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Thank you for downloading a copy of these ExPress notes and | hope you
find them useful for your studies.

We provide these ExPress notes free of charge to individual students
Steve Crossman as part of our CSR initiatives. The notes are designed to help students
CEO The ExP Group assimilate and understand the most important areas for the exam as

quickly as possible.

A word of warning though in that they have not been designed to cover

everything in the syllabus so you should only use these notes for either

an overview of the key areas before you start your main studies or as part

of your final revision in the run up to your exams.

Importantly though, we want you to be successful in your exams so good
luck with your studies and please do let us know how you get on.

All the best,
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Financial stRnFeolea Wunt a r%ging a business and
reporting to shareholders.” A set of financial statemen{@ will nee produced at least annually for

presentation to external stakeholders, but gen]jlly much more frequently for management control

reeccomplete.book.a

A set of financial stat s is produced periodically (often once a year for smaller businesses but as
www-theexpagrotip.-com
urehof MW dl [ ]
¢ A statement of financial position, referred to by some people as a balance sheet. This lists
all the assets and liabilities of the business plus the equity of the business (which explains where

the assets and liabilities came from). The statement of financial position is a snapshot of the
assets and liabilities of a business at a moment in time.

¢ A statement of profit or loss and other comprehensive income. This shows all the gains
and losses that the business has experienced in the period. The statement of comprehensive
income is a record of what happened over a period to the net assets of a business.

¢ A statement of cash flows, which shows where the cash and short-term assets very similar to
cash came from and went do during the period. Income isn't always the same as cash, as we’'ll
see later.

¢ Notes to the financial statements, which give further detail to readers who want to know
more than the summary story.

Disclaimer: © 2020 The ExP Group. Individuals may reproduce this material if it is for their own private study use only. Written permission needs to be obtained

in advance if you are planning on using them on a training course you're delivering. Reproduction by any means for any other purpose is prohibited. These

materials are for educational purposes only and so are necessarily simplified and summarised. Always obtain expert advice on any specific issue. Refer to our P 4
full terms and conditions of use. No liability for damage arising from use of these notes will be accepted by the ExP Group. age
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ASSETS $ $

Non-current assets

License to operate 10,000
Land and buildings 35,000
Office equipment 20,000
Motor vehicles 30,000
Fixtures and fittings 10,000

105,000

Current assets

Inventory 20,000

~-Preview.pages
Free complete book at

Cash at bank 3,000

www.theexpgroup.com

Total assets 146,000

EQUITY AND LIABILITIES
Capital
Initial capital introduced 30,000

Total cumulative comprehensive income at 1 July 20x0 85,700

Less: Cumulative withdrawals at 1 July 20x0 (24,000)
Total equity at 1 July 20x0 91,700
Total comprehensive income in the current period 16,000
Withdrawals in the current year (8,000)
Total equity at 30 July 20x1 99,700

Disclaimer: © 2020 The ExP Group. Individuals may reproduce this material if it is for their own private study use only. Written permission needs to be obtained
in advance /fyou are planning on using them on a training course you're delivering. Reproduction by any means for any other purpose is prohibited. These
materials are for educational purposes only and so are necessarily simplified and summarised. Always obtain expert advice on any specific issue. Refer to our
full terms and conditions of use. No liability for damage arising from use of these notes will be accepted by the ExP Group.
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Non-current liabilities

Bank loans 32,000

Current liabilities

Bank overdraft 3,300
Trade payables 8,000
Accruals 3,000
Total liabilities 46,300
Total equity and liabilities 146,000

Principal features of the statement of financial position:

e It balances, with the total assets equaling equity (i.e. owner’s interest) plus liabilities

. = PLeVIeW- RPaAYeS
e Non-current assets and liabilities are ongs that are expected go remain on the SQFP next year
Free-complete-book at

A SOFP may be rearrang into @ number of ways. As above shows:
www:theexpgroup.com
|
Equally validly therefore:
Total assets — total liabilities = Equity

Given that equity = capital + cumulative profit — cumulative withdrawals, then the equation could be
written in any number of ways such as:

Total assets — total liabilities = Capital + cumulative profit — cumulative withdrawals
Or
Cumulative profit = Total assets — total liabilities — capital + cumulative withdrawals.

