Accounting 230-Chapter 2: Double-analyzing transactions and their effects on financial ST

Accounting Standards
· Broad set of rules and guidelines used in the preparation of financial statements 
· IFRS (International Financial Reporting System)
· Responsibility of International Accounting Standards Board (IASB)
· ASPE (Accounting Standards for Private Enterprise) 
· Objective of IFRS and ASPE is to produce financial reports that are useful to statement users 
· Canadian Company Standards is the responsibility of Canadian Accounting Standards Board (AcSB) 
· AcSB & IASB focus on investors and creditors 

Conceptual Framework
· C.F is the underlying set of objectives and concepts that guide accounting standard-setting bodies in justifying new standards and revising old ones
· Frameworks are developed with the following objectives in mind:
· Assist organizations with developed reporting standards
· Assist accountants in how to account for items
· Assist users with interpreting financial statements 

Characteristics of useful info 
· Fundamental qualitative characteristics 
· Relevance
· Predictive value (future of the company)
· confirmatory value (past of the company)
· Materiality (absence of it could change decisions) 
· Faithfulness of representation 
· Completeness 
· Neutrality
· Freedom from error
· Enhanced qualitative characteristics
· Comparability 
· Verifiability 
· Timeliness (info published when it’s needed) 
· Understandability 
· Constraints 
· Cost 


Cash vs. Accrual Basis of Accounting 
· Under the Cash Basis: 
· Revenues are recorded when the cash is received. E.g.: 
	Transaction #
	SN LTD. (company)
	Cash Basis

	1
	Bought goods
10 000$ paid in cash
	Expense will be recorded (cash outflow)

	2
	Sold 12 000$
Services  credit to customers in 2 months 
	Revenue will not be recognized (no cash inflow)


· Expenses are recorded when the cash is paid
· Use this system for statement of cash flow 

· Under the Accrual Basis: 
· Revenues are recorded when they are earned in accordance with the revenue recognition criteria
· Expenses are recorded when they are incurred 
· Advantage: allows to calculate the result (earnings) 
· Use this system when preparing the income statement 
· Improves comparability with between systems 
· Disadvantage: uncertainty regarding the collectability of future cash flow 
	Transaction #
	SN LTD. (company)
	Accrual Basis

	1
	Bought goods
10 000$ paid in cash
	Expense will be recorded (cash outflow)

	2
	Sold 12 000$
Services  credit to customers in 2 months 
	Revenue will be recognized (no cash inflow)




Revenue Recognition 
· Criteria established stipulate when revenues should be recognized in the financial statements 
· Generally, recognition occurs when the earnings process is substantially complete
· Most common basis of recognition is related to the delivery of goods or services

Basic Accounting equations 
· Assets = Liabilities + Shareholders’ equity 
· Ending Retained Earnings = Operating RE + Net Income – Dividend  



Analyzing Transactions 
· Double-entry accounting 
· Every transaction effects at least two accounts 
· Each line must balance (assets = liab. + SE) 
· RE will be affected by changes in revenue, expenses and/or dividends 
	Assets = 

	Date
	Cash
	A/R
	Equip.
	Inv.
	Prepaid Ins.
	Land

	
	
	
	
	
	
	


· Use template/synoptic approach. E.g. 
	Liabilities + 
	SE 

	A\P
	Interest Pay.
	Bank Loan Pay.
	Common Shares
	RE
	R\E\DD

	
	
	
	
	
	





Depreciation of Assets 
· Shown as an expense
· Straight-line depreciation expense: 

Prepaid Expenses 
· An amount paid in advance of the coverage period is recorded as an asset (Prepaid expense) 
· As time passes, the coverage is consumed and is then recognized as an expense 

Accrued Expense
· Expenses that are recognized on the income statement in the period in which they are incurred, which is usually prior to the period in which they are paid in cash 

Accounting Equation Template
· Major limitations include
· The number of columns that can be included within the template 
· Lack of specific information regarding revenues, expenses & dividends 
· Good for small companies, but not for big 

Financial Statements
· So we can use the worksheet to prepare the financial statements: 
· Income statement
· Statement of changes in equity
· Statement of Financial position 
· Statement of cash flow 




Statement of Income
· Calculates profit (net income) 
· Dividends
· Are not expenses
· Are distributions of earnings to shareholders

Statement of Changes in Equity 
· # of Common shares issued 
· Share Capital—Common shares
· Retained earnings 

Classified Statement of Financial Position 
· Current assets & liabilities are distinguished from non-current ones 
· Inventory is always considered a current asset 

Cash Flow Statement 
· Measures the net cash position as a result of cash inflows/outflows in 3 activities
· Operating
· Investing
· Financing

Profitability ratios
· Profit margin ration:  (profitability of sales) 
· Return on Equity: *Important for S/H (profitability of Equity)
· [bookmark: _GoBack]Return on Assets:  
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