How Financial Statements are Used
· Financial statements provide a great deal of information about a company

· They provide an accurate picture of how well or poorly a company is doing

· Statements are studied carefully by four main groups:

1. Owners and Managers

2. Investors

3. Lenders

4. Government

Owners and Managers

· These people need accurate information to make decisions for the business

· These statements provide answers or information concerning important questions:

1. Is our income high enough?

2. Can we change our goods and services to produce more income?

3. Are our operating expenses reasonable?

4. Do we have enough income to expand our company?

· Depending on how they organize statements, each department can make relevant business decisions
1. Production

2. Marketing

3. Finance

4. Human Resources

5. Managements

· All these departments individually can make decisions based on the financial statements

Investors

· Investors are a major part of any business
· Investors help all businesses generate capital

· Financial statements help investors make decisions about amounts of money to invest

· They help analyze companies based on past performance

· They also provide information based on current state of the business
· They can help identify trends vs. fads

Lenders

· Banks are the only other institution aside from the CRA that can request financial statements from a private business

· Banks use financial statements to make decisions about lending companies money

· Financial statements help banks determine the likelihood of a company paying back a loan

· They also allow the bank to see the assets that the business has if needed to sell to pay back the loan

Government

· Most financial statements are made for income tax purposes
· Government checks financial statements to ensure that all income has been reported

· Government makes money from businesses based on earnings

· They illustrate to the government what the business owns and owes, because these items determine the amount of tax a business will pay

More IFRS’s (International Financial Reporting Standards)
The Revenue Recognition Convention
· Revenue must be recorded in the period it is earned

· If a company earns revenue the day before their fiscal period ends, even if they have not been paid, the revenue must be entered in that fiscal period

The Matching Principle

· Each expense item related to the revenue it helped to earn must be recorded in the same accounting period

· If you use an expense, such as advertising, that helps generate revenue in one fiscal period, that advertising expense must be recorded in the same period as the revenue it help generate

The Full Disclosure Principle

· Any and all information that affects the complete understanding of a company's financial status must be included with the financial statements

Continuing Concern Concept

· We assume a business is operating unless we are told otherwise

The Principle of Conservatism

· Accounting for a business should be fair and reasonable

The Objectivity Principle

· Accounting entries will be based on fact and not on personal feelings or opinions

The Materiality Principle

· Accountants must use the IFRS's except when to do so would be expensive or difficult and where it makes no real difference if the rules are ignored

