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CHAPTER 13


Ratios

Group 1- Ability to pay off current liabilities 

a) Current Ratio: Current Assets/ Current Liabilities 
b) Acid test ratio AKA quick ratio: cash + temp. Investments + receivables / current liabilities 
c) Working capital: Current Assets – Current Liabilities = WC 

Group 2- Ability to sell of Receivables and inventory (turnover ratios) 
a) Accounts receivable turnover: P. 259 Net credit sales/ Average Accounts Receivables 
- Measures ability to collect cash from credit customers 

b) days sales in receivables: avg. Accounts receivable/ one day sales 
  i) Net sales/ 365. = x$ per day. ii) Avg. A/R / x$ per day 
- Shows how many days it takes to collect A/R 

c) Inventory turnover ratio: COGS/ Average inventory 
- Indicates ability to sell inventory. The number of times a year it sell inventory. 

Group 3- Ability to pay long term Debt 

a) Debt ratio: Total liabilities/ Total Assets 
- Measures % of assets financed with debt 

b) Times interest earned ratio: income from operations/ interest expense 
-Measures the number of times operating income can cover interest expense (p417) 
 



Group 4 – profitability ratios

a) gross profit ratio  Gross profit/ net sales revenues  (GP = sales- COGS) 
how much profit per $ 

b) ROA (return on assets)  Net income + interest expense (if applicable) / average total assets 
-measures how profitably a company uses its assets

c) ROE (return on investments) Net income- preferred dividends (if applicable)/avg. common SE 
-helps estimate how much income is earned with the money invested by common shareholders 
-common shareholders only

d) Return on sales: Net income/ sales revenue- shows the % of each sales dollar earned as net income.  For every dollar sale how much income generated? 

e) earning per share: Net income- preferred dividends/ avg. # of common shares outstanding 
p. 147 – gives the amount of net income earned for each share of the company’s common stock 

Group 5- Analyzing an investment p 689-90 

a) Price earnings: market price per common share/ earning per share (EPS) 
EPS- net income- preferred dividend/ avg # if common shares 
· indicates the market price of 1$ earnings , reflects investor confidence 

b) dividend yield: dividend per common share/ market price per common share of stock 
- shows %  of shares market price returned as dividends 

c) book value per common share: Total SE- (preferred shares if any)/common shares issued/ outstanding 
does not = fair market value, indicates the amount recorded on books 
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Horizontal vs Vertical analysis pp 667- 676 
Horizontal – studies changes from one year to the next
-1st year is your base year 
-% is found by taking the change and then dividing it by base year amount. 

Example: 13- 1 
	
	2011
	2010 
	2009 
	2011-2010

	Revenue
	10,889
	10,095
	9,777
	795 = 7.9%

	Expenses
	5,985
	5,604
	5,194
	

	Net income 
	4,904  
	4,491
	4,583
	413 = 9.2 % 




Vertical Analysis
-convert everything into a percentage! 
-Balance sheet- divide all assets by total assets and divide all liabilities by total liabilities 
-income statement- use revenues as base

	
	2011
	

	cash
	6000
	2.1% 

	AR
	30,000
	10.64%

	inventory
	148,000
	52.48% 

	pp. expenses
	2000
	0.71%

	P.P & E
	96,000
	34.04%

	TOTAL (base) 
	282, 000
	100% 
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Chapter 8 notes 
Omit. 402-414 419-423 

Liabilities- represent a debt or obligation 
Do not need to know how to calculate GST 

Warranty- protects the consumer. A CURRENT liability to the company. Estimate. 

Contingency – company doesn’t know if it will have to pay something. Eg law suit 
-needs to be measurable and high probability having to pay 

read 398-99 

payroll question in class: 
Jade co. has a 2 week payroll of 7500 for its 7 employees. Income tax in the amount of 1,900 is withheld from employees as well as 5% for CPP and 2% for EI. In addition 320$ is withheld from employees for union dues. Jade co also has to submit an additional 5% for CPP and 28% for EI as its share of payroll liabilities. Employees dental expense for this pay period is 268$. 

Journalize: 

Employee: 
Payroll expense		    7,500
	Employee withheld income tax pay. 		1,900	
              CPP payable 	(5% X 7500) 				375		
	 EI payable (2% X 7500) 				150 
	 Employee dues payable				320
	 Salary payable 					4755 
To record salary expense and employee withholdings 





Company: 
CPP expense (5%X7500)	       375
EI expense (28% X 7500)	       210 
	 CPP payable						375
	 EI payable						210 
To record employers share of CPP and employment insurance 

Paying employee: 
Employee dental expense 		268 
Dental benefits payable 				268 
Salary payable 			4755
	Cash							4755 
To record employee benefits payable by employer 

Money to authorities: 
   Income tax payable 		1500
   CPP payable (375X2) 		750 
   EI (150+210) 			360 
  Employee union dues pay.		320 
  Employee dental pay. 		268
	Cash 							3598 

8-18 p 395 
debit the expense and credit the payables 


chapter 9 SHAREHOLDERS EQUITY 

B/S 
Long term assets 
Investments 
Other Assets
Intangible assets 
Goodwill 


Long term liabilities 
[bookmark: _GoBack]Derivative instrument liabilities 
Future income tax liability
Accrued pension &other post retirement benefits 
Accrued environmental costs and assets retirement obligations 
Deferred credits 

S/E 
Share capital 
Unlimited authorization of 1st preferred shares; none outstanding
Unlimited authorization of common shares without par value issued and outanding 13443 and 3848839 shares at Dec 31 2009 and 2010 respectively
Contributed surplus 
Acc. Other comprehensive income 
RE 


Features of a corporation: 

-A corporation is a separate legal entity formed under federal or provincial law
 right to buy and sell property, sue and be sued
- continuous life regardless of ownership
- Limited liability for shareholders
- separation of ownership and management 
- separate taxable entities, subject to double taxation. Pay tax on corporate income and on dividends received 
-government regulated – by both federal and provincial 

	ADVANTAGES
	DISADVANTAGES

	Can raise more capital 
	Separation of ownership and management

	Continuous life
	Corporate taxation

	Ease of transferring ownership
	Government regulation

	Limited Sharholder liability 
	



Begins with articles of incorporation submitted for approval 
Unlimited control of the organization  begins with the sharehiolders .

