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Thank you for downloading a copy of these ExPress notes and | hope yo
find them useful for your studies. @

We provide these ExPress notes free of charge to individual stude

Steve Crossman
CEO The ExP Group

as part of our CSR initiatives. The notes are designed to help st ts
assimilate and understand the most important areas for th@

as

quickly as possible.

A word of warning though in that they have not been
everything in the syllabus so you should only use th

d to cover
t&s for either

an overview of the key areas before you start your r@ tudies or as part
of your final revision in the run up to your exams. o

Importantly though, we want

luck with your studies and let l@
All the best, 0 QQ‘

Steve

to be su ful in your exams so good

ow you get on.

v

About The

We were born with o'w. passion, with one aim,
with one desire. Te~ise'technology the way it
should be used. 7w use technology to open up
education, and .« particular financial education,
to whoever needs it regardless of their income,
wealth, racy;: 2, religion or location.

We warted to use technology to empower
individuals to develop themselves through
fir,ar.cial expertise, organisations to improve
‘o2ir performance through enhanced human
capital and ultimately communities and families
to benefit as a result.

Group

We're on target and since our birth we have
had the privilege of working with and learning
from inspirational individuals and organisations
from all 4 corners of the world in countries as
varied as the UK in the north, Singapore in the
east, South Africa in the south and the Cayman
Islands in the west.

We're only part way through our journey but
we're doing better than we expected. The best
is yet to come though,

Education + Technology = Ethical Empowerment.

Thank you for being part of our story.

Disclaimer : © 2024 The ExP Group. Individuals may reproduce this material if it is for their own private study use only. Written permission needs to be obtained in

advance if you are planning on using them on a training course you're delivering. Reproduction by any means for any other purpose is prohibited. These materials are for
educational purposes only and so are necessarily simplified and summarised. Always obtain expert advice on any specific issue. Refer to our full terms and conditions of

use. No liability for damage arising from use of these notes will be accepted by the ExP Group.
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Financial statements (more colloquially called accounts) ar; Ci Q‘l'of managing a business and
reporting to shareholders. A set of financial statementsu{™eed &e produced at least annually for
presentation to external stakeholders, but generally ch moresdequently for management control
within the business.

Frequent and accurate financial statements da &ﬁeal to the efficient running of a business.

A set of financial statements is produ% iodic s%bi‘ten once a year for smaller businesses but as
frequently as the users want them)Q~ se ancial statements for a limited company comprises a

number of statements: Q 0

*

e A statement of financial po@, referred to by some people as a balance sheet. This lists
all the assets and liabilities business plus the equity of the business (which explains where
the assets and liabilities from). The statement of financial position is a snapshot of the
assets and liabilities %@J iness at a moment in time.

e A statement @rofit or loss and other comprehensive income. This shows all the gains
and losses ﬂ@we business has experienced in the period. The statement of comprehensive
income issQrecord of what happened over a period to the net assets of a business.

ement of cash flows, which shows where the cash and short-term assets very similar to
sh came from and went do during the period. Income isn’t always the same as cash, as we'll

e A
6®§e later.

¢ Notes to the financial statements, which give further detail to readers who want to know
more than the summary story.

Disclaimer: © 2024 The ExP Group. Individuals may reproduce this material if it is for their own private study use only. Written permission needs to be
obtained in advance if you are planning on using them on a training course you're delivering. Reproduction by any means for any other purpose is prohibited.
These materials are for educational purposes only and so are necessarily simplified and summarised. Always obtain expert advice on any specific issue. Refer Page 4
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ASSETS $ $

Non-current assets

License to operate 10,000

Land and buildings 35,000 6‘7
Office equipment 20,000 @O
Motor vehicles 30,000 @

Fixtures and fittings 10,000 \Q)

105,000 @
Current assets O

Inventory 20,000% @
Trade receivables 13,000 Cﬁ@ Q_@

Less: allowance for doubtful receivables (1,000)

