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ADM 1340- Financial Accounting: Chapter 1-The Purpose and use of Financial Statements
Accounting: The information system that identifies and records the economic events of an organization, and then communicates them to a wide variety of interested users.
Internal Users: Users who plan, organize, and run companies such as finance directors, marketing managers, human resource personnel, production supervisors, and company officers.
External Users: Anyone who has potential stake in the company and are not an internal user such as investors, lenders, and other creditors.
Ethical Behaviour by Users 
When you analyze ethical situations, you should consider the following steps:
1- Recognize an ethical situation and the ethical issues involved.
2- Identify and analyze the main elements in the situation.
3- Identify the alternatives, and weigh the impact of each alternative on various stakeholders.
Forms of Business Organization 
Proprietorship
1- A business owned by one person, also called a ‘sole proprietorship.’
2- Unlimited liability to the owner.
3- Limited life of the company (the life of the owner).
4- Privately owned.
5- More difficult to finance than a corporation.
Partnership
1- A business owned by more than one person.
2- Same as proprietorship but includes multiple owners.
Corporation
1- A business organized as a separate legal entity owned by shareholders.
2- Limited liability to shareholders (owners).
3- Unlimited life of the company.
4- Private or publicly bought/sold shares.
5- Easier to finance than proprietorships or partnerships.
Generally Accepted Accounting Principles for Corporations (GAAP): Include broad policies and practices as well as rules and procedures that have substantive authoritative support and agreement about how to report economic events (essentially GAAP provides guidelines for accountants).
International Financial Reporting Standards (IFRS): A set of global accounting standards developed by the International Accounting Standards Board (IASB).
Accounting Standards for Private Enterprises (ASPE): Designed for private corporations whose users may have different needs than publicly traded corporations. Corporations have the choice between ASPE and IFRS.
Business Activities
Financing Activities: Include borrowing cash from lenders by issuing debt, or conversely, using cash to repay debt.  Cash can also be raised from shareholders by issuing shares, or paid to shareholders by repurchasing shares or distributing dividends.
Investing Activities: Include purchasing and disposing of long-lived assets such as property, plant, and equipment (also known as capital assets or fixed assets) and purchasing and selling long-term investments.
Operating Activities: Result from day-to-day operations and include revenues and expenses and related accounts such as receivables, supplies, inventory, and payables.
Liabilities: Amounts owed to lenders and creditors in the form of debt and other obligations such as bank indebtedness, loan payable, long-term debt, mortgages payable, bonds payable, finance lease obligations.
Short-term liabilities include, but are not limited to, accounts payable, interest payable, dividends payable, salaries payable, property tax payable, sales tax payable, and income tax payable (also known as ‘deferred tax liabilities’).
Common shares: The amount paid by investors for shares of ownership in a company.
Dividends: Payments to shareholders for the return of their shares.
Assets: Resources that a company owns or controls such as property, plant, and equipment, cash, inventory, receivables, and investments.
Revenue: The amounts earned from the sale of goods or services such as sales revenue, service revenue, interest revenue, and rent revenue. Accounts receivable are assets that will result in future revenue.
Expenses: The cost of assets that are consumed or services that are used in the process of generating revenues such as production costs, general and administrative expenses (such as salaries, advertising, etc.), depreciation expense, depletion expense, finance costs (such as interest), and income tax.




Communicating with Users
Income Statement
1- An income statement reports revenues and expenses to show how successfully a company performed during a period of time.
2- Amounts received from issuing shares are NOT revenues, and amounts paid out as dividends are NOT expenses.
Statement in Changes in Equity
1- A statement of changes in equity shows the changes in each component of shareholders’ equity, as well as total equity, during a period of time.
2- Shareholders’ Equity: Ownership interest in a company (share capital and retained earnings).
3- Share capital: Represents amounts contributed by the shareholders in exchange for shares of ownership (common shares or preferred shares).
4- Retained Earnings: Represents the cumulative profit that has been retained in the corporation.
5- Deficit: Occurs when retained earnings are negative. (Note: a deficit is negative profit over an increment of time while debt is an accumulated negative profit overall.)
Statement of Financial Position
1- A statement of financial position presents a picture of what a company owns (its assets), what it owes (its liabilities), and its net worth 9its shareholders’ equity) at a specific point in time.
***EXTREMELY IMPORTANT***
Accounting Equation
Assets = Liabilities + Shareholders’ Equity
Statement of Cash Flows
1- A statement of cash flows shows where a company obtained cash during a period of time and how that cash was used.
[bookmark: _GoBack]For an understanding of how these four statements are related, refer to Illustration 1-10 on page 22 of the textbook.  Take note that the statements are prepared in a sequential order: Income statement, Statement in changes in equity, Statement of financial position, and then the Statement of cash flows.
Fiscal year: An accounting time period that is one year in length.

Annual Report
1- Publicly traded companies must produce an annual report each year.
2- The annual report is a document that includes useful nonfinancial information about the company, as well as financial information.
3- Nonfinancial information may include the company’s mission, goals and objectives, products, and people (Board of Directors).
