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The Classified Statement of Financial Position
and Related Disclosures
Concept Self-check
1. Economists define wealth as an increase or decrease in the entity’s ability to purchase goods and services. Accountants use a more specific measurement—they consider only increases and decreases resulting from actual transactions. If a transaction has not taken place, they do not record a change in wealth.
2. Financial statements are primarily intended for external users.
3. Assets and liabilities are classified as either current or non-current. The current asset category includes accounts whose future benefits are expected to expire within one fiscal year. Non-current assets consist of PPE, long-term investments like shares of another corporation, and intangible assets like patents. Current liabilities consist of amounts due within one-year on borrowings, accounts payable, and accruals like income taxes payable. Non-current liabilities include items like long-term borrowings. Shareholder’s equity is divided into share capital and retained earnings.
4. Current assets are those resources that the entity expects to convert to cash or consume in the upcoming fiscal year or operating cycle, whichever is longer.
5. Non-current assets are assets that will be useful for more than one year or more than one operating cycle, whichever is longer.
6. Current liabilities are obligations that must be paid within the next fiscal year. or normal operating cycle, if this is longer than the fiscal year.
7. Non-current liabilities are borrowings that do not require repayment for more than one year or for more than one operating cycle, whichever is longer.
8. Notes to the financial statements provide relevant details that are not included in the body of the financial statements, like repayment terms of borrowings and depreciation rates of plant and equipment. Notes usually also disclose items like significant accounting policies and assumptions used to prepare the financial statements. 
9. The auditor’s report is a structured statement issued by an independent examiner, usually a professional accountant, who is contracted by the company to report the audit’s findings to the company’s board of directors. An audit report provides some assurance to present and potential investors and creditors that the company’s financial statements are trustworthy. Therefore, it is a useful means to reduce the risk of their financial decisions. 


Concept Self-check continued
10. The report describes management’s responsibility for the accurate preparation and presentation of financial statements. This statement underscores the division of duties involved with the publication of financial statements. It clearly states that management is responsible for preparing the financial statements, including estimates that underlie the accounting numbers.
11. The economic resources of Big Dog Carworks Corp. are its assets: cash, accounts receivable, inventories, prepaid expenses and property, plant and equipment.
12. The financial statements are the statement of financial position, the income statement, the statement of changes in equity, and the statement of cash flows. Notes to the financial statements are also included. The statements report the financial position of the company at year-end, the results of operations for the year, changes in share capital and retained earnings, sources and uses of cash during the year, and information in the notes that is not quantifiable or that provides additional supporting information to the financial statements.
13. Fundamentally, accounting measures the financial progress of an entity. The purpose of financial statements is to communicate information about this progress to external users, chiefly investors and creditors.
14. ASSETS = LIABILITIES + SHAREHOLDERS’ EQUITY
$284,645 = 241,145 + 43,500.
15. Net assets equal $43,500 ($284,645 – 241,145). Net assets is synonymous with shareholder’s equity. They represent the amount of total assets attributable to the shareholders after taking into account the claims of creditors.
16. The individual assets of Big Dog Carworks Corp. as shown on the statement of financial position are cash, accounts receivable, merchandize inventories, prepaid expenses, and property, plant, and equipment. Its liabilities are borrowings, accounts payable, and income taxes payable.
17. GAEB permit the accountant to report financial information more fairly, objectively, comparably, and relevantly to outside parties who rely on this information. For instance, the use of accrual accounting allows the activities of the company to be divided into meaningful time periods that facilitate the timely analysis of financial performance.
18. Note 3(g) refers to materiality as a consideration in the estimates and assumptions used to recognise assets, liabilities, income, and expenses. The fact that all figures are rounded to the nearest dollar is an application of materiality.
19. Big Dog Carworks Corp. uses the accrual basis of accounting because it records items such as accounts receivable, inventory, and accounts payable.
20. Per Note 3(d), property, plant, and equipment are depreciated on a straight-line basis over their estimated useful lives. Land is not depreciated.


