Double-Entry Accounting
· Concept of writing every business transaction in two places. This is why the balance sheet balances
· Ex. Borrow money: more cash and more debts
Ratio Analysis
· A logical relationship exists between certain pairs of items on financial statements
· Can the company pay its bills?
· Is too much money tied up in inventory
What do we do with ratios
· Commonly used ratios:
1. Liquidity ratios – ability to pay current debts
2. Leverage ratios – how much debt is there
3. Operations ratios – deal with the stability of the firm
4. Probability ratios – measures the profit level of a business
Liquidity 
· Current ratios – current assets/current liabilities
· [bookmark: _GoBack]Quick ratios – (current assets – (inventory + prepaid expenses))/C.L.
Leverage 
· Debt to total assets = total liabilities/total assets
Operating ratios
· Average collection period=Accts. Receivable/average daily sales
· Inventory turnover=Cost of goods sold/((beginning inventory + ending inventory)/2)
· Average number of times inventory is sold and restocked
Profitability
· Profit margin=net income/sales
· Return on equity=net income/shareholders equity
