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What we covered in Lecture 02

* Accounting Terms
* The Accounting Equation

 The Trial Balance
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Accounting Terms
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* Fixed Assets
* Investments
* Current Assets
* Long-Term Liabilities
* Current Liabilities
 Capital / Equity
* Retained Earnings
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Accounting Terms

* Revenues / Sales

* Cost of Sales

* Opening Stock, Purchases, Closing Stock
* Operating Expenses

 Administrative Expenses

* Financial Expenses

* Depreciation
* Taxation
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The Accounting Equation

* ASSETS = CAPITAL + LIABILITIES
&

* Net Current Assets = Current
Assets — Current Liabilities




Today’s Agenda
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Trial Balance Income Statement Balance Sheet Cashflow
Statement



Trial Balance
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Trial balance for G 's Cateri
arn the 31 nf'ﬂln;iﬂ'll] -
FOLIO DEBIT
&
Baking eguipment 100 12,000
Debtors 101 0
Bark 102 14 BDOD
Capital 200
Drawings 301 ]
Loan 2100
Croeditors 201
Services renderad 400
Salaries =00 4,000
Telephone expense =01




Undergraduate Diploma in
Business Administration

Income Statement

GEORGE'S CATERING

INCOME STATEMENT
FOR THE PERIOD ENDED 31 MAY 2010

REVENUE
Services Rendered
TOTAL REVENUE

EXPENSES
Salaries

Telephone Expense
TOTAL EXPENSES

NET PROFIT
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GEORGE'S CATERING
BALANCE SHEET
AS AT 31 MAY 2010

TOTAL FIXED ASSETS

CURRENT ASSETS

TOTAL CURRENT ASSETS

REPRESENTED BY:

TOTAL CAPITAL

CURRENT LIABILITIES

TOTAL CURRENT LIABILITIES

TOTAL CAPITAL & LIABILITIES
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GEORGE'S CATERING

BALANCE SHEET

AS AT 31 MAY 2010

FIXED ASSETS
Baking Equipment
TOTAL FIXED ASSETS
CURRENT ASSETS
Debtors

Bank

TOTAL CURRENT ASSETS
TOTAL ASSETS

REPRESENTED BY:

Less Drawings
Add Profits
TOTAL CAPITAL
CURRENT LIABILITIES

TOTAL CURRENT LIABILITIES

TOTAL CAPITAL & LIABILITIES




Post-closing trial balance:

) * |t is done after the period is closed
The Trial * Groups all the Nominal Ledger Accounts

Bala nce * |t is usually asked for by the auditors when they begin an
audit
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International Accounting Standards

* A complete set of financial statements comprises:
* a statement of financial position,

* 3 statement of profit or loss and other
comprehensive income,

* 3 statement of changes in equity;
* a statement of cash flows.

|ASB
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International Accounting Standards

IAS 1 Presentation of Financial Statements

e Was reissued in September 2007 and applies to annual periods beginning
on or after 1 January 2009

* |t prescribes the basis for presentation of general purpose financial
statements to ensure comparability both with the entity’s financial
statements of previous periods as well as with the financial statements of
other entities.

 Sets out the overall requirements for the presentation of financial
statements, guidelines for their structure, minimum requirements for their

content and certain overriding concepts such as the going concern, the

accrual basis of accounting and the current/non-current distinction
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International Accounting Standards

IAS 7 Statement of Cash Flows

* requires an entity to present a statement of cash flows using either
the ‘direct’ or the ‘indirect’ method

* to provide information on the historical changes in cash and cash
equivalents

* by classifying cash flows into operating activities, investing activities
or financing activities
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Financial Accounts

* The financial accounts are

* Legally required

* Focused on history (reports on the prior period)
* Are reported in a specific format

* Their rules are prescribed by standards

* Are defined to be reported annually, semi-annually, quarterly or even
monthly

* Are mostly of monetary nature
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Statutory financial statements

* Income Statement

e Statement of Financial Position
e Cashflow Statement

* Audited Financial Statements

* Tax Returns
* VAT Returns
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Income statement ... or profit & loss a/c ?