Concept Self-check continued
21. The president’s salary is payment for work already done, not for work that will be done. It is likely true that some work the president has done will benefit future periods, but this benefit is too difficult to quantify and involves too much uncertainty to record it as an asset.
22. a. Current asset accounts: Per Note 3(a), revenue and expenses are accrued. This will give rise to current assets like accounts receivable, prepaid expenses, accounts payable, income taxes payable, and accrued liabilities.
b. Non-current asset accounts: Per Note 3(d), PPE are depreciated at various rate. This would require yearly adjustments to the accounts.
c. Current liability accounts: income taxes payable are adjusted at the end of the period to reflect the estimated amount of taxes incurred for the period. All expenses that are incurred but not yet paid are added to the unrecorded accrual accounts. Examples are salaries payable for partial periods and interest owed but not yet paid.
d. Non-current liability accounts: borrowings must be analyzed to determine current and non-current amounts, as shown in Note 5.
23. The accounting process is generally as follows and likely applies to BDCC:
a.	Transactions are analyzed and recorded in the general journal.
b.	The general journal entries are posted to the general ledger accounts.
c.	The equality of debits and credits is established by the trial balance.
d.	The account balances are analyzed, and adjusting entries are prepared.
e.	The adjusting entries are posted to the general ledger accounts.
f.	An adjusted trial balance is prepared to prove the equality of debits and credits.
g.	Closing entries are prepared from the worksheet.
h.	Closing entries are posted to the general ledger.
i.	A post-closing trial balance is prepared.
24. The statement of financial position is classified in order to facilitate the analysis of its information. For instance, comparing amounts that will be needed to be satisfied within the upcoming year (current liabilities) with resources available to satisfy these claims (current assets) allows readers to assess the relative ability of the corporation to meets its short-term obligations as they become due.
25. Big Dog Carworks Corp. makes it easier to compare financial information from period to period by presenting comparative annual financial data for two years.
26. The auditor is H. K. Walker, Chartered Professional Accountant. The audit report states that the financial statements of BDCC have been examined in accordance with generally accepted auditing standards. It also states that, in the auditor’s opinion, the statements present fairly the financial position of BDCC and the results of its operations and changes in financial position for the year ended December 31, 2020. There are no concerns raised in the report.


Concept Self-check continued
27. The auditor’s report indicates that GAEB have been consistently applied in BDCC’s financial statements (see last sentence of the report).
28. Management’s responsibilities for financial statements are to:
a. Ensure that they are prepared in accordance with GAEB, in this case International Financial Reporting Standards.
b. Ensure their integrity and objectivity.
c. Establish a system of internal controls to safeguard assets and produce reliable accounting records.
Though the financial statements are produced under the direction of management, they belong to the shareholders. Shareholders are the beneficial owners of the company.
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	Statement of Financial Position
	At December 31, 2018

	Assets
Current 
	Cash	$20
	Accounts receivable	100
	Notes receivable	40
	Prepaid insurance	30
	Unused supplies	   10
		Total current assets		$   200
Property, plant, and equipment
	Land	2,000
	Building	1,000
	Equipment	  500
		Net property, plant, and equipment		     3,500
Total assets		$3,700

	Liabilities
Current 
	Accounts payable	$200
	Bank loan	500
	Salaries payable	   60
		Total current liabilities		$   760
Non-current
	Mortgage payable		   1,500
		Total liabilities		2,260

	Shareholders’ Equity
	Share capital	1,200
	Retained earnings	  220
		Total shareholders’ equity		     1,440
Total liabilities and shareholders’ equity		$3,700



CP 4–2
Oregon Corporation
Statement of Financial Position
At October 31, 2018

Assets
Current
	Cash	$2
	Accounts receivable	5
	Inventories	 3
		Total current assets		$ 10
Non-current investments		4
Property, plant, and equipment
	Land	200
	Buildings	10
	Equipment	  5
		Net property, plant, and equipment		    215
Total assets		$229

Liabilities
Current
	Accounts payable	 $30
	Current portion of mortgage payable	  4	
		Total current liabilities		 $34
Non-current
	Mortgage payable		 6
		Total liabilities		40

