Lecture Notes: Chapter 1 

· The purpose of financial statements if to report to internal and external users.
Exercise 1:
1. Creditor, External
2. CRA, External
3. Labour Union, External
4. Marketing Manager, Internal
5. Investor, External
6. CFO, Internal
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Forms of Business Ownership
· Proprietorship
· Owned by one person
· Owner has control over business
· No compliance, his or her interest to prepare income statements
· May need to hire auditor to prepare financial statements 
· Owner is responsible to pay taxes
· Partnership
· Owned by more than one person
· Each person has unlimited liabilities
· Taxes are shared between partners
· Corporations
· Separate legal entity owned by shareholders 
· Ease of raising capital
· Public if shares are publicly traded
· Private if shares are not available to the general public


Generally Accepted Accounting Principles (GAAP)
· Must submit audited financial statements
· Different for publically traded and private corporations
· For private enterprises ASPE is used
· Going concern assumption: states that a company or corporation will continue over its useful life.
· Underlying expectations and assumptions
· Organizations follow accrual bases of accounting follows revenue recognition principle and matching principle
· Any revenue that has been earned needs to be recognized as revenue
· Purpose of an income statement is to summarize a result of a company’s income at the end of a period
· Purpose of an income statement is to record the operation result and the performance of operation, using revenue and expenses
· Asset: Any economic obligation that is owned and has future benefit
· Liability: Any economic obligation that is a sacrifice
· Expenses: used up parts of the assets used frequently 
· Owners’ Equity: owners claim, how much an owner has invested in the business.
· Dividend:  retained earnings

Income Statement
· *See Example

Statement of Changes in Equity
· Changes in shares
Common shares, beginning of period + Common Shares – Common shares repurchased = Common shares end of period
· Changes in Retained Earnings
Retained earnings beginning of period + Net Income or Loss – Dividends Declared = Retained earnings

Statement of Financial Position
· Assets: resources owned or controlled by a business
· Liabilities: claims of lenders and another creditor’s 
· Shareholders’ equity: claims of shareholders
· Accounting equation
Assets= Liabilities + Shareholders’ Equity
· * See Example

· Order of Preparation of statements
1. Income Statement
2. Statement of Owners Equity
3. Statement of Financial Position
4. Statement of Cash Flows

Statement of Cash Flows
· Reports the effect on cash of the company’s 
· Operating activities
· Investing activities
· Financing activities
· Shows the net increase or decrease in cash for the period

Exercise 2:
1. Sold goods on account: operating, no effect
2. Borrowed money from the bank: financing, positive
3. Purchased inventory for cash: operating, negative
4. Provided service for cash: operating, positive
5. Paid salaries for cash: operating, negative
6. Purchased a delivery truck for cash: operating, negative
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