* Provides information on the results of the business activity for the
particular period

: Turnover; Sales of Goods; Provision of Services; Other
Income

: Opening/Closing Stock; Purchases; Manufacturing Costs

: Marketing; Administration; Financial

before TAX
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The Income Statement

* The Income Statement is also called Profit and loss
account

* A business determines whether it would have
made a profit or loss for a particular period of
time, normally one year

* Has a pre-set format

* May have comparative figures for previous period
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The Income Statement
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Income Statement

INCOME
STATEMENTS
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Statement of Comprehensive Income

STATEMENTS OF
COMPREHENSIVE
INCOME

:Fn.'l‘ % ter the yea
CriPesy CNToemhaTU e LT




Undergraduate Diploma in
Business Administration

Balance sheet... or statement of
financial position !

* Provides a SNAP SHOT of the status and position of the Business
Organisation at a PARTICULAR moment in time, e.g. 31 December

2021

* 3 main sections:
* ASSETS
* LIABILITIES
 EQUITY / RETAINED EARNINGS
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WHAT ARE ASSETS ?

What the business possesses

* Fixed Assets
 Tangible / Intangible

* Current Assets
 Stock
 Receivables (or Debtors)
e (Cashin Hand
 Bank holdings
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...and liabilities ?

* What the business owes @
* LONG-TERM LIABILITIES v
* Bank Loans (due over 1year)

* CURRENT LIABILITIES 'i‘\
* Payables (or Creditors) »

e Accruals
 Bank Overdrafts
e Statutory Dues (Tax/VAT/FSS)
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Assets minus liabilities = equity

Value of what the business possesses

Value of what the business owes to others

Net Value of Business

EQUITY (SHARE CAPITAL)
Retained Earnings (past profits)
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Samples of Financial Statements
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Samples of Financial Statements
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Samples of Financial Statements
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Profit or loss and other comprehensive income
for the year ended 31 December 2021
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Statement of Financial Position

STATEMENTS
OF FINANCIAL
POSITION
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Statement of Financial Position
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Statement of Changes in Equity

STATEMENTS
OF CHANGES
IN EQUITY
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Company Announcements




Profitability

2
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Fina ncial ltems: Sales, Purchases, Expenses
Paid, Incomes Received.

Profitability
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a  Profitability represents the main measure
of success within an organisation

Importance
of
Profitability




Cash vs Profit

Business
organisations have
two main financial

objectives:
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Generation of
Return on Capital
(Profit)

Generation of
Capital Growth

All surplus cash
earned is profit —
but all profit is not
necessarily cash.

Non-financial items
affect profitability
and ultimately
capital growth.

Why?
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@ o 4 : D
Cash equivalents —
Cash
short term
comprises cash : -
ITUES i) Sl 7 inve?tlrgnhelxtl.l,qtl:::t are
CaShﬂOW hand, readily convertible to
and deposits in known amounts of
Statement banks or similar cash and which are
institutions that are subject to an
available on insignificant risk of
demand. changes in value.
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Building Financial Statements

* Trial Balance sample

* |dentify which Accounts go in the Income Statement

* Mark those Accounts which go into the Balance Sheet
* Build an Income Statement

* Prepare the Balance Sheet




NAXXAR RETAIL COVIPANY LIMITED . .
TRIAL BALANCE Undergraduate Diploma in

AS AT 31 DECEVMIBER 2022 . e = -
Business Administration

Accounting Fees
Accruals 2,306
Bank Balances 1,134

Bank Charges o921

Bank Loans (over 12 months repayments) 26,000
Buildings 58,000

Closing Stock 19,445
Creditors 3,250
Debtors
Insurance
Investments in Shares of Other Companies 15,000
Legal Fees 5,500
Motor Expenses 1,960
NMotor Vans 3,500
Opening Stock 24,330
Prepayments 1,200
Purchases - Foreign 14,420
Purchases - Local
Rent
Retained Earnings 35,521
Salaries and Wages 4,850

Sales - Clothing & Accessories 55,400
Sales - Shoes 26,645
Share Capital 20,000
Shop Fixtures 3,960

