COMM 217 – Financial Accounting

Chapter 1

Four Principal Financial Statements:

· Statement of Comprehensive Income: Reports the Revenues less the expenses over the period of time.
· Statement of Changes in Equity: Reports the way that profit, distribution of profit (Dividends), and other changes to shareholders’ equity affected the financial position of the company during the accounting period.
· Statement of Financial Position: Reports the amount of assets (Owned), Liabilities (Owed), and shareholders’ equity of an accounting entity as of a certain date
· Statement of Cash Flows: Reports inflows (receipts) and outflows (payments) of cash during the accounting period in the categories of operating, investing, and financing.

Statement of Comprehensive Income

The Statement of Earnings equation:

Revenues – Expenses = Net Earnings

Elements of a Statement of Comprehensive Earnings:

Revenues: They are only reported when the goods or services are sold to the customers, whether or not they have been paid for. 
Inflows may be Cash or Accounts Receivable

Expenses: Like Revenues, all expenses are recognised incurred during a specific accounting period.
Outflows may be Cash or Accounts Payable

Net Earnings: The Profit or Loss made by the company during an accounting period. (SOEE)

Statement of Changes in Equity (Retained Earnings)

The Net income found in the Statement of Comprehensive income is needed to determine the Ending Balance in the Statement of Changes in Equity.

The Retained Earnings Equation:

Beginning Retained Earnings + Net Earnings – Dividends = Ending RE

Statement of Financial Position (Balance Sheet)

Ending Balance in retained earnings is needed in preparing the balance sheet.

Elements of a Statement of Financial Position:

Assets: Economic resources owned by the company with the potential to provide future economic benefits. (Cash, Accounts Receivable, Inventories buildings etc.)

Liabilities: Credits claims, purchase of goods or services on credit and through cash borrowings to finance the business. (Accounts payable, unearned income, Notes Payable)

Shareholder’s Equity: Initial investment by the owners (Capital stocks, retained earnings)

The Basic accounting equation:

Assets = Liabilities + Shareholder’s Equity








The Statement of Cash Flows

Cash at end of period in Statement of Cash flows equals Cash in Assets in Balance Sheet.

Elements of the Statement of Cash Flows:

Operating Activities: Cash Flows directly related to earning income

Investing Activities: Cash flows related to the acquisition or disposal of non-current assets

Financing Activities: Cash flows from or to investors or creditors.

Relationship between all Four Financial Statements

1. Net earnings from the Statement of earning results in an increase in ending retained earnings on the statement of changes in equity.
2. Ending retained earnings from the statement of changes in equity is one of the three components of shareholders equity on the statement of financial position.
3. The change in cash on the statement of cash flows added to the cash balance at the beginning of the year equals the balance of cash at the end of the year, which appears on the statement of financial position.













Chapter 2

The statement of Financial Position format:

Assets are listed from most liquid to least liquid.
Liabilities are listed starting with the soonest.

Current assets  Convert to cash within the operating cycle
Non Current Assets  All other assets
Current Liabilities  Paid with cash within the operating cycle
Non Current Liabilities  All other Liabilities


Dividends are distribution of retained earning to shareholders, they are not an expense and should be subtracted from the retained earnings.

Current Ratio equation:

Current Ratio = Current Assets / Current Liabilities

Non Current Assets: Are considered to be long term because they will be used or turned into cash over a period longer than the next year.

Current Assets : 
· Cash
· Short Term investments
· Trade and other receivables
· Inventories
· Prepayements
· Other Current assets
Non Current Assets:
· Property, plant & equipment
· Financial Assets
· Goodwill
· Intangible Assets
· Other Assets

Current Liabilities:
· Trade and other payables
· Short Term Borrowings
· Income Tax Payables
· Short Term Borrowings
· Income Tax Payable
· Accrued Liabilities
· Provisions
· Other Current Liabilities
Non Current Liabilities:
· Long-Term Borrowings
· Deferred income tax liabilities
· Provisions
· Other Liabilities

Shareholder’s Equity:
· Contributed Capital
· Retained Earnings
· Other Components
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