Chapter 1
1. Income statement (statement of operations)
2. Statement of retained earnings 
3. Balance sheet (statement of financial position)
4. Statements of cash flows

· Net income from the income statement is reported on the statement of retained earnings 
· Ending retained earnings from statement of retained earnings is reported on the balance sheet under shareholder’s equity 
· Cash on balance sheet = ending cash on the statement of cash flows (pg#14)

Owners cannot lose more than their investment in the corporation. Divides up the ownership into shares which could be sold.

Net income is not how much cash you made. Net income is not necessarily equal to cash because on the income statement revenues are reported when earned and expenses when incurred regardless of when cash is received or paid

Managerial Accounting Reports –updated reports which include detailed financial plans about the operating performance of the company.

Separate entity assumption – requires that a business’s financial reports include only the activities of the business and not those of its shareholders

Unit of measure assumption – Results of business activities should be reported in an appropriate monetary unit, which in Canada is the Canadian dollar.

Financial accounting for external users (creditors, investors etc.)
Managerial accounting for Internal users (managers, supervisors etc.)

Calendar year is a 12-month period ending on December 31st
Fiscal year can be a 12-month period ending on any day other than December 31st

Operating = buying supplies, renting a building, repairing
Investing = land, equipment, purchasing investments, lending loans
Financing = borrowing or paying bank, receiving contributions, paying dividends 

Auditors report whether the financial statements fairly present the transactions and comply with GAAP

Companies hire auditors that examine their financial records.
CPAB conducts inspections of audit firms




[bookmark: _GoBack]Two primary external users:

1. Creditors – anyone to whom money is owed

· Banks use financial statements to assess whether a person will be able to repay the money he has borrowed from the company. They use financial statements to keep an eye on how a business is doing and interfere if it seems like the business will have trouble repaying.

· Suppliers want to be sure a business can pay them for the services they provide. They usually look at the business’s credit standing.
Creditors are mainly interested if the company is generating enough cash to make payments on its loans. Does the company have enough assets to cover its liabilities?

2. Investors

· Shareholders rely on the financial statements to evaluate whether the business is financially secure and likely to be a profitable investment
Investors are mainly interested on the return on their contributions to a  company

Private Enterprise - whose shares are not traded on a public stock exchange can choose to follow either IFRS or ASPE

Publicity accountable profit-oriented enterprise - whose shares are traded on a public market. Required to use IFRS
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Income Statement
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Statement of Retained Earnings
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Balance Sheet
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[image: ]Statement of Cash Flows
Sole Proprietorship
Advantages
· Low cost to start your business 
· You keep all the profit
Disadvantages
· Unlimited liability
· You are personally liable for all debts and actions of the company

Partnership
Advantages
· more capital is available for the business
· you’ll have greater borrowing capacity
Disadvantages 
· there is a risk of disagreements and friction among partners and management
· shared profits

Corporations
Advantages                                                                                     
· Limited Liability                                                                
· Ownership is transferrable (sell shares)
Disadvantages
· Establishing a corporation is a complex process
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PIZZA PALACE, INC.
Balance Sheet (Projected)
At September 30,2014

Assets
Cash
Accounts Receivable
Supplies
Equipment

I Assets
: bilities and Shareholders’ Equity

Lisbilties
Accounts Payabie
Note Payable

Total L

Shareholders' Equity.

Contributed Capital
tetained Eamings
Total Shareholders’ Equily
Total Lisbilities and Sharcholders'Equity

ties

514,000
1000
3000
0000

558,000

5 7,000
20000
27.000

30000
1000

31,000
$55,000

Exgloneton
Who Name of the busines

Wihas T of the satamant
Wharsaininime.

Resources controlled by the company.

