Accounting
	DEF corporation

	Balance sheet as of Dec. 31, 1993

	
	
	
	

	Assets
	Liabilities

	
	
	
	

	Currents Assets
	
	Current Liabilities
	

	Cash
	3500000
	Accounts Payable
	6500000

	Mkt. Sec
	300000
	Notes Payable
	1300000

	Accts. Rec.
	5200000
	Taxes Payable
	1600000

	Notes  Rec.
	600000
	Interest Payable
	300000

	Inventories
	12500000
	Wages Payable
	700000

	prepaid expense
	300000
	
	

	
	
	
	

	Total C.A.
	22400000
	Total Current Liabilities
	10400000

	
	
	
	

	Fixed Assets
	
	Long Term Liabilities
	

	Land
	1200000
	Notes Payable
	2600000

	
	
	Bonds Payable
	3000000

	Buildings
	8000000
	
	

	less: Depreciation
	2400000
	
	

	
	5600000
	
	

	Equipment
	7500000
	
	

	less: Depreciation
	2500000
	
	

	
	5000000
	
	

	Total F.A.
	11800000
	Total L.T.L
	5600000

	
	
	
	

	Other Assets
	
	Shareholders Equity
	

	Investments
	700000
	Common shares
	12000000

	Goodwill
	100000
	Ret. Earnings
	7000000

	Total O.A.
	800000
	Total S.E
	19000000

	
	
	
	

	Total Assets
	35000000
	Total Liabilities and S.E
	35000000


Balance sheet

A balance sheet is a financial statement that shows the financial position of a company, at a specific date.

It shows how much the company owns and how much does it owe.

There are two types of balance sheets, in other words a balance sheet can be prepared in two different ways the first one is a vertical balance sheet, and this is when you have the liabilities and the shareholders equity under the assets.

The other type is the horizontal one, that is when you have the assets on the left hand side of the balance sheet and on the right hand side you have the liabilities and shareholders equity.

There is one simple rule to remember at first

Assets = Liabilities + Shareholders Equity.

A = L + S.E

Book Value: the amount of money for each item that appears on the balance sheet.

Example: the amount of money for land is the amount of money that the company put to buy the land; it might not be worth the same amount the company purchased it for but the amount it was bought for is the amount that appears

Assets

Current assets: first classification of assets
We look at cash and other assets that can be converted to cash or consumed    within a year

Current assets are always listed in declining liquidity

Liquidity: (cash): how much you have cash in your hands.

· Cash: first asset is always cash

· Marketable security: when a company has access cash on its hands that they put into the market and turn into money. They can turn these items into money in less than 24 hours

· Accounts Receivable: money that is owed to the company that is usually paid before 31 days
· Notes Receivable: it is the same as accounts receivable but there is a note that has a promise that you will be paid the money at a certain date with a certain amount of interest

· Inventories: there are many types of inventory, but we will be combining them all under inventories. Inventory is goods that are on hand. 
· Prepaid expense. Example; insurance that you can buy for the next year will be declared as prepaid expense and it will depreciate every month by a certain amount.
· Office supplies

*current assets must be listed in order

Fixed assets

Fixed assets are things that the company owns that is a fixed or permanent part of the business

There is no intention to sell the fixed assets to turn them into cash

By law you are allowed to depreciate them as they get used

For now they are not listed in any specific order

· Land: the book value is put for it, it appreciates with time, and therefore you may see a footnote with it that says how much it is worth now.

· Buildings and Equipment: assets used by the business, they depreciate as they get used. The depreciation cost gets subtracted from the book value. The deprecation value also adds up, and that is why it appears on the balance sheet as accumulated depreciation.

Accumulated deprecation: there are many different methods to calculate it but we will be using the straight line depreciation method.

Example: if a company has a building that is worth $8 million and it has a life of 10 years. That means it will be depreciating in value 800000  (8000000/10) each year, which means on the balance sheet the building will still appear as $ 8 and under it will say less: accumulated depreciation, for the first year it will be 800000 and the for the second year it will add 800000, and so on.

Other assets (that is not what they are really called but that is what professor Koppel listed it as)

Investments: investments that the company makes in other businesses to gain money

Goodwill: part of the goodwill will be the reputation and the name, how much you paid for the reputation

Liabilities

Money that the company owes

Current liabilities: debt that should be paid within a year

· Accounts Payable: money that you have to pay within 31 days

· Notes Payable: a note that promises your creditor to pay him/her at a certain date with interest, before one year
· Taxes Payable: taxes incurred but not yet paid

· Interest Payable: interest incurred but not yet paid

· Wages Payable: wages that you still have not paid.

Long term liability: debt payable after one year

· Notes Payable:
· Bond payable: companies sell bonds to make money from the public they pay them and interest and then they buy the bonds back from them at a certain date

Shareholder’s equity

Also referred to as the net worth of the company

Common stocks – they are listed according to the amount they were sold on the date of issuing.

Retained earnings – access money that has not been distributed to the shareholders

*Principle of conservatism: items are listed as their price on the date of acquisition, not the actual value.

Balance sheet problem

ABC Ltd.

Balance sheet as of December 31, 1993

	Accounts Payable