This is sometimes called the “accounting equation” and often comes up in the FA exam. The task is to
drop in the figures that you know and find the missing figure, whatever it might be.

Disclaimer: © 2020 The ExP Group. Individuals may reproduce this material if it is for their own private study use only. Written permission needs to be obtained
in advance /fyou are planning on using them on a training course you're delivering. Reproduction by any means for any other purpose is prohibited. These
materials are for educational purposes only and so are necessarily simplified and summarised. Always obtain expert advice on any specific issue. Refer to our
full terms and conditions of use. No liability for damage arising from use of these notes will be accepted by the ExP Group.
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$ $
Sales revenue 154,000
Cost of sales (100,000)
Gross profit 54,000
Distribution costs (11,000)
Admin and selling expenses (22,000)
Operating profit 21,000
Less: Finance costs (1,000)
Profit before tax 10,000

(2,000)

~--Preview pages

Other comprehensive income:
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at may be required in the exam to calculate revenue, cost of sales, gross profit and total
comprehensive income from given data.

www.theexpgroup.com

are very large or arise from an unusual, often non-recurring, source. Typical examples might be write-
off of an unusually large debt as irrecoverable, or business relocation costs. Disclosing it separately
allows readers of the accounts a more in-depth understanding of what the business is doing.

There are five elements of financial statements, from which all financial statements are produced.
These definitions are very useful throughout your ACCA studies and could easily be part of a question in
paper FR.

Disclaimer: © 2020 The ExP Group. Individuals may reproduce this material if it is for their own private study use only. Written permission needs to be obtained
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e An asset is a resource that is controlled by an entity as a result of past events and from which
future economic benefits are expected to flow to the entity.

e A liability is a present obligation of the entity arising from past events, the settlement of which
is expected to result in an outflow from the entity of resources embodying economic benefits.

e Equity is the residual interest in the assets of the entity after deducting all its liabilities.
Depending on the type of business, this may be called just capital (sole trader), partners’ current
account (partnership) or share capital and reserves (for a limited company). For a limited
company, reserves show the net cumulative gains above cumulative losses, less all dividends
paid. This therefore explains the difference between what the net assets were when the share
capital was originally paid in and what the net assets are at the reporting date.

e Inc inceease ingeMngaic bepefits duging thegaccouatin rioddin the form of inflows
ore e:F] ¥ ' liabi é in equity, other than
those relatirlg to ContribUtions equity partilp .
Free-complete-book-at
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than those relating to distributions to equity participants.
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happened.

An increase in net assets of a business will come from a mixture of these sources:

e Total comprehensive income made in the period (a profit will increase net assets)
e New capital introduced by the owner (will always increase net assets)
e Withdrawals made in the period (will always reduce net assets).

This is sometimes called the accounting equation or the business equation. It can be summarised:

Closing net assets = Opening net assets + total comprehensive income in the period + new capital
introduced in the period — withdrawals in the period.

Disclaimer: © 2020 The ExP Group. Individuals may reproduce this material if it is for their own private study use only. Written permission needs to be obtained
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This is also a frequent exam question, with some figures given and the others having to be deduced.

Remember that net assets = equity + liabilities, by definition. So net assets may be given in a question
separately as equity and liabilities.

Even with a sole trader (a person who runs a business on their own, but the business has never been
set up formally to be a separate legal identity), there is a distinction between personal income/ expenses
and business income/ expenses. The accounts will largely be maintained so that the sole trader can
report business profits to the tax authority. Personal expenditure such as personal holidays is not
deductible against tax! The accountant will therefore only record transactions that are considered to be
legitimate business transactions; personal transactions will be ignored. In smaller businesses, one of the
first steps when producing accounting records for clients is to separate the business transactions from
the personal, as the latter will not be recorded anywhere.
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accounts for the tax
authority

Must produce
accounts to file with
the commercial
register

Business name

Can offer shares to
the public?

Equity part of the
SOFP

No

Normally just the
name of the owner
“trading as” the
name of the business

No

Initial capital
Cumulative profit
Cumulative
withdrawals

and an unlimited

Yes

Must end Ltd (if
private limited
company) or plc (if
public limited
company)

Yes, if a plc. No if
Ltd.

Share capital
Reserves:
(revaluation reserve,
retained earnings,
etc).
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