CHAPTER XI
FINANCIAL STATEMENTS DESIGN

1, Purpese of Financial Statements

Financial statemants aré prepared for the
use of owners, and lor regulatory and other purposes,
Thé best form of presentation of finan¢ial statements
15 that which serves those purposes in the most

raliable and Eipedient ManNer,

Sometimes it is necessary to prepare a
ztatement in different manners to gerve aseveral purpcosaes.,
Then this is done; they should bhe easily reconciable
with one another. Regardless of the puarpose or urposas
for which the financial statenents are prepared; they
should always present a subatantially sound view of
the facts to thoge to whem they ars addressed or
presented, Finally, since reliability is tho main
objective of financial statements, there ghould be

a full disclesure of the facts,

While form ond terminology may be helpful in
achleving precision, they should be ignored should
they obgtruct full discloaure of materiel facta.

The captiona and sub-divisions of the financial
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statements mast be descriptive and give information
of their nature and contenta. This procedure will
he.cuqductive to a better understanding of the lacts.
In the oplnicon af several authorities in accuun&ing,
whenéver the Tacts are submitted to an intelligent
reader, thse interpretation could be laf't to him,

and any action made by the reader on the strength

of such finaneial statements will be on his own

account,

The principal business executi;e must be
provided with statements of fiﬁuncial condition and
reaulta of oporation objectively aa to facta reperted,
but gubjectively as to an understanding of their
neéds. Statements assist even the most congtructive
and imaginative efforts of the executive, which
efforts must be based upon a ¢lear Undarstapding
of th¢ financial condition, costs of operntions,

anﬂ resulting income of the business,

To the management, the financial statemonts
are the barometer and compass of the buainess, It
is through these financial statements that the
management can formulate scientific planning and
intelligent ection, and hence make profit where

others had falled,
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2., Need for ﬁhifnrm Statements

Statements can be misleading if not presented
uniformly from pericd to period, Financial statements
can be more easily analyzed if the figures in the
statements can be compared with the figures or groups
of figufes in equivalent statements of prior periods.
The comparison of figures or group of figures which
can be expressed in terms of ratlos or percentage,
can indicate significant trends. Graphic presentation
of the aame ratios over a pericd of time can be an

effective means of digclesing general trends.

511 of these must be borme in mind by the pystem
analyst, Uniformity of charges anﬂ credits to tue
accounts is covered by the chapter of “Chart of
Accounta." PEach account can be properly analyzed
and defined as to scope, contents, and puriosd.
However, in order té ﬁake financlal statements
uniform from period to period, a samnle form of the
_financial statementa m;y be preparoed in order to be

rendered to the management.

3, The Desgign of Financial Statementa

The present standard forms of financial
atatements are the unsatisfactory outconme of a

gerjes of compromise between conflleting aims
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and modes of thought; the balance sheet, as the

oldest and for a long time the princip;l or only
statement issued, displays these characteristics

moat clearly, It is a compromisé between the modes
of.thuughtuf those who prepare it and those for whom
it is designed, Originally, it was recognized as &
atatement of balances and a produgt of %ﬁcuunting
téchnique, as the symbolg=~""Dr'" and "Cr" by which

its two sides were headed indicated, Later, an

effort was made to give it a more amuthoritative
character; the inexact but less egoteric hEadiﬁgs
"assets" and "Liabilities" were substituted, and the
document wag described as a statement of agsets and
liakilities, or of financial position or as showing
the state of the company's affairs, Such descriptions
gava rise to the belief that it is necessary to deline
MTaggets" and '"liabilitiea" when used as balence-agheat
headings, as connoting only balancea that are or
ahould be carried forward when beooks kept by double
entry in accordance with generally accepted aocouniing

practices are closed,

. The cycle thus completed 15 matched in the
history of the income acgount or statements Actually,
there are twoe kinda of forms designed for income
statements, One is T account form, another is in

form of gtatement, Formerly, the charges to tha
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trading or preofit and less account were usually
clageified according to the nature of what was
purchased or congumed - raw materials, supplies,
yvages, cetc, Analysis of expenditures acecarding te
the purpesaa for which thgy were made became _
general with the development of cost ﬂccnunting.as
an integral part of the general beokkeeping syatem,

New categories then came into general use in the

income acecount,
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