Prepayments @ K“*OO
Cash at bank A\ %O 3,000

Cash in hand Q‘@ O® 2,000

Total assets QQ 146,000
Q)\O

EQUITY AND LIABILITI

Capital @Q

Initial capital introd 30,000
Total cumulatj n‘wprehensive income at 1 July 20x0 85,700
Less: Cum@tive withdrawals at 1 July 20x0 (24,000)
Tota&ity at 1 July 20x0 91,700
T comprehensive income in the current period 16,000
Withdrawals in the current year (8,000)
Total equity at 30 July 20x1 99,700

Disclaimer: © 2024 The ExP Group. Individuals may reproduce this material if it is for their own private study use only. Written permission needs to be
obtained in advance if you are planning on using them on a training course you're delivering. Reproduction by any means for any other purpose is prohibited.
These materials are for educational purposes only and so are necessarily simplified and summarised. Always obtain expert advice on any specific issue. Refer Page 5
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Non-current liabilities

Bank loans 32,000

Current liabilities
Bank overdraft 3,300
Trade payables 8,000

Accruals 3,000 Q)O

Total liabilities 46,300 Q)
i\
Total equity and liabilities 146,000 Q\Q)
Principal features of the statement of financial position: O®
e It balances, with the total assets equaling equity (i.e. ow r's |nter lus liabilities
e Each section is conventionally written in terms of uﬁ%ﬁ
e Non-current assets and liabilities are ones th xpc@d to remain on the SOFP next year.
r paid within the coming year.

Current assets and liabilities are expecte $ used@

A SOFP may be rearranged into a numbe@a S. KQbove shows:

O

0

Total assets = Equity + total |iablll§§
Equally validly therefore: Q
Total assets — total liabilities = EqU|

Given that equity = capital + @tlve profit — cumulative withdrawals, then the equation could be
written in any number of w c as:

Total assets — total Iiab@@ = Capital + cumulative profit — cumulative withdrawals

Or ’\\Q

*

Cumulative = Total assets — total liabilities — capital + cumulative withdrawals.

This is ggmetimes called the “accounting equation” and often comes up in the FA exam. The task is to
d@@ e figures that you know and find the missing figure, whatever it might be.

Disclaimer: © 2024 The ExP Group. Individuals may reproduce this material if it is for their own private study use only. Written permission needs to be
obtained in advance if you are planning on using them on a training course you're delivering. Reproduction by any means for any other purpose is prohibited.
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$ $
Sales revenue 154,000
Cost of sales (100,000) \&
Gross profit 54,000 OO
Distribution costs (11,000) @
Admin and selling expenses (22,000) \Q)

R N2
Operating profit 21,000 Q

Less: Finance costs (1,000) O®
Profit before tax 10,000

Tax Q,j@%
Profit for the year ?gﬁ)o QQ~
Other comprehensive income: Q 00
Revaluation gain on property Q/& Kﬁm
Total comprehensive income in the pe@\ 5\0 10,000

& &

You may be required in the exam o cal revenue, cost of sales, gross profit and total
comprehensive income from given daO ﬁ

S

Sometimes, it is necessary e-off items to be disclosed separately in the financial statements if they
are very large or arise f] n unusual, often non-recurring, source. Typical examples might be write-
off of an unusually | ebt as irrecoverable, or business relocation costs. Disclosing it separately
allows readers @ Ndccounts a more in-depth understanding of what the business is doing.

&

(%]

'I% are five elements of financial statements, from which all financial statements are produced.
These definitions are very useful throughout your ACCA studies and could easily be part of a question in
paper FR.

Disclaimer: © 2024 The ExP Group. Individuals may reproduce this material if it is for their own private study use only. Written permission needs to be
obtained in advance if you are planning on using them on a training course you're delivering. Reproduction by any means for any other purpose is prohibited.
These materials are for educational purposes only and so are necessarily simplified and summarised. Always obtain expert advice on any specific issue. Refer Page 7
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e An asset is a resource that is controlled by an entity as a result of past events and from which
future economic benefits are expected to flow to the entity.