Shareholders’ Equity
Share capital	100
Retained earnings (balancing figure)	   89
	Total shareholders’ equity		  189
Total liabilities and shareholders’ equity		$229
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1. Equipment is always an asset and in this case non-current asset, as its useful life is likely greater than one fiscal year. Cash is almost always a current asset. Short-term investments are current assets because they are readily marketable, by definition. Notes receivable should be divided into current and non-current portions. Unused supplies are likely current assets, as they are generally used in the next fiscal year. The bank loan is a liability divided into current and non-current portions as indicated. Salaries payable is likely a current liability, as these will be paid in the next fiscal year in all likelihood. The last line on the statement of financial position should read “Total Liabilities and Shareholders’ Equity”. The statement of financial position lists a building account but not a land account. Sometimes a company owns a building without owning land, but it is more likely that these two assets should have been separated when they were acquired. The building (or land and building) is correctly shown as a current asset as it was sold within one fiscal year of the statement of financial position date. A note to the financial statements would be needed to explain why this item is treated in such an unusual manner. Retained earnings should be shown in the shareholders’ equity section.
3. Additional disclosure should be considered for (see BDCC notes in text):
– treatment of capitalised borrowing costs, if any
– valuation bases for non-current assets, share capital, and inventory
– depreciation rates for plant and equipment
– details about cost and accumulated depreciation amounts for property, plant, and equipment
– details about debt, including basis of valuation, interest rates, due dates, any assets securing the debt, repayment amounts and intervals, and when terms will be re-negotiated
– details about share capital.



P 4-1 continued
2. 
		Abbey Limited
		Statement of Financial Position
		At November 30, 2018
Assets
Current
	Cash	$ 1,000
	Short-term investments	2,500
	Notes receivable	5,000
	Merchandize inventory	3,000
	Unused supplies	     100
	Building*	12,000
		Total current assets		$23,600
Non-current notes receivable		1,000
Property, plant, and equipment
	Equipment	2,000
	Truck	   1,350
		Net property, plant, and equipment		  3,350
Total assets		$27,950
Liabilities
Current
	Bank loan	$   400
	Accounts payable	5,600
	Notes payable	500
	Salaries payable	  250
	Current portion of mortgage payable	2,000
		Total current liabilities		$  8,750
Non-current 
	Bank loan	600
	Notes payable	1,500
	Mortgage payable	   4,000
		Total non-current liabilities		    6,100
			Total liabilities		14,850
Shareholders’ Equity
Share capital	11,100
Retained earnings	  2,000
	Total shareholders’ equity		   13,100
Total liabilities and shareholders’ equity		$27,950
*Land may need to be separated out


P 4-2
1.	
				2018	2017
		Opening retained earnings 
		(2018: given; 2017: derived)		$  2,000		$  1,000
		Net income (derived)		6,000		1,000
		Dividends (given)		(1,000)		(-0-)
		Ending retained earnings (needed to balance)	$7,000		*$2,000
* Retained earnings at the end of 2017 must be the same as the amount at the start of 2018 ($2,000).
2. 		Joyes Enterprises Ltd.
Statement of Financial Position
At December 31, 2018
($000)

Assets
	Current 		2018	2017
		Cash		$  2,000		$  1,000
		Accounts receivable		5,000		3,000
		Merchandize inventory		19,000		24,500
		Prepaid insurance		  1,000		1,000
		Notes receivable		    1,500		2,000
		Total current assets		  28,500		31,500
	Non-current notes receivable		    1,500	        -0-
	Property, plant, and equipment
		Land		5,000		5,000
		Buildings		24,000		20,000
		Equipment		  16,000		12,000
		Net property, plant, and equipment		  45,000		37,000
	Total assets		$75,000		$68,500

Liabilities
	Current liabilities
		Bank loan*		$ 1,000		$      -0-
		Mortgage payable*		2,000		2,000
		Accounts payable		7,000		4,000
		Income taxes payable		    3,000		2,500
		Total current liabilities		  13,000		8,500
	Non-current liabilities
		Bank loan		4,000		5,000
		Mortgage payable		    3,000		5,000
		Total non-current liabilities		    7,000		10,000
	Total liabilities		  20,000		18,500