Amaunt af cash on hand and n the business’s bank account
Pizza Palaces right 0 collect from custamers for priorcrecit sales
Amountof food and paper supplies on band

Costof ovens, tables, etc

“Total amotnt of the company's resources

Claims on the company's resources
Creditors’claims on the company's resources

Amount oused t supplices for riorcrcit purchases an sccotunt)
Amaunt af oan owed tthe bank (for promissary note)

Total claims on the resousces by creditors

Shareholders'claims on the company's esources.
Amount sharcholders contributed [or company shares
Total carnings retained i the business (Exhibit 1.3)
“Tota claims on the company'sresources by shareholders

Totalclatms o the company's esources.
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EXHIBIT Statement of Cash Flows [ LR

Explontion
PIZZA PALACE, INC. o Nama ofth entty
Statement of Cash Flows (Projacted) Wihot Tl of the stotemant
For the Month Ended September 30,2014 | When dccounting perd
Cash Flows from Operating Actvities Activities dircetly related to carning income
Cash received from customers. $10000 | Amountof cash received from customers

Cash paid to employees and suppliers (5,000) | Amaunt of cash paid to employees and supplices of goods services.
Cash Provided by Operating Actvities 5,000 | Cash inflows minus outtlows ($10,000 — $5,000)

Cash Flows from Investing Activiies Activites related to the sale/purchase of productive assets
Cash used (0 buy equipment (40,000) | Amount of cash spent on equipment

Cash Used in Investing Activities  (40,000)
Cash Flows from Financing Actvities Activities involving investors and banks
Capital contributed by sharcholders 30,000 | Amountof cash received from owners
Cash dividends paid tosharcholders (1,000) | Amaunt of cash paid to owners
Cash borrowed from the bank 20000 | Amount of cash received from the bank

Cash Provided by Financing Activitis 9,000 | Cash nflows minus outflows (530,000 — $1,000 + $20,000)
Changein Cash 14000 | Sum of three categories of cash flows (55,000 — $40,000 + $49,000)
Beginning Cash, September 1,2014 0| Cash balance atthe beginning of the accounting period

Ending Cash, September 30,2014 $14,000 | Cash balance reported on the balance sheel (Exbibit 1.4)
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Financlal Statement

Income Statement

Statoment of Retained
Earnings

Balance Shest

Statoment of Cazh Flows

Purpose: To report

“The financiel performance of
the business during the curent
accounting period.

The accumlation o sarnings
retained in the business during
the current accaunting period
withthot of prior periods.

The financiel positon of &
business ot a point intime.

Activitiesthat cavsed increases
and decreases in cash during
the current accounting period.

Structure
Rovonuos
- Expenses
- Natincome
Beginning Retained Earnings

+ NetIncome (this poriod)
- Dividends (his period)

- Ending Retained Earnings.

Licbiltias

Shoroholders' Equity

+/- Operating Cash Flows
+/- Investing Cash Flows
+/- Financing Cosh Flows
- Change n Cash

+ Baginning Cazh

- Ending Cash

Examples of Content

Salos revonue, wogos expense,
supplies expanse, rent expense

Natincom s from the income.
statement. Dividends are amounts
disributed this period.

Cash,raceivables, supplics.
eauipment, occounts poyable,
notes poyable, contributed capitol,
rotained eornings.

Cash collscted from customers,
cash paid to suppliers, cosh poid
for squipment,cash borrowed from
banks, cash recaived from sellng
chares
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PIZZA PALACE, INC.
Income Stotement (Projected)
For the Month Ended September 30, 2014

Revenues
Pizza Revenue $11,000
Total Revenues 11,000

Expenses
Supplies Expense 4,000
Wages Expense 2,000
Rent Expense 1,500
Utilities Expense 600
Insurance Expense 300
Advertising Expense 100
Income Tax Expense 500
Total Expenses 9,000
NetIncome $ 2,000

Explanation

Whe: Name of the business
What. il of the statement
When: Accounting period

Revenue earned from the sale and delivery of pizza to customers
‘Total amount earned during September

Cost of pizza ingredients used up in September

Cost of employee wages for work done in September

Cost of rent for the month of September

Cost of utilities used in September

Cost of insurance coverage for September

Costof advertising done in September

Cost of taxes on September's income

Total expenses incurred in September to generate revenues
Difference between total revenues and total expenses
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Statement of Retained Earnings
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PIZZA PALACE, INC.
Statement of Retained Earnings (Projected)
For the Month Ended September 30, 2014

Retained Farnings, Seplember 1,2014 0
Add: NetIncome.

2,000
Subract: Dividends. (L00D)
Retained Earnings, September30, 2014 $1.000

Explenation
WhorNar f the businese

Whal: Tl ofte stlement

Whan. Accounting pariod

Last period’s ending Retained Farnings balance
Reported on the income statement (Exhibil 1.2)
istributions to sharcholders in the curtent period

‘This period's ending Retained Earnings balance
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