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This presentation contains information, in addition to the material prepared and provided by the professor, from:

1. Financial Accounting, David Spiceland, 6th Ed., McGraw-Hill

2. Intermediate Accounting, David Spiceland, 11th Ed., McGraw-Hill

3. Intermediate Accounting, Donald Kieso, 18th Ed., Wiley

4. Other: Official Websites
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ANNUAL REPORT

1. A formal report on a company's performance in the preceding year.

2. A public company produces an annual report for its stockholders, the people and other institutions.

3.The Securities and Exchange Commission (SEC), a U.S. government agency, requires a public company to keep

stockholders informed regularly on the state of its business.

4. It reports how the company did financially and often explains the scope of its business mission and management

philosophy.

10 K
Report filed annually by a publicly-traded company about its financial performance and is required by the 

U.S. Securities and Exchange Commission

1. Financial Statements

2. Notes to Financial Statements
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INCOME STATEMENT

➢ Reports the result of the operations of a company for a period.

Elements:

➢ Revenues: inflows from operations and increase equity

➢ Expenses: outflows or cost to generate revenues and decrease equity

➢ Gains: incidental activity (e.g. sale of non currents asset) and increase equity

➢ Losses: incidental activity (e.g. sale of non currents asset) and increase equity
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INCOME STATEMENT

Limitations
➢ Historical Data

➢ Uses of Estimates

➢ Uses different methods for similar transactions
➢ Omits information that cannot be quantified (e.g. employee efficiency)

➢ Determine revenues and expenses

➢ Determine Income from operations

➢ Determine Net Income/Loss

➢ Determine Earning per share

➢ Reports the result of the operations of a company for a period.

Purposes
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INCOME STATEMENT

Form and Content
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INCOME STATEMENT: Multiple Steps
ABC INC. 

INCOME STATEMENT 

FOR THE PERIOD ENDED DECEMBER 31, 2000 

 

Net Revenues        400,000 

Less: Cost of Goods Sold     (316,000) 

Gross Profit          $ 84,000 

 

Operating Expenses 

Selling: 

Salaries    22,000 

Advertising    1,000 

Traveling    1,000 

Rent     1,000 

Depreciation    1,000 

Property Tax    1,000 

Bad debt Expense   0 

Insurance    1,000 

Telephone     1,000 

Repairs and Maintenance  0 

Internet    1,000 

Miscellaneous    200     (30,200) 

Administrative: 

Salaries    30,000 

Traveling    1,000 

Rent     1,000 

Depreciation    2,000 

Property Tax    1,000 

Insurance    1,000 

Telephone    1,000  

Repairs and Maintenance  0 

Internet    130 

Miscellaneous    130     (37,260) 

 RESEARCH & DEVELOPMENT 0 

 

OPERATING INCOME       $16,540 

  

Other Revenues and Gains 

Interest Revenue   100 

Dividend Revenue   100 

 Rent revenue    100 

 Gain on sale Equipment  500     800 

Other Expense and Losses 

 Interest Expense   1,000 

 Loss on sale Land   700     (1,700) 

 

INCOME BEFORE TAX         15,640 

 Income Tax Expense        (3,440) 

 

INCOME FROM CONTINUING OPERATIONS     $12,200 

  

Discontinuing Operations: 

 Operating Loss from Segment X      (0)  

 Loss on Disposal Segment X       (0) 

  

NET INCOME         $12,200 

Earnings Per Share 

  Basic         $.14 

  Diluted        $.12 
 

ABC INC.

INCOME STATEMENT

FOR THE PERIOD ENDED DECEMBER 31, 2000

Revenues

Sales/Service revenue $20,000

Expenses

Rent expense 1,000

Salaries expense 1,000

Advertising Expense 1,000

Utilities expense 1,000

Interest expense 1,000

Total expenses 5,000

Net income $15,000

INCOME STATEMENT: Single Step
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INCOME STATEMENT

RELATED KEY CONCEPTS

Cash Basis

➢ Includes revenues received only in cash

➢ Includes expenses that are paid only in cash

Tax Basis
➢ Objectives of Financial Reporting (provide useful information) and Tax Reporting differ (collect funds).

➢ The time to recognize income and expenses differs.

Accrual Basis

➢ Includes income received in cash and pending to receive (earned)

➢ Includes income received in cash and pending to paid (incurred)
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BALANCE SHEET

➢ Reports a company’s financial position at specific date.

➢ Informs about assets, liabilities, and shareholders’ equity.