Shareholders’ Equity
	Share capital		48,000		48,000
	Retained earnings (per 1. above)		    7,000		2,000
		Total shareholders’ equity		  55,000		50,000
	Total liabilities and shareholders’ equity		$75,000		$68,500
P 4-2 continued
	*The mortgage payable declined from $7,000 to $5,000 during 2018. Therefore, the current portion at December 31, 2017 must be $2,000. The bank loan balance did not change during 2018. Therefore, the current portion at December 31, 2017 must be $-0-.
3. Current assets total $28,500. Current liabilities total $13,000. The company appears to have sufficient resources to meet its obligations in 2019.
4. The statement of financial position would show:
			2018	2017
Property, plant, and equipment (Note X)	$45,000	$37,000
Note X might show:
X. Property, plant, and equipment
Details of the company’s property, plant, and equipment and their carrying amounts at December 31 are as follows:
	
	2018
	
	2017
	

	
	Land
	
	Building
	
	Equip.
	
	Total
	
	Total
	

	Carrying Amount, Jan. 1
	$    5,000
	
	$   20,000
	
	$    12,000
	
	$37,000
	
	$  37,000
	

	Additions
	-0-
	
	4,000
	
	4,000
	
	8,000
	
	-0-
	

	Carrying Amount, Dec. 31
	$    5,000
	
	$   24,000
	
	$    16,000
	
	$45,000
	
	$  37,000
	


(Other presentation formats are acceptable if reasonable and informative.)
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  b   1. The significant accounting policies, which management believes are appropriate for the company, are described in Note X to the financial statements.
  c   2. The financial statements of Acme Supplies Ltd. have been prepared in accordance with International Financial Reporting Standards (IFRS) as issued the International Accounting Standards Boards (IASB).
  b   3. Management has established systems of internal control that are designed to provide reasonable assurance that assets are safeguarded from loss or unauthorized use [. . .]
  b   4. The board of directors is responsible for ensuring that management fulfils its responsibilities for financial reporting and internal control.
  c   5. When preparing the financial statements, management undertakes a number of judgments, estimates, and assumptions about the recognition and measurement of assets, liabilities, income, and expenses. Information about estimates and assumptions that have the most significant effect on recognition and measurement of assets, liabilities, income, and expenses is provided below. Actual results may be substantially different. 
  c   6. The mortgage is payable to Last Chance Bank. It bears interest at 5% per year and is amortized over 20 years.


P 4-3 continued
  a   7. [. . . ] the accompanying financial statements of Acme Supplies Ltd., which comprise the statement of financial position as at December 31, 2020, the income statement, statement of changes in equity, and statement of cash flows for the year then ended, and a summary of significant accounting policies and other explanatory information.
  a   8. An [. . .] involves performing procedures to obtain [. . .] evidence about the amounts and disclosures in the financial statements. The procedures selected depend on the [. . .] judgment, including assessment of the risks of material misstatement of the financial statements, whether due to fraud or error. 
  b   9. The accompanying financial statements of the company are the responsibility of management.
  c   10. 	Revenue arises from the rendering of service. It is measured by reference to the fair value of consideration received or receivable. 
  c   11. 	The bank loan is due on demand and bears interest at 4% per year. It is secured by real estate of the company.
 b    12. 	The audit committee reviews the annual financial statements and reporting to the board, and makes recommendations with respect to their acceptance.
  b   13. 	Management recognizes its responsibility for conducting the company’s affairs in compliance with established financial standards and applicable laws, and maintains proper standards of conduct for its activities.
  a   14. 	My responsibility is to express an opinion on the financial statements based on my audit.
  b   15. 	Estimates are necessary in the preparation of these statements and, based on careful judgments, have been properly reflected.
  a   16. 	I believe that the [. . .] evidence I have obtained is sufficient and appropriate to provide a basis for my [. . .].
  c   17. 	Land held for use in production or administration is stated at cost. Other property, plant, and equipment are initially recognized at acquisition cost plus any costs directly attributable to bringing the assets to the locations and conditions necessary to be employed in operations. They are subsequently measured using the cost model: cost less subsequent depreciation.
  b   18.	 In making those risk assessments, [. . .]considers internal control relevant to the entity’s preparation and fair presentation of the financial statements in order to design [. . .]procedures that are appropriate in the circumstances
  c   19. 	The share capital of Acme Supplies Ltd. consists of fully-paid common shares with a stated value of $1 each.
  c   20. 	The principal activity of Acme Supplies Ltd. is the retail sale of merchandize.
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