e A liability is a present obligation of the entity arising from past events, the settlement of which

is expected to result in an outflow from the entity of resources embodying economic benefits.
N

e Equity is the residual interest in the assets of the entity after deducting all its liabilities. O
Depending on the type of business, this may be called just capital (sole trader), partners’ c Q
account (partnership) or share capital and reserves (for a limited company). For a limite
company, reserves show the net cumulative gains above cumulative losses, less all dj@nds
paid. This therefore explains the difference between what the net assets were @ e share
capital was originally paid in and what the net assets are at the reporting date, Q

©

e Income is an increase in economic benefits during t nti lod in the form of inflows
or enhancements of assets or decreases of Iiabilitie@ es Hicreases in equity, other than

those relating to contributions from equity partic}v~ g \

e An expense is a decrease in economic its dl.;%t he accounting period in the form of
outflows or depletions of assets or i nce of{{abillties that result in decreases in equity, other
than those relating to distribution& uity Cipants.

Note that income and expenditqu defin@fectively as the reason that a change in net assets
Q

happened. 0
Q)\O
1Q

®®

An increase in neg 3&’[5 of a business will come from a mixture of these sources:

*
rehensive income made in the period (a profit will increase net assets)

e Total
e N a?ﬁital introduced by the owner (will always increase net assets)
o @ithdrawals made in the period (will always reduce net assets).

%)

This is sometimes called the accounting equation or the business equation. It can be summarised:

Closing net assets = Opening net assets + total comprehensive income in the period + new capital
introduced in the period — withdrawals in the period.

Disclaimer: © 2024 The ExP Group. Individuals may reproduce this material if it is for their own private study use only. Written permission needs to be
obtained in advance if you are planning on using them on a training course you're delivering. Reproduction by any means for any other purpose is prohibited.
These materials are for educational purposes only and so are necessarily simplified and summarised. Always obtain expert advice on any specific issue. Refer Page 8
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This is also a frequent exam question, with some figures given and the others having to be deduced.

Remember that net assets = equity + liabilities, by definition. So net assets may be given in a question
separately as equity and liabilities.

Even with a sole trader (a person who runs a business on their own, but the business has never been \j:
set up formally to be a separate legal identity), there is a distinction between personal income/ expenseo
and business income/ expenses. The accounts will largely be maintained so that the sole trader c

report business profits to the tax authority. Personal expenditure such as personal holidays is no(g%
deductible against tax! The accountant will therefore only record transactions that are consid
legitimate business transactions; personal transactions will be ignored. In smaller busines
first steps when producing accounting records for clients is to separate the business tra
the personal, as the latter will not be recorded anywhere. @

- We'll look at these i &;%e de ach chapter, but here’s a

Sole trader Q?\ lelted company

Number of investors 1 (the sole trader!) $ 0 Can be between 1

O and an unlimited
A\

O&* large number
Q/ Yes
accounts for the tax Q~ O®
authority Q 0
Must produce No QQ * Yes

summary:

Must produce Yes

accounts to file with O
the commercial \
register Q
Business name ally just the Must end Ltd (if
@gme of the owner private limited
\?“trading as” the company) or plc (if
$ + name of the business public limited
company)
Can offe,rs§&§s to No Yes, if a plc. No if
the publi Ltd.
L@v@part of the Initial capital Share capital
%P Cumulative profit Reserves:
Cumulative (revaluation reserve,
withdrawals retained earnings,

etc).

Disclaimer: © 2024 The ExP Group. Individuals may reproduce this material if it is for their own private study use only. Written permission needs to be
obtained in advance if you are planning on using them on a training course you're delivering. Reproduction by any means for any other purpose is prohibited.
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Financial reporting is the business of collecting financial in sing, summarising it and
presenting it in a useful form to a wide range of differe %rent users will have different
objectives and therefore slightly different needs. F| }.] stat nts are aimed at giving useful
information to a wide range of different users, $ he |n |s the most significant user.

For financial information to be useful, it mu @l it a r of characteristics.

Qio@

Fair presentation ItemsQe d in accordance with their true nature. For
example, | epayable within six months are classified as
current r than non-current.

