Overview of the Statement of Financial Position:
· Statement of Financial Position: Provides a snapshot of a company’s financial position at a particular point in time
· Assets = Liabilities + Equity
· Economic Resources Controlled = Economic Resources Borrowed + Economic Resources Contributed by Shareholders
· Statement Sections:
· Assets
· Current Assets: Assets that will turn into cash within one operating cycle or one year (Whichever is longer)
· Noncurrent Assets: Assets that will not turn into cash within one operating cycle or one year
· Monetary vs. Non-monetary assets:
· Monetary assets: Money itself or claims to future cash inflow that is fixed or determinable in amount and timing
· Cash, AR, NR, Investments
· Non-monetary assets: Assets that generate cash but do not directly result in cash
· Inventory, PPE, Intangibles
· The classification of assets depends on both the nature of the item and use to which it is put
· Ex: Land used as factory site is classified as PPE
· Ex: Idle land and facilities that have been withdrawn from production are classified as other assets
· Ex: Land owned by a realty company and held for sale is classified as a current asset
· Liabilities
· Current Liabilities: Liabilities that will be paid off within one year or one operating cycle (Whichever is longer)
· The current maturing portion of long-term debt is classified as a current liability
· Noncurrent Assets: Liabilities that will not be paid off within one year or one operating cycle
· Obligations arising from specific financing situations
· Bonds Payable, leases, Notes payable
· Obligations arising from the ordinary enterprise operations
· Pensions, Future income taxes payable
· Obligations that depend on the occurrence or non-occurrence of one or more future events to confirm the amount payable, the payee or the date payable
· Warranties, Other contingencies
· Shareholder’s Equity
· Paid in on capital shares
· Preferred
· Common
· Contributed Surplus: Premiums on shares issued and capital donations
· Retained Earnings
· Accumulated Other Comprehensive Income: Unrealized gains and losses on certain investments or any other gains or losses not included in net income
Additional Info - Financial Position (Notes):
· Contingencies and Provisions: Events that involve uncertainty as to possible gains or losses
· Litigation
· Contractual Situations: Contracts and Negotiations that could affect finances
· Essential provision of lease contracts
· Pension obligations
· Stock options
· Subsequent Events: Events that occur after the fiscal year end but before financial statements are prepared
· Valuations and Accounting Policies: Methods that the company uses to evaluate it’s finances like depreciation methods
Uses and Limitations - Financial Position:
· Uses of the Statement of Financial Position:
· Liquidity: The amount of time that is expected to elapse until an asset is realized or otherwise converted into cash or until a liability has to be paid
· Solvency: The ability of an enterprise to pay its debts and related interest
· Financial Flexibility: The ability of an enterprise to take effective action to alter the amounts and timing of cash flows so it can respond to unexpected needs and opportunities
· Limitations of the Statement of Financial Position
· Current value is not reflected
· Rather historic value
· Estimates and judgements must be used
· In determining the collectability of receivables
· In assessing the sale ability of inventory
· In determining the useful lives of long-term assets
· Omits many items that are of financial value to the business
· Assets: The value of a company’s human resources and research and development are not reported
· Some liabilities and commitments: Leases and certain contractual arrangements are reported in an off balance sheet manner
The Structure of the Statement of Cash Flows:
· Statement of Cash Flows:
· Provides answers to the following important questions
· Where did the cash come from
· What was cash used for
· What was the change in the cash balance
· Why is Cash Important:
· Free Cash Flow = Net cash provided by operating activities less capitals expenditures and dividends
· The amount of discretionary cash that a company has for purchasing additional investments, retiring debt, or simply adding to its liquidity
· Sections:
· Operating Activities: Principal revenue producing activities (Affect current asset, current liability, revenue, and expense accounts)
· Inflows:
· Cash received from customers
· Dividends received or interest on investments
· Outflows:
· Purchase of inventory
· Operating Expenses
· Income Taxes
· Interest on liabilities
· Dividends to Shareholders
· Only under IFRS, not ASPE
· Investing Activities: Activities that increase or decrease the long-term assets available (Affect short-term investment and long-term asset accounts)
· Inflows:
· Sale or disposal of PPE
· Sale or maturity of investments in securities
· Dividend or interest on investments
· Only under IFRS, can also be under operating
· Outflows:
· Purchase of PPE
· Purchase of investments in securities
· Financing Activities: Related to raising external sources of funds from owners and creditors (Affect short term notes, long-term liability, and shareholders’ equity accounts)
· Inflows:
· Borrowings on notes, mortgages, bonds
· Issuing Shares to Owners
· Outflows:
· Repayment of principal to creditors
· Repurchasing shares from owners
· Dividends to owners
· Interest paid on liabilities
· Only under IFRS, can also be under investing
· Total Cash Generated and Available cash
· The ending balance must agree with the ending balance on the statement of financial position
· IFRS vs. ASPE
· Dividend or interest received on investments
· IFRS: Operating/investing
· ASPE: Operating
· Dividend Paid to Shareholders
· IFRS: Operating/Financing
· ASPE: Financing
· Interesting paid on debts
· IFRS: Operating/Financing
· ASPE: Operating
· Relationship to the Statement of Financial Position
· Current Assets
· Operating
· Investing
· Noncurrent Assets
· Investing
· Current Liabilities:
· Operating
· Financing
· Noncurrent Liabilities
· Financing
· Shareholders’ Equity
· Financing
· Relationship to the Statement of Income:
· Sales (Operating)
· COGS (Operating)
· Wages Expense (Operating)
· Supplies Expense (Operating)
· Depreciation Expense (Investing)
· Amortization Expense (Investing)
· Loss on Disposal of asset (Investing)
· Gain on Disposal of assets ( Investing)
· Interest Expense (Operating)
· Interest Revenue (Operating)
· Income Taxes (Operating)
Steps for Preparing Statement of Cash Flows:
· Step 1: Cash flow from operating Activities: Net income must be converted from an accrual basis to a cash basis
· Indirect Method: Start with net income and then reconcile
· Net Income
· Add non-cash expenses
· Add Loss on sale of asset
· Deduct Gain on sale of asset
· Deduct increase in current asset account
· Add decrease in current asset account
· Add increase in current liability account
· Deduct decrease in current liability account
· Direct Method: Not used in this course
· Step 2: Cash Flow from Investing Activities
· Cash Flows from Investing Activities
· Add Proceeds from sale of capital assets
· Deduct Purchases of capital assets in cash
· Use Income Statement and Long-term Assets in the Balance Sheet
· Some current assets and non-current assets in the statement of financial position
· Depreciation expense and gain/loss of PPE disposals in the statement of income
· Step 3: Cash Flow from Financing Activities
· Cash Flows from Financing Activities:
· Add issuance of common shares for cash
· Deduct retirement of common shares for cash
· Add Issuance of long-term liability for cash
· Deduct Retirement of long-term Liability for cash
· Deduct Dividends Paid, not just declared
· Use Income Statement and Long-term Liabilities and Shareholders’ Equity in the Balance Sheet
· Dividends payable, some short-term liabilities, long-term liabilities, and shareholders’ equity
· Step 4: Combine the above three Together
· Add them all together
· Determine increase/decrease in cash
· Ensure cash balances with balance sheet
· Additional Disclosures in the Statement of Cash Flows
· Required Supplemental Information: Significant non-cash investing and financing transaction do not involve cash
· Ex:
· Purchase of building with a mortgage
· Conversion of long-term debt to common shares
· Acquisition of property through issuance of shares or through exchange for other property
· Disclosed at the bottom of the statement of cash flows
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