Intro to Accounting

Accounting identifies and records the economic events of an organization and communicates to interested users.

There are two types of users:
1. Internal Users: Managers plan, organize, and run a business
In Charge of Various Decisions:
· Pricing
· Strategic
· Marketing
· Employee compensation
· Capital budgeting 
· Resource allocation 

2. External Users: Investors, creditors (primary users), and others
Others Include:
· Tax authorities
· Regulatory agencies
· Customers
· Labour unions
· Economic planners
· Communities

Forms of Business Organizations
· Proprietorship
· Owned by one person
· Simple to set up
· Owner has control over business
· Unlimited liability
· Partnership
· Similar to proprietorship except owned by more than one person
· Formalized in a written agreement
· Each partner has unlimited liability
· Corporation
· Indefinite life
· Shareholders enjoy limited liability
· May be public or private:
· Depends on whether shares are publicly traded


Legal Entity = Taxable Entity = Economic Entity = Reporting Entity 


Types of Businesses
· Manufacturing Business
· Merchandising Business
· Service Business
Types of Business Activities
· Financing (obtaining (and repaying) funds to finance the ops of the business)
Examples: Borrowing or repaying loans or Selling or buying shares 

· Investing (obtaining assets needed to operate the business for the long term)
Examples: Purchase or sale of investments or long term assets

· Operating (day to day business activities) 
Examples: Revenues, expenses, AP, AR, Inventory, etc. 

Financial Statements:
1. Income Statement 

2. Statement of Changes in Equity
· Share Capital = amounts contributed by shareholders, can either be in the form of common or preferred
· Retained Earning = profit retained in the company (less dividends paid to shareholders)

3. Statement of Financial Position (Balance Sheet)

4. Statement of Cash Flows
Liabilities are “outsider claims”
or economic obligations
payable to outsiders.

						
+

Assets are the economic resources
of a business that are expected to
produce a benefit in the future.

=

Shareholders (Owners’) equity 
represents the “insider claims” of a
 business. 
(Share Capital + Retained Earnings)




	









Relationships Among the 
Financial Statements
Income Statement – Net Income





Statement of Changes in Equity
- Add net income






Statement of Financial Position
- Report equity






Cash Flow Statement 
- Report cash balance from balance sheet






Company’s Annual Report
· Includes financial and nonfinancial information about the company:
· Financial: management discussion and analysis (“MD&A”) statement of management responsibility, auditors’ report, financial statements and notes
· Nonfinancial: company’s mission and goals, products, people
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Key Differences

International Financial
Reporting Standards (IFRS)

Accounting Standards for Private
Enterprises (ASPE)

Accounting standards

Publicly traded corporations must use
IFRS; private corporations can choose to
use IFRS or ASPE.

Private corporations can choose to use
IFRS or ASPE. Once the choice is made, it

must be applied consistently.

Terminology

The balance sheet is more commonly
known as the statement of financial posi-
tion and net income as profit under IFRS.

The statement of financial position is more
‘commonly known as the balance sheet and
profit as net income under ASPE.

Statement of changes in
equity vs. statement of
retained earnings

A statement of changes in equity must be
presented that shows the changes in all
components of shareholders' equity (e.g.,
share capital and retained earnings).

A statement of retained earnings s pre-
sented that shows the change in only one
component-retained earnings-of share-
holders’ equity.
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