Going concern @vess is expected to trade into the foreseeable future.

eans that assets will not have to be sold in a hurry, which
@ d be likely to result in significant impairments in value.
Accruals \\9 A key concept. It means recording transactions in the period
$ . when they happened; not necessarily when the cash was
$ settled. It also means matching costs and associated revenues.
Consisteh$ Items should be reported the same way between periods, so
@ that it's possible to make meaningful comparisons between
@ years. Similar transactions must be reported the same way
6 within the same accounting period.

Materiality Materiality means large enough to influence the user’s opinion
on the financial statements. Immaterial information should not
be disclosed, as it's a distraction. Material information must be
presented accurately and fairly.

Disclaimer: © 2024 The ExP Group. Individuals may reproduce this material if it is for their own private study use only. Written permission needs to be
obtained in advance if you are planning on using them on a training course you're delivering. Reproduction by any means for any other purpose is prohibited.
These materials are for educational purposes only and so are necessarily simplified and summarised. Always obtain expert advice on any specific issue. Refer
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Relevance Irrelevant information is a distraction and should not be
presented.
Reliability Information is useless if it's not considered to be reliable. E.g.

an external valuation of property is more reliable than a biased
director’s valuation.

Faithful representation  Items should be described in accordance with their true nature.
E.g. an expense for repairs should not be classified as research \{~
costs, even though research costs are more favourably viewed O
by investors. @O
<

Substance over form Items should be reported in accordance with their commercial
substance, rather than their legal form. E.g. if a sale is made on Q)
credit but legal title remains with the seller until the goods are Q\'
paid for, it should still be recorded as a sale/ purchase at th
time of the transaction, since this is when the obligation arg

Neutrality Unbiased — neither excessively optimistic nor excessi@
prudent. Q{

Prudence Conservatism. This is no longer a @on @v FRS
accounting, but broadly losses € ised more
readily than gains.

Completeness All information that needs ¥\Q be pséted in order to give a full
picture has been pres d.

%is@d should be presented using
e

Comparability Financial state
similar princj 0 previ ars, so that valid comparisons
may be . /com accounts should be comparable with
each ol ~hi that if a company changes its

g poIicij must restate its previous years’ accounts
using th nev%counting policy, in order to facilitate
compariso een years.

Understandability Infor adon should be presented in a way that users can
d. Excessive complication reduces usefulness.

Business entity concep @/en if there is no separate legal entity, as with a sole trader,
\Q the business is still considered to be separate to its owners for

%) accounting purposes.

Sometim&%\’s not possible to deliver all of these desirable characteristics. For example, an investor is
princip@ interested in future profits, so this is what is relevant to them. However, estimates of future
9 f@re unreliable, so historical information is given, even though it is less relevant.

Disclaimer: © 2024 The ExP Group. Individuals may reproduce this material if it is for their own private study use only. Written permission needs to be
obtained in advance if you are planning on using them on a training course you're delivering. Reproduction by any means for any other purpose is prohibited.
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Accounting is derived from recording information about transactions that have happened. This means
that assets are recorded at their historical cost; i.e. what the business paid for them. This has the
advantage of being objective and relatively easy, but has a number of disadvantages, including:

e It can give out of date asset valuations for long-lived assets
e This can result in an unrealistically low depreciation charge
e Profit trends can be misleading (e.g. a profit growth of 10% per year isn't so impressive as it firs@&
seems if inflation is 12% per year!) O
e Where there’s significant inflation and inventory is held for a long time, profit can be repo@
simply by matching today’s revenues with yesterday’s costs. Q)
X
&

Some entities have to report under regulated accounting standards. Different cgpries may have their
own systems of GAAP (generally accepted accounting practice) gr may follgInternational Financial
Reporting Standards (IFRS) or IFRS for SMEs (SME means smal nd 1IN sized enterprises).

It is a matter of national regulation which financial reporti@and@gn entity must use when
producing their financial reports. Large plc’s will ha@&&port der a much more extensive financial

reporting framework than sole traders. O
There are a number of bodies that you need %‘&war{“%eir roles are given below.

NS
((/A‘\

IFRS Foundation Ql'he Fq ion is made up of trustees, who appoint
the mRpAbers of the bodies below.