Shareholder elect the board of directors. 
Board of directors set company policy and elect a chairperson (usually most powerful) 
Also designates the president aka (CHIEF EXECUITVIE OFFICER) 

SHAREHOLDERS RIGHTS 
1. right to buy and sell shares
2. right to vote
3. right to receive divideds
4. liquidations- receive proportionate share of assets if the company was ever to go out of business
5. the preemptive right- maintain proportionate ownership if more shares are issued 

Authorized shares – maximum number of shares a corporation is allowed to distribute to Shareholders 
Issued- refers to the number of shares that have been sold or transferred 
Outstanding shares- actually in the hands of the shareholders

Every corporation issues common shares- basic form of capital stock 
Preferred shareholders
-receive dividends first
- receive asstets first if liquidated 
- usually non voting 
-may be cumulative 
-companies have no obligation to pay back true preferred shares 

No stated value shares- shares that do not have a value assigned to them by articles of incorporation – can assign whatever value board of directors wishes 

The recorded value of a companies contributed capital is the sum of shares issued X stated value at time issued.  



Selling common shares issues 1000 for 50$.
  Cash………. 5 000 000
	Common shares…….. 5 000 000
[ 100 000 x 50.00 ]

common shares issued for assets other than cash!

The company is required to measure the goods or services received and increase in SE as the fair value of the goods. If value cannot be determined then the value of the shares given up will be recorded 

Equipment 4000
Building      120 000
	Common shares      124 000

Most dividends are cash dividends
Needs enough RE to declare dividends and enough cash to pay 
Once dividend is declared becomes legal liability to pay 

1. Declaration date: board announces that they will be paying dividend 
Recorded by
 Debit RE. ………………….xxx xx xxx
Credit dividends payable . ……………….. xxx xxx xxx

2. Date of record: follows by a few weeks. Will receive the dividend  
NO ENTRY REQUIRED 

3. Payment : follows by another few weeks. Recorded by
Debit Dividends payable ……………xxx xxx xxx
	Credit cash……………………………………………xxx xxx xxx

Net income is the only item that increases RE 
                                         		RETAINED EARNINGS
	Dividends????? 
	Beg bal. 

	
	Net income 



Missed dividends- in arrears.
Preferred shares are non cumulative unless stated 	

A stock dividend – is a proportional distribution by a corporation of its shares to its shareholders. Increase the shares account and decrease the RE . eg 
Had 300 shares and distributes 10% common share dividend you will receive 30 extra. Now own 330 

Reasons to issue stock dividends:
A) continue dividends but conserve cash 
B) reduce the per share market price of its shares – makes them less expensive :. More attractive  

Stock split- is an increase in the number of authorized , issued and outstanding shares and reduction of book value.  Twice as many shares outstanding and book value cut in half.  Total equity does not change! 



Chapter 7 – property, plant, equipment 

Types of Assets: 
Tangible long lived assets: aka property, plant and equipment. 

Intangible assets: no physical form, eg. Patents, copyrights, and trademarks. 

The cost of any asset includes all costs incurred to bring the asset to its location and intended use

-eg purchase price,  plus taxes,  commissions, etc. 

LAND
Price includes: real estate commission, survey fees, legal fees, expenditures for grading,  and clearing, and demolishing and removing, 

Price does NOT include: fencing, paving, sprinkler systems, lighting, ..these are called LAND IMPROVMENTS and are subject to depreciation. 
Building, Machinery and Equipment 
Price includes: architectural fees, building permits, contractor charges, payments for materials, labor and overhead, taxes, commission, repairs & renovation 
Machinery & equipment-  transportation, insurance , sales and taxes, installation costs, testing, support for equipment .. after up and running insurance and taxes and maintenance 

Land improvements and leasehold 
Parking lot, drivewyas, fence, located on the land and subjected to decay(depreciation)  

Lump-sum purchases (basket purchases) 
Add up all fair value and divide by total to get percent. 
					   
    Total cost 
Land 		40 000/ 150 000 = 26% x 120 000 = 31200
Building  	95 000/150 000=  63% x 120 000 = 75 600 
Equip   	15 000/ 150 000= 10% x 120 000= 12 000
                   150 000 FMV 

capital expenditures- increase the assets productivity or useful life … cost is added to asset account 
repairs are recorded as expenses. 
Must decide.. does cost extend the useful life?

Carrying amount= cost- dep

Estimated useful life- length of service expected from asset. 
Estimated residual value- (salvage vale) expected cash value of asset after useful life.

Methods of depreciation: 
Straight line : cost – RV/ est useful life 

Units of production method: fixed amount of deprecation assigned to each unit. 
Cost – RV/ number of units 



Diminishing balance
1st find the rate. 5 year useful life… 1/5 = 20% 
2nd multiply rate by 2 for Double diminishing balance now 40% for 5 year asset 
3rd multiply the rate by carrying amount  
IGNORE RESIDUAL VALUE 
4th don’t reduce below RV 
 
derecognition  of asset 
a) record the expense up to date of sale 
b) measure asset final carrying amount

goodwill does is not amortized!- indefinite life. Only recorded when purchased.. provides evidence of worth 
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