Elements:
➢ Assets: company recourses

❖ current and non current

❖ Tangible and intangible

❖ Liquidity order (descending)

➢Liabilities: obligations

❖ current and non current

➢Equity: residual interest

❖ Capital stock (shares)

❖ Retained Earnings
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Purposes

BALANCE SHEET

➢ Reports a company’s financial position at specific date.

➢ Informs about assets, liabilities, and shareholders’ equity.

➢ Liquidity: the ability of a company to convert its assets to cash

➢ Long-term solvency—whether a company will be able to pay its long-term debts

Limitations
➢ Historical Data

➢ Uses of Estimates

➢ Uses different methods for similar transactions
➢ Omits information that cannot be quantified (e.g. employee efficiency)
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Form and Content

BALANCE SHEET
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BALANCE SHEET
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CASH FLOWS
➢ Informs about the uses and sources of cash

➢ Operating: 
❖ Received cash form clients: sales and services (+)

❖ Paid cash: (-)

▪ Inventory

▪ Expenses

▪ Taxes

▪ Interest

Activities:

➢ Investing
❖ Cash received from sale of non current assets (+)

❖ Cash paid from purchased of non current assets (-)

➢ Financing

❖ Cash received from sale of shares (+)

❖ Cash received from loans (+)

❖ Cash paid to buy own shares (-)

❖ Cash paid for payment of loans (-)

❖ Cash paid for dividends (-)

Non Cash Transaction
➢ Investing and Financing

➢ Activities that do not involve cash

➢ Reported on the face of the statement of cash flows
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CASH FLOWSDirect Method
➢ Direct Cash Effect is reported

Indirect Method
➢ Cash effect is derived from Net Income
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CASH FLOWS

Limitations

➢ Does not present the liquidity of the company

➢ Does not provide projections on future cash flows

Purposes

➢ Reports about the uses and sources of cash

➢ Reports activities: operating, investing and financing
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FINANCIAL STATEMENTS

Revenues

Service revenue $20,000

Expenses

Rent expense 1,000

Salaries expense 1,000

Advertising Expense 1,000

Utilities expense 1,000

Interest expense 1,000

Total expenses 5,000

Net income $15,000

Income Statement

Current Assets

Cash $20,000

Account Receivable 10,000

Inventory 20,000

Non-Current Assets

Land 50,000

Total Assets $100,000

Current Liabilities

Account Payable 5,000

Salaries Payable 5,000

Non-Current Liabilities

Notes Payable 30,000

Total Liabilities $40,000

Stockholder's Equity

Capital Stock 45,000

Retained Earnings 15,000

Total Stockholder's Equity $60,000

Balance Sheet

Operating Activities

Cash inflows $10,000

Cash ouflows 5,000

Net Cash Flows 15,000

Investing Activities

Cash inflows 2,000

Cash ouflows 1,000

Net Cash Flows 1,000

Financing Activities

Cash inflows 20,000

Cash ouflows 16,000

Net Cash Flows 4,000

Cash at end of the period $20,000

Cash Flows
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Capital Stock Retained Earnings Total Stockholder's Equity

Beginning Balance                                     $0 $0 $0

Issuance of Stock                                       $45,000 $45,000

Add: Net Income $15,000 $15,000

Less: Dividends ($0) ($0)

Ending Balance $45,000 $15,000 $60,000

CHANGES IN STOCKHOLDER'S EQUITY

FINANCIAL STATEMENTS
ABC CORP

Changes in Equity

For the period ended 12/31/xxxx



Statement of Stockholders’ Equity

Common Stock (external capital) 

+ 
Retained Earnings (internal capital)

Stockholder's Equity

Capital Stock $45,000

Retained Earnings (From Net Income) 15,000

$60,000
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Includes gains and losses excluded from the Income Statement.

COMPREHENSIVE INCOME
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OTHER COMPREHENSIVE INCOME 

NET INCOME 

+

=

COMPREHENSIVE INCOME 

Comprehensive Income
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NOTES TO FINANCIAL STATEMENTS
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Role of an External Auditor

➢ Express an opinion on the veracity of the Financial Information and the compliance with US GAAP.

Types of Opinions
➢ Unqualified opinion

➢ Qualified opinion

➢ Disclaimer of opinion

➢ Adverse opinion

“Our responsibility is to express an opinion on these financial statements based on our audits”.

Certified Public Accountants (CPA)

➢ State License

➢ Independent professional
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Enron

WorldCom

Xerox

Accounting Scandals

Sarbanes-Oxley Act (SOX 2002)
➢ U.S. law: set new requirements for all U.S. public company boards, management and public accounting firms.

➢ Supervise the audits of public companies to protect the interests of stakeholders.

PUBLIC COMPANY ACCOUNTING OVERSIGHT BOARD (PCAOB)
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