*
IASB: International Accounting @QASB issues International Financial Reporting
Standards Board KQtandards and the IFRS for SMEs. It employs a
permanent staff to draft new accounting standards
Q and amendments considered necessary to extant
®+ accounting standards.

IFRS Advisory COLQg\Q) This is made up of a cross section of advisors from
different user groups. It advises the IASB on the
IASB’s work programme.

Q
IFRS Int@tions Committee This body is designed to respond quickly where there
are significant differences in interpretation of an
@g extant IFRS. For example, it issued guidance on how
6 to account for loyalty programmes, where users were
uncertain to follow the extant accounting standard on

revenue recognition, or provisions.

Disclaimer: © 2024 The ExP Group. Individuals may reproduce this material if it is for their own private study use only. Written permission needs to be
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é?\@

The accounting system must naturally be fed with raw source data. This d?/ en analysed,
%/ m

categorised and recorded in the accounting system itself, whi anual (paper based)
system or may be maintained using software. Both use t double entry bookkeeping

that we will see later on. ‘

You should be able to define the following:

Document Purpose ﬂ Often feeds the
\ OK accounting information
AN &S on...
Quotation To give a poten tom Nowhere. At this stage,
indication of vé pro r service | there has been no
would be li cost. ay be a transaction to record; it's
binding quote orJ m indicative still at the state of being a
quote. prospective transaction.
Sales order To record an from a customer. Sales (revenue).
Submitting &okmg form for an ExP
online ¢ r example is a sales

order,
Purchase order To,

xP will then process.
kd an order placed with a Purchases, normally of
er. It may require pre- inventory for resale.

. thorisation to be valid.
Goods rece@@ *To record that an order for inventory Purchases of inventory for

note for resale has been received. It will resale and payables.
$ normally only be produced once the
@ goods have been inspected at the point
@ of delivery to ensure that they are
O\ correct in description and quality.
Gvods To record that an order from a Sales (revenue) and
despatched note | customer has been sent out. possibly also inventory

management, depending on
how the accounting system
is set up.

Disclaimer: © 2024 The ExP Group. Individuals may reproduce this material if it is for their own private study use only. Written permission needs to be
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Invoice A request for payment from a supplier. | Payables.
Sent by the supplier to the customer.
Statement A summary of transactions recorded by | Does not generally instigate
a supplier with a customer, including any recording of a
amounts received from the customer. transaction, since all
Sent by the supplier to the customer. transactions on the

statement will have been
recorded when goods were

ordered. But useful for
cross-checking our records 6‘7
with the supplier’s records. O
Credit note Acknowledgement from a supplier that | Payables. @
the customer has overpaid and is @

entitled either to a refund or free

goods/ services in the future. \é'\.e)

Debit note To cancel a credit note that previously | Receivables.
existed, e.g. if goods were ordered, Q

paid for and then returned there would @

initially be a credit note. The refund O

made would be accompanied with a Q/o
G X

debit note.
Remittance Normally included with an invoice. A eiv.
advice document that is included with the )

\
S
>

payment (e.g. if paid by cheque) w?
details that will allow the recipiq
t

the funds to match the pay thec
customer’s account. R [
Receipt Issued by the supplier ods, t€ 3| Receivables, payables and

acknowledge paymend\ detﬁ&o purchases.
22

When a business transaction happer&gessential that the source data is captured immediately. This
does not necessarily mean immedi writing up the books, but it does involve some record being
made of the transaction happ

In very simple accountin ems for sole traders (e.g. a self-employed builder) it may involve the
proprietor keeping poclé%oks to record things like quotes given and a shoe box used to collect
receipts for busine@enses. From this source data, the accounting records can then be produced
each period. The¥ccountant is often not physically present at the time that transactions happen, so it is
essential tha%}e e are simple and fool proof systems to ensure a complete and accurate record of
business Q& ctions.

e’

Alternatively called books of prime entry, these will be the bridge between the raw data (e.g. receipt for
cash purchase of some building materials and the accounting system. They may be written up by the
accountant, or by a semi-trained member of staff within the client’s business.
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