[bookmark: _WNSectionTitle_3][bookmark: _WNTabType_2]	11-07-08 1:14 PM
Accounting – Recording, measurement and interpretation of financial information.
Managerial Accounting – Focused on internal operations.
Financial Accounting – Preparing financial statements for persons inside and outside an organization.
Bookkeeping – Recording transactions such as journals and ledgers.
Users of Accounting Information:
Management – Owners, Board of Directors etc.
Direct Financial Interest – Investors, Creditors etc.
Tax Authorities – Federal and Provincial Agencies. Ex. CRA
Regulatory Agencies – Stock Exchanges. 
Economic Planners – Banks, Governments etc. 
Other – Employees and Labour Unions. 
Revenue Recognition – Revenues are recorded for the accounting period in which sales are completed and collected. 
Sale is complete and product is delivered. 
Sale price to the customer has been collected or is collectible. 
Matching – Expenses will be matched with revenues to determine net income. 
Full Disclosure – Financial statements should include numbers as well as explanations and interpretations for external users to understand. 
Accounts of Accounting: 
Assets - Things of value owned by the firm. Listed in order of liquidity.
Liabilities – Debts owed by firm to others. Listed in order they are due.
Owners Equity – Amount that owners and/or shareholders invest in a business, plus profits minus dividends or withdrawals.  
Revenue Accounts – Income from all sources.
Cost of Goods Sold – When a company sells products, the costs of producing and selling these products is recorded. 
Expense Accounts – Expenses of running a business. 
Fundamental Accounting Equation: Assets = Liabilities + Owners Equity.
Double Entry Bookkeeping – In every transaction money must come from somewhere and go somewhere. 
Debit Entry – Increases a debit balance and decreases a credit balance. 
Credit Entry – Increases a credit balance and decreases a debit balance.
Debit Balance – Owns or Receives.
Credit Balance – Owes or Pays.
Journal – Repository of every transaction undertaken by a business.
Accounting Cycle: 
1. Examine Source Documents 
2. Record Transactions 
3. Post Transactions
4. Prepare Financial Statements
Income Statement – Displays revenue, expenses and net profit over a period of time. 
Balance Sheet – Displays assets, liabilities and owners equity as a “snapshot”
Income Statement Formulas:
Beginning Inventory + Purchases – Ending Inventory = Cost of Goods Sold.
Revenue – Cost of Goods Sold = Gross Profit.
Gross Profit – Operating Expense = Net Income before Tax.
Net Income before Tax – Income Tax = Net Income. 
Depreciation – Cost of asset is amortized over its useful life and recorded.
3 Depreciation Methods:
1. Straight Line: (Cost – Salvage Value)/(Useful Life)
2. Units of Production
3. Declining Balance
Working Capital – Difference between current assets and current liabilities. 
Financial Ratios:
Useful if Compared to:
Standard ratios of an industry.
Ratios of a competitor.
Year over year ratios of the same company.
5 Types of Ratios:
1. Profitability – Measures how much income can be generated relative to assets, sales and owners equity.
2. Asset Utilization - Measures how well a firm uses assets to produce sales.
3. Liquidity – Measures speed in which a firm can turn assets into cash.
4. Debt Utilization – Measures how much debt a firm uses relative to capital.
5. Per Share Data – Measures earnings/ dividends being earned per share. 
Ratio Formulas: 
Profitability:
Profit Margin = Net Earnings/Gross Operating Revenue x 100%
Return on Assets = Net Earnings/Total Assets x 100%
Return on Equity = Net Earnings/Owners Equity x 100%
Asset Utilization Ratios:
Receivables Turnover = Gross Operating Revenue/Accounts Receivable
Inventory Turnover = Gross Operating Revenue/Total Inventory
Liquidity Ratios:
Current Ratio = Current Assets/Current Liabilities
Quick Ratio = (Current Assets – Inventory)/(Current Liabilities)
Debt to Owners Equity = Total Debt/Total Owners Equity
Debt Utilization:
Debt to Total Assets = Total Debt/Total Assets
Times Interest Earned = Income before Interest and Taxes/Interest Expense
Per Share Data: 
Earnings Per Share = Total Dividends Paid/Number of Shares Outstanding 
Dividends Per Share = Net Income/Number of Shares Outstanding

Organizational Control: 
Managers must monitor and evaluate the following:
Efficiency in converting inputs into outputs
Product quality improvement 
Customer support and satisfaction
Innovative outlook by managers
Control systems help managers to:
Adapt to change
Reduce cost and increase value
Deal with uncertainty
Detect opportunity
Discover irregularities and errors
Decentralize decision making
Control Process: 
1. Establish Standards – Goals and targets against which performance is to be evaluated.
2. Measure Actual Performance – Measure outputs and worker behavior.
3. Compare – Compare actual performance against chosen standards. 
4. Evaluate – Evaluate results and take corrective action.
Control Systems – Formal, target setting, monitoring, evaluation and feedback systems that provide managers with information to determine if strategy and structure are working effectively and efficiently. 
Flexible – Managers can respond as needed
Accurate – Information mist be accurate
Timely – Information must be provided in a timely matter
3 Types of Control:
1. Feedforward - Anticipate problems before they occur
2. Concurrent – Manage problems as they occur
3. Feedback – Manage problems after they have arisen
3 Styles of Control:
1. Output 
2. Behavioral
3. Organizational/ Cultural 
Output (Detail):
1. Financial Output – Objective and allows for comparison to other firms
2. Organizational – Each division has goals that need to be met to ensure overall performance
3. Operating Budgets – Blueprint of how resources are to be used
Problems:
Managers need to create output levels that motivate all levels
Short-term goals may lead managers to forget the future
Too high of standards may lead to workers following unethical behavior to obtain them
Behavioral (Detail):
1. Direct Supervision – Managers directly teach, reward, correct and manage workers
2. Management by Objective – Evaluate workers on attainment of objectives
3. Bureaucratic – Control through system of rules and standard operating procedures.
Rules and SOP’s tell workers what to do
Outcomes are predictable
Still need output control to correct mistakes
Problems with Bureaucratic Control? 
1. Rules are easier to make than destroy
2. Firm may become too standardized therefore wont be flexible
3. Best used for routine problems 
Organizational Culture and Clan (Detail):
- Organizational culture is a collection of norms and behavior shared by workers that control the way workers interact with each other.
Clan Control – Control through the development of values and norms
Provides control where output and behavioral does not.
Strong culture can help workers focus on an organization and enhance performance. 

**In Class Notes**
Strategy is what dictates Structure
Steps in a Group:
1. Forming – Define purpose and Leader
2. Storming - Conflict
3. Norming – Group developed cohesiveness 
4. Performing – Functional Group
Accrual – Revenue is shown right away
Cash – Revenue is shown when you receive the payment
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