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1. Explain the uses and limitations of a statement of financial position. 

2. Identify the major classifications of the statement of financial position. 

3. Prepare a classified statement of financial position using the report 
and account formats. 

4. Indicate the purpose of the statement of cash flows. 

5. Identify the content of the statement of cash flows.

6. Prepare a basic statement of cash flows.

7. Understand the usefulness of the statement of cash flows.

8. Determine additional information requiring note disclosure. 

9. Describe the major disclosure techniques for financial statements.

Learning Objectives



5-3

Statement of 
Financial Position

Additional 
Information

Usefulness

Limitations

Classification

Notes

Techniques of 
disclosure

Other guidelines

Statement of Financial Position 
and Statement of Cash Flows

Statement of Cash 
Flows

Purpose

Content and 
format

Preparation

Usefulness



5-4

Statement of Financial Position

LO 1  Explain the uses and limitations of a statement of financial position.

Statement of Financial Position, also referred to as the 

balance sheet:

1. Reports assets, liabilities, and equity at a specific date.

2. Provides information about resources, obligations to 

creditors, and equity in net resources.

3. Helps in predicting amounts, timing, and uncertainty of 

future cash flows.



5-5

Computing rates of return.

Evaluating capital structure.

Assess risk and future cash flows.

Analyze company’s: 

� Liquidity 

� Solvency

� Financial flexibility

Usefulness

Statement of Financial Position

LO 1  Explain the uses and limitations of a statement of financial position.
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Most assets and liabilities are reported at historical 
cost.

Use of judgments and estimates.

Many items of financial value are omitted.

Limitations

LO 1  Explain the uses and limitations of a statement of financial position.

Statement of Financial Position
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Classification

LO 2  Identify the major classifications of the statement of financial position.

Statement of Financial Position
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Classification

Account Form Illustration 5-17

LO 3  Prepare a classified statement of financial 
position using the report and account formats.
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Classification

LO 3

Report Form

Illustration 5-17
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Primary Purpose: To provide relevant information 

about the cash receipts and cash payments of an 
enterprise during a period. 

The statement provides answers to the following 
questions:

1. Where did the cash come from?

2. What was the cash used for?

3. What was the change in the cash balance?

Purpose of the Statement of Cash Flows

LO 4  Indicate the purpose of the statement of cash flows.
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Operating

Cash inflows 
and outflows 
from 
operations.

Investing

Cash inflows 
and outflows 
from non-
current assets.

Financing

Cash inflows 
and outflows 
from non-
current 
liabilities and 
equity.

Statement helps users evaluate liquidity, solvency, and 
financial flexibility.

LO 5  Identify the content of the statement of cash flows.

Content and Format



5-12 LO 5  Identify the content of the statement of cash flows.

Illustration 5-19

Content and Format