Stock at End of Year 19,445

Sundry Expenses 806

W ater & Electricity expenses 516

s’ | LBl i s i v

188,567 188,567



Accounting Fees

Accruals

Bank Balances

Bank Charges

Bank Loans (over 12 months repayments)
Buildings

Closing Stock

Creditors

Debtors

Insurance

Investments in Shares of Other Companies
Legal Fees

Motor Expenses

Motor Vans

Opening Stock

Prepayments

Purchases - Foreign
Purchases - Local

Rent

Retained Earnings

Salaries and Wages

Sales - Clothing & Accessories
Sales - Shoes

Share Capital

Shop Fixtures

Stock at End of Year

Sundry Expenses

Water & Electricity expenses

CLASSIFY

Income
Statement

Balance
Sheet
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NAXXAR RETAIL COMPANY LIMITED
INCOME STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2022

REVENUE

TOTAL REVENUE

COST OF SALES

COST OF GOODS sOLD

GROSS PROFIT

EXPENSES

TOTAL EXPENSES

NET PROFIT / (LOSS)
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NAXXAR RETAIL COVIPANY LIMITED
BALANCE SHEET
AS AT 31 DECEMBER 2022
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FIXED ASSETS

TOTAL FIXED ASSETS

INVESTIVIENTS

CURRENT ASSETS

TOTAL CURRENT ASSETS

TOTAL ASSETS

REPRESENTED BY:

EQUITY

TOTAL EQUITY

LONG-TERM LIABILITIES

CURRENT LIABILITIES

TOTAL CURRENT LIABILITIES

TOTAL EQUITY & LIABILITIES




NAXXAR RETAIL COMPANY LIMITED Undergraduate Diploma in

INCOME STATEMENT

FOR THE YEAR ENDED 31 DECEMBER 2022 BUSiness Administration

REVENUE
Sales - Clothing & Accessories 55,400
Sales - Shoes

TOTAL REVENUE

COST OF SALES
Opening Stock 24,331
Purchases - Foreign 14,420
Purchases - Local 16,551
Closing Stock - 19,445

WORKED
s rmory EXAMPLE

EXPENSES
Accounting Fees 2,800
Bank Charges o921
Insurance 305
Legal Fees 5,500
Motor Expenses 1,960
Rent 1,560
Salaries and Wages 4,850
Sundry Expenses 806
Water & Electricity expenses

TOTAL EXPENSES

NET PROFIT / (LOSS)
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AS AT 31 DECEMBER 2022

FIXED ASSETS
Buildings 58,000
Shop Fixtures 3,960
Motor Vans 3,500

TOTAL FIXED ASSETS 65,460

INVESTIMIENTS
Investments in Shares of Other Companies 15,000

CURRENT ASSETS

Stock at End of Year 19,445
Debtors 11,810
Prepayments 1,200
1,134

Bank Balances

i, WORKED
== EXAMPLE

TOTAL ASSETS

REPRESENTED BY:

EQUITY

Share Capital
Retained Earnings
Profit for the Year

TOTAL EQUITY

LONG-TERM LIABILITIES

Bank Loans (over 12 months repayments)

CURRENT LIABILITIES
Creditors

Accruals

TOTAL CURRENT LIABILITIES

TOTAL EQUITY & LIABILITIES
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* The statement of cash flows presents three
classifications of cash flows:

* Operating activities

* |[nvesting activities

* Financing activities
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* Net inflow or outflow from trading operations,
after tax and cash paid to meeting financing
costs.

* Equal to the sum of cash receipts from trade
receivables, and cash receipts from cash sales
where relevant, less sums paid to buy
inventories, rent, wages etc.
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Includes:

e Cash payments made to acquire additional non-
current assets.

e Cash receipts from disposal of non-current
assets.

e Cash receipts from financial investments made
outside the business (e.g. interest on loans).
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Includes:
* Long-term financing of the business

e e.g. borrowings and finance from share issues

* Repayment or redemption of finance as well as
raising finance.
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Cash Flow Statement Format

Cash flows from OPERATING activities

or
Cash flows from activities
or
Cash flows from activities
EQUALS

increase (or decrease) in over the period
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Statement of Cash Flows

STATEMENTS




