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A Window on an Entity Introduction Key points from this section include: Chapter 1 introduced the existence
of many different stakeholders with different information requirements and decisions to make. In this section
the fact that entities provide a single set of general purpose financial statements for use by many stakeholders
is explained. Students should recognize that there is a contradiction. There is one set of general purpose
financial statements but many users with different information requirements and decisions. Thus the general
purpose statements cannot satisfy the needs of all stakeholders. From this students should recognize that they
have to assess the usefulness of the accounting information they receive and not just assume that it is useful.
As result it is possible to better tailor information to the circumstances of particular stakeholders. This means
that an entity may have its general purpose statements and additional reports designed for specific purposes.
Some care is required here. The question there is, is it inappropriate to prepare different resumes for different
prospective employers, each one tailored to the specific job being applied for? Students will generally agree
there is no problem with multiple resumes. The connection can then be made with different accounting reports
for different stakeholders. One is not better or more correct; different reports are simply tailored for different
purposes. This situation depends on the power of that stakeholder a significant lender or a major shareholder.
Highlight the contradictions described above. This type of discussion is valuable for developing the need for
careful evaluation of the information before using it for a decision. LO 1 Understand the objectives of general
purpose financial reporting and the qualitative characteristics of useful financial information as described in
the IFRS conceptual framework LO 2 Recognize the basic accounting assumptions that are fundamental to
contemporary accounting LO 3 Identify components that make up a set of general purpose financial
statements, understand the information each statement provides, and prepare simple examples of them. LO 6
Differentiate between accrual-basis and cash-basis accounting, and prepare simple income statements using
each method. LO 7 Use financial statement information to assess the liquidity, risk and profitability of an
entity. Chapter Overview The mainn purposes of Chapter 2 are to: It is easy to blow through a 2 hour lecture
and not even remember to do the simple things like smile. Write down some other non-lecture things that you
may want to refer to during the lecture. This kind of reminder gave me confidence to get through my first year.
The 5 minutes before and after class are crucial for student contact. However, for optimal student engagement
in the course instructors should attempt to make an effort to form some personal connection. Do you
remember your most influential instructors? These could have been school teachers, coaches and even
members of your family. Take a minute and write down why they were so influential to you. Try and use those
values in your course. I try to inspire my students. Try and inspire yourself with this phrase in mind before
every class. Large Groups 1 Utilize music to set the tone before your lectures. Early in the course you may
want to control the ambiance i. Give students some ownership in your course. Many students in a required
pre-requisite financial accounting course may experience anxiety. Studying accounting is not about fun and
happiness. Have students bring the recipe cards to each lecture. It is crucial that you announce that this
exercise will not be graded nor will they be required to write their name on the cards. Anonymity will allow
them to write freely. Give them a few minutes then collect the recipe cards. Shuffle the cards and then pass
one card each back to the students. This exercise may continue for 5 or 10 minutes. The goal is to get students
to think about the previous lecture, summarize important ideas, and then hear them in a forum. Skills
introduced include thinking and listening. You may also use this exercise at the end of a lecture. Collect the
recipe cards at the end of the lecture and pass them out at the beginning of the next lecture. Inevitably, at least
one student will say something funny. Collect their responses and quickly read through them to get some
perspective on what is capturing the interest of the students. Grading is not necessary. At the end of the course
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hand them back to the students and ask them whether they are able to answer some or all of the questions they
asked. Students are usually pleased to find they can answer many of the questions they posed. Give students a
minute to write down a few ideas and their experience in accrual accounting. Give them a hint something they
may be familiar with. For example, paying the landlord last months rent or paying an extra 10 cents deposit
per bottle at the beer store for the empties. After a minute either collect the cards or ask for volunteers to
discuss their ideas. Use these examples to relate to course learning objectives. All of your students have had
experience in accounting they just may not realize it; for example, babysitting, paper routes, cutting lawns,
selling Girl Guide cookies, etc. See if they remember when they delivered papers for two weeks before
collecting any money. That is accrual accounting at an easy level they can understand. As students pass in or
complete an assignment or exam, ask them to write about the experience of completing the assignment. What
did they learn? How did they learn it? What are they most proud of? What are they still unsure of? Lecture
Notes LO1 The IFRS Conceptual Framework The framework states that the objective of financial reporting is
to provide useful information to existing and potential equity investors, lenders, and other creditors in making
decisions about providing resources to the entity. The following qualitative characteristics are discussed: The
following enhancing qualitative characteristics: These aspects are common to most financial statements
students will encounter. These aspects can be applied to the financial statements of other entities that
instructors integrate into their courses. Other general attributes of financial statements can be addressed at this
time. Key points from this section include: This point can be linked back to the discussion in Chapter 1 of
accounting being for measurement. Here students can see how the single unit of measure is actually applied to
financial statements. The benefits of a single unit of measure and the limitations can be discussed in the
context of an actual set of financial statements. When you mention consolidation to MBA students the issue of
goodwill usually comes up. The overview is an opportunity to address some of these questions. It is also
possible to get too far ahead of yourself and spend a lot of time on this. The question period is worthwhile at
this point but you may need to limit the time and the depth of the answers. The accounting equation represents
the structure of the balance sheet and as well as the fundamental identity of accounting. It can be applied to
any set of accounting standards. The example developed shows how amounts are entered into a spreadsheet
only asset, liability, and equity accounts are used and how the information in the spreadsheet the accounting
system is used to prepare the balance sheet. This useful exhibit provides a practical demonstration of how
IFRS defines an asset i. Also, different measures used to value assets are explained. For example, inventory is
recorded at cost when purchased. However, per IFRS capital assets could be reported at cost or market value.
In particular, discussion of the assets that are not reported on the balance sheet. Students can be asked to take a
thoughtful look at the balance sheet and identify anything they see missing. Missing assets that could be
identified include human resources, reputation, and market values. This discussion is valuable because it
highlights that the balance sheet is not comprehensive. The difference between current versus non-current
liabilities is explained. Financial analysis is introduced early in the book. The objective is to get students
thinking about how to use the information in financial statements right from the beginning. These ratios, as is
the case with all the financial statement analysis material in the book, are discussed thoroughly in the context
of Leons. First, numbers in financial statements may raise questions in the minds of users but rarely provide
answers. Financial analysis may provide some additional insight but even then more information may be
required. Second, accounting numbers and ratios cannot be considered in a vacuum. They must be assessed
relative to some benchmark previous years, similar entities, etc. Common shares and dividends are also briefly
discussed.
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Which of the following statements best describes the IFRS conceptual framework? It provides a set of rules
for accountants to follow. It provides concepts, since accounting is based on nature of law. It helps equity
investors interpret the earnings per share. It provides a basis for preparing and presenting financial statements.
Financial information is relevant for all of the following reasons except: Going concern assumption D. Unit of
measure assumption 4. Which of the following is an objective of general purpose financial reporting? To
provide information that is useful in assessing the economic performance of the entity. All of these are
objectives of financial reporting. Financial information does not demonstrate comparability when: The
transition to International Financial Reporting Standards can be seen as enhancing which of the following
qualitative characteristics? Anvilles, the sole shareholder, arranges to transport two hundred metal sheets to
the family cottage in Mont Orford. He tells the bookkeeper to record the cost of the metal sheets as cost of
goods sold. Which of the following qualitative characteristics of accounting information has not been
respected? Both verifiability and the entity concept B. Both the unit of measure assumption and faithful
representation C. Both faithful representation and the entity concept D. Both relevance and the unit of measure
assumption 8. The price of lumber has declined and therefore sawmill is in financial difficulty. However, the
restaurant is thriving, and Mr. His accountant explains that this is not in accordance with certain basic
principles in accounting. Which principle is he referring to? One drawback to the unit-of-measure assumption
is: The assumption that a business enterprise will not be sold or liquidated in the near future is known as the:
This limitation is the result of applying which of the following characteristics of financial information? Which
of the following statements about general purpose financial statements is correct? General purpose financial
statements are designed to meet the information needs of B. General purpose financial statements provide
information to all stakeholders. General purpose financial statements are intended for specific use only. The
financial statements of non-public companies are general purpose financial statements. How often do
companies prepare general purpose financial statements? At least once a year. Only when asked for by a
stakeholder. Every time management needs to make a financial decision. As often as GAAP requires. The best
description of the financial statements that a public company prepares is: General purpose financial statements
include which of the following sets of statements? Balance statement, income statement, statement of
long-term debt, cash flow statement B. Balance statement, income statement, statement of retained earnings,
cash balance What does the term "consolidated" mean when used to describe financial statements?
Consolidated means that financial statements are presented for two years. Consolidated means that the
financial statements have been approved by an auditor. Consolidated means that the five financial statements
have been totalled together. Consolidated means that the financial statements contain the information of more
than one company. On a consolidated basis. On a specific purpose basis. On a subsidiary basis. On a financial
basis. Why are financial statements prepared on a comparative basis? To provide users with easy comparison
with the industry. To provide users with a perspective on the economy. Because making comparisons using
accounting information can be difficult and misleading. Because making comparisons significantly contributes
to the interpretation of accounting information. Which of the following statements about a fiscal year is true?
It is the same for all companies in the same industry. It is the financial accounting term used to describe the
calendar year. It is a month period ending any time in the calendar year. It is the period covered by the balance
sheet. Which financial statement is a snapshot at a point in time? Statement of changes in equity D. Cash flow
statement Which of the following statements best describes the balance sheet? It provides information about
the financial position of an entity at a specific point in time. It measures the economic performance of the
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entity over a period of time. It summarizes only the changes to retained earnings during a period. It shows how
an entity managed its cash during the reporting period. Which of the following statements best describes the
statement of comprehensive income? It measures economic events that involve non-owners but affect equity.
It is an extension of the balance sheet. Which of the following statements best describes the income statement?
It summarizes the changes to retained earnings during a period. Which of the following statements best
describes the Statement of Changes in Equity? Which of the following statements best describes the cash flow
statement? Which of the following statements about the cash flow statement is true? The cash flow statement
reports what the net income would be if the cash basis of accounting had been followed. The cash flow
statement deals with cash, an asset; therefore, the cash flow statement is a snapshot statement just like the
balance sheet. The cash flow statement does not have to be included in general purpose financial statements.
The cash flow statement shows how the company managed its money for the period from more than just
operations. The bookkeeper at Walin Ltd. On the balance sheet. In the cash flow statement. In the notes to the
financial statements. BBL has a loan outstanding from a Canadian bank. It uses the loan to finance its working
capital. The bank has asked for BBL to provide it with monthly listings of their accounts receivables and
inventory items. The requested listing is an example of: What is the accounting equation? This is most likely
caused by: Mats owns and operates a small advertising business from an office. How much equity does he
have in his advertising business? What is the effect of this transaction on the accounting equation? The
increase and decrease in assets offset each other. If an entity pays off an amount owed to a supplier, what is
the effect on the accounting equation? Assets and liabilities both increase. Assets and liabilities both decrease.
There is no effect on the accounting equation. If an entity receives cash from a customer for payment of an
amount owing to them, what is the effect on the accounting equation?
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