
The constrains of accounting information•

Old information quickly loses its relevance to users
Up to date information is important in decision-making
e.g. Public companies produce financial statements quarterly and annually (sometimes might not be 
timely enough)

Timeliness○

The benefits from information should exceed the cost of producing it
e.g. cost of weekly statement vs. benefits

Balance between benefit and cost○

Provide information that is useful for decision-making.
e.g. when a used equipment is about to be sold, should the estimated price or the original price be 
reported

Balance between qualitative characteristics○

Business Activities•

Obtaining funds (cash) [to start and expands operations, replaces old buildings and equipment]
Obtained from creditors and investors (external), and profits made (internal).

expect to be repaid (interest) on a timely basis
e.g. banks offer short-term and long-term loans, suppliers who provide goods and services 
expect to be paid for those products later

Creditors:

Expect the companies can generate profits, they earn profits by receiving dividends or by selling 
their shares to another investor (gain or loss)

Investors:

e.g. H&M expand only when it has sufficient internally generated funds 
Not paid out to shareholders in dividends (retained earnings)

Borrowing money
Repaying loans
Issuing shares
Repurchasing shares
Paying dividends on shares

Typical financing activities

Profit:

Financing○

Invest the funds to accomplish goals, short-termly and long-termly

Related to the day-to-day operations are considered operating activities
Short-term investments (e.g. purchase of raw materials and inventories)

The purchase of property, plant, and equipment that can be used to produce goods and 
services for sale

Long-term investments

Investments in the shares of other companies (can be short-/long-term)

Purchase of property, plant, and equipment
Sale of property, plant, and equipment
Purchase of the shares of other companies
Sale of the shares of other companies

Typical investing activities

Investing○

All activities associated with developing, producing, marketing, and selling the company's 
products and/or service.

Day-to-day ongoing activities are generally classified as operations. 

Sales to customers
Collections of amounts owed by costumers
Purchases of inventory
Payments of amounts owed to suppliers 
Payments of expenses such as wages, rent, and interest
Payments of taxes owed to the government

Typical operating activities

Operating○

Typical Types of information in an annual report (H&M annual report)•

Important to know that kind of business a company is in to assess its risk level
e.g. risk level of oil company and grocery store

Corporate Profile○

Payments of funds from the company to the 
shareholders

Dividends:
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e.g. risk level of oil company and grocery store

(H&M 2009) clothing industry, 1,988 stores , some of which are franchises, located in 35 markets, 
mainly in Europe, extensive operations, stores in highly populated areas.

From a senior executive is an important part

(H&M 2009) overview of past events, insights into future plans, value of designer collections, social 
and environmental responsibility, challenges the company faces

Massage to Shareholders○

Required of all publicly traded companies in Canada and the United States.
Overview of the previous year, discussion of the risks facing the company, information about future 
plans, comments on the company and its operating results
Information in the section: significant events and about sales, profits, and cash flow

Management Discussion and Analysis○

List of the company's board of directors and senior management
Board of Directors and Management○

Components of the Financial Section
Statement of the management's responsibility
Auditors' report

Statement of comprehensive income
Statement of financial position
Statement of changes in equity Statement of cash flows
Notes to the financial statements
Statement on corporate government

Financial statements:

Also known as the income statement, the statement of earnings, or the statement of profit or 
loss

It describes the results of the operating activities form the beginning to the end of the 
current period. The results of those activities add up to the Net earning (net income or net 
profit/net loss) amount [or "bottom line"]

The statement is a report of the company's operating performance, measures the inflow 
of revenues and outflow of expense  from the shareholders' perspective [so sometimes 
call Flow Statement]

There may be a delay in recognizing some expenditures as expenses - expense treatment: 
depreciation

H&M [parent company], H&M Hennes & Mauritz GBC AB [subsidiary company] 
(H&M 2009) Group income statement (consolidated)

Statement of comprehensive income

Financial section○



Presents the company's financial status at a particular point in time (beginning/end 
Statement of Financial Position [Balance Sheet]

Income (revenue) - money or resources flow 
into the company
Expenses - money or resources flow out of the 
company to enable the inflow of income (losses 
are part of expenses)

Net earning: income less expenses

The expense taken each period that is based on 
the usage of a long-lived asset, such as 
equipment. Depreciation is the process that 
uses a systematic and rational method to 
allocate a portion of the cost of a long-lived 
asset to each of the years of its useful life.

Depreciation: 

Revenue
VAT : value add taxes
The sales value excluding VAT is 
used in subsequent calculations

Expenses

                        
          

                       
                          

An increase in profit
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Presents the company's financial status at a particular point in time (beginning/end 
points)

Basic accounting equation:
                                     [reflects balance sheet]
                                     [net assets]

Change in retained earnings:

                                                    

The shareholders' Equity:

(Long-term assets)

European - long-term assets, current assets, 
equity, long-term liability, current liability
Canadian - current assets, long-term assets [in 
liquidity order], current liability, long-term 
liability, equity

Formatting:

A resource controlled by an entity•
The entity expects future economic benefits from the 
use or sale of the resource

•

The event that gave the entity control of the resource 
has already happened

•

Assets:

Classified balance sheet
[with current & non-current assets]

Amount owed 
[bought by credit]

A duty or responsibility to others that entails 
settlement by future transfer or use of assets, 
provision of services, or other transaction yielding an 
economic benefit, at a specified or determinable 
date, on occurrence of a specified event, or on 
demand

•

A duty or responsibility that obligates the entity to 
another, leaving it little or no discretion to avoid 
settlement

•

A transaction or event obligating the entity that has 
already occurred

•

(Capital stock)

operating cycle: the time period between the initial 
investment of cash in products or services and the 
return of cash from the sale of the product or service 
[most company have several operating cycle in a year]

Current assets: asset will be turned into 
cash or be consumed in the next year or 
operating cycle

Any type of borrowing from persons or banks for 
improving a business or personal income that is 
payable during short or long time

•
Liability:inventories
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

A flow statement measures inflows and outflows of cash and highly liquid assets and 
liabilities called "cash equivalent" during a specific time period.

Statement of Cash Flows



Provide more detail information of the items

□
Information

Segmented information

□
The management states that it is responsible for the contents of the annual report
Discusses the steps it has taken to ensure the safekeeping of the company's assets and 
assures shareholders that it is operating in an ethical and responsible way

Statement of management's responsibility [Canadian requirement]

□
To have an external evaluation of the financial statements, the shareholders hire 
independent auditors to express an opinion about the fairness of the presentation of the 
company's results and the conformity to accounting standards.

Independent auditors' report

Notes to the Financial Statements

Inflows and outflows of cash related to the 
company's sale of goods and services
The number is adjusted, Including account 
receivable and payable
It is essential to have a positive cash flow 
from operations

Cash flow from operating activities:

Issuance and repurchase of shares
The issuance and repayment of debt

Cash flow from financing activities:

Generally involve the purchase and sale 
of long-term assets such as property, 
plant, and equipment, and investments 
in other companies.

Cash flow from investing activities:

   MGT 201 H1 Page 4    



   MGT 201 H1 Page 5    


