cash balance 5,051
Retained earnings 9,105 Ending cash balance $    4,895

Total liabilities and equity  $   27,261

Balance Sheet Statement of Cash Flows

Relationships	Among	the	Statements

3. The change in cash on the statement of cash flows is added to 
the beginning‐of‐year balance in cash to arrive at end‐of‐year 
cash on the balance sheet.

44
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Relationships	Among	the	Statements

Financial Statements will be prepared in this order: 

1) Statement of income

2) Statement of Retained Earnings/ Statement of 
Changes in Owners’ Equities

3) Statement of Financial Position

4) Statement of Cash Flows

45
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Cash $      4,895

Other assets 22,366
  Total assets $    27,261

Liabilities $    16,156

Contributed Capital 2,000

Retained earnings 9,105
Total liabilities and equity  $   27,261

Balance Sheet

Revenues   $   37,436

Expenses 34,136
Net income $      3,300

Income Statement

Cash flows from operating activities  $   1,069

Cash flows from investing activities ‐1,625

Cash flows from financing activities 400

Change in cash  $     (156)

Beginning cash balance 5,051
Ending cash balance  $    4,895

Statement of Cash Flows

Beginning retained earnings  $    6,805

Net income  3,300

Dividends (1,000)

Ending retained earnings  $    9,105

Statement of Retained Earnings

Relationships	Among	the	Statements








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Notes	to	Financial	Statements

All financial statements should 
be accompanied by NOTES

which provide the reader with 
supplemental information 
about the financial condition 
and results of operations 

of the company.

47

48



AC201 Fundamental Accounting

Marketing managers and credit managers use 
customers’ financial statements to decide 

whether to extend credit.

Purchasing managers use suppliers’ financial 
statements to decide whether suppliers have the 

resources to meet the demand for products.

Employees’ union and human resource 
managers use the company’s financial 

statements as a basis for contract negotiations  
over pay rates.

Management	Uses	of	Financial	Statements

49
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Summary	of	the	Financial	Statements

50
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International	Perspective
International	Financial	Reporting	Standards

Since 2002, there has been substantial movement toward the adoption 
of International Financial Reporting Standards (IFRS) issued by the 
International Accounting Standards Board (IASB). 

Examples of jurisdictions requiring the use of IFRS either currently or by 2012 
include:
• European Union
• Australia and New Zealand
• Hong Kong, India, Malaysia, and South Korea
• Israel and Turkey
• Brazil and Chile
• Canada and Mexico

In the United States, the Securities and Exchange Commission now allows 
foreign companies whose stock is traded in the U.S. to use IFRS and is 
considering requiring the use of IFRS for U.S. domestic companies by 2014.

51
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To ensure the accuracy of the company’s financial information, 
management:

Maintains a system of controls.

Hires outside independent auditors.

Forms a committee of the board of directors to review these 
two safeguards.

Management	Responsibility	and	
the	Demand	for	Auditing

52
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Auditors express an opinion as to the 
fairness of the financial statements.

Independent auditors have responsibilities 
that extend to the general public.

The International Auditing and Assurance 
Standards Board (IAASB)issues detailed 
auditing standards that auditors must 
follow.  

Independent	Auditors

Overall, I believe
these financial
statements are
fairly stated.

53
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Independent	Auditors

An audit involves . . .

Examining the financial reports to ensure 
compliance with financial reporting standards.

Examining the underlying transactions incorporated 
into the financial statements.

Expressing an opinion as to the fairness of 
presentation of financial information. 

54
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End	of	Chapter	1
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