Accounting 230-Chapter 1: Overview of Corporations

Terminology
Equity: 
· Money that the shareholders bring to the corporation 
· Includes: Capital (money that shareholders initially bring to the company) & retained earning (income that hasn’t been distributed that will accumulate from one year to the other) 
Revenue: 
· Income comes from normal activities 
· Gain is revenue outside the normal course of operation (e.g. selling equipment at a profit) 
Assets: 
· Resource controlled by the company
· Company expects future economic benefits from the use or sale of the resource
· The event that gave the ownership of the resource to the company has already happened 

Ex.: 
Capital: $1M
Company distributed 70% of income to shareholders 
Year 1   + 100 000$ (70K in dividends & 30K in retained earnings) 
	Equity Y1: 1M + 30K in RE= 1.03M
Year 2   + 200 000$ (140K in div. & 60K in RE)
	Equity Y2: 1.09M
Year 3   + 50 000$ (35K in div. & 15K in RE)
	Equity Y3: 1.105M


Income: separate into two (dividend and and expenses) 
Financial Statements: 
· Statement of financial situation
· Statement of cash flow 
· Analyzes the inflow (sales) and outflow (bank loan reimbursement) of cash
· Gives information of cash 
· Statement of income/ of profit and loss  
· Analyzes the performance of a company 
· Revenue 
· Expenses 
· Gives information of results/profits 
· Statement of change and equity 
· How much 

3 categories of Business Activities: 
1. Financing 
a. Creditors (e.g. banks) 
i. Inflow: borrowing money
ii. Outflow: paying back loans 
b. Investors (e.g. issuing shares) 
i. Inflow: selling shares
ii. Outflow: paying dividends 
2. Operating 
a. eg. Sell/buy merchandise, wages, cost of goods, marketing cost
b. Cost & revenue associated with/necessary to the day to day workings of a business 
i. Inflow: Sales & customer collections
ii. Outflow: payment of business expenses 
3. Investing 
a. The act of acquiring assets for future economic benefit 
b. Buy/Sell property, plant, equipment (PPE)
c. Buy/Sell shares of other companies 


Financial statement users 
1. External users
a. Accounting info provided needs to be audited by auditor firms (3rd party) so as to ensure the info is regular, fair & meets legal requirement 
b. GAAP: General Accounting Admitted Principal 
c. E.g. Shareholders, creditors, journalists, rating agencies, other businesses, board of directors, potential investors, etc.
i. Shareholders own the company
1. Corporations may be either: 
a. Private w/ a single shareholder
b. Public w/ thousands of shareholders requiring a board of directors and listed on the stock market
ii. Creditors
1. Financial institutions
2. Suppliers, employees and various levels of government
iii. Regulators 
iv. Taxing authorities (CRA)
2. Internal users 
a. Managerial accounting information
i. Difference between budget and realization 
ii. How to manage the costs of products 

Forms of organization 
· Corporation 
· Main difference between the others is that it is its own legal entity. i.e. legally distinct from its owner(s).
· If the company is sued, the owner(s) personal assets are not at risk. 
· Debts of the business are incurred by the business, i.e. heads of the corp. are only responsible to pay from the extent of their investment 
· Proprietorship 
· Least expensive for costs to establish and maintain 
· Partnership 
· Moderately expensive to establish and maintain 


Financial reporting 
Statement of Income
· Measures performance of the company (measures the profit) 
· Common items
· Sales revenues (and other incomes) 
· Selling, general, and administrative expenses 
· Costs of goods sold 
· Amortization (amount something depreciates form one year to another), interest, and income tax expenses 
· RE (= opening RE + (Profit – Dividends))
· Earnings per share (EPS) 
Statement of Changes in Equity
· Provides detail on how each component of shareholder’s equity has changed over the period 
· Major components
· Share capital: 
· Represents the shares that have been issued by the company
· Usually stated at an amount equal to what was originally paid by investors for the shares
· Retained earnings 
Statement of Financial Position 
· Financial status of the company at a particular point in time
· Lists what is owned (assets) and what is owed (liabilities), measure net worth (shareholders’ equity)
· Basic Accounting equation: Assets = Liabilities + Shareholders’ equity
· Liquidity 
· Assets & liabilities are classified on the sT into current and non-current categories and are listed in order of liquidity  
· Liquidity: how quickly the company can turn the asset into cash 
· A common measure of liquidity is working capital
· Working capital = current assets – current liabilities 
· ST includes 
· Assets
· Current 
· Non-current 
· Liabilities
· Current 
· Non-current 
· Shareholder’s equity 
· Common shares (or share capital) 
· Retained Earnings  
· Must declare if the change is from an expense, revenue or DD
· Liabilities 
· It is a present obligation of the entity 
· The company expects to settle it through an outflow of resources that represent future economic benefits
· The obligation results from an event that has already happened 
Statement of Cash Flows
· Measures inflows & outflows of cash during a specific period of time
· Sections 
· Cash flows from operating activities
· Related to the company’s sale of goods/services 
· Cash flows from financing activities
· Transactions that either generate new funds from investors or return funds to investor 
· Cash flows from investing activities 
· [bookmark: _GoBack]Related to long-term assets 
Notes to the Financial Statements 
· More detail about specific referenced items
· Includes the Summary of Accounting Policies 
· Includes information about various segments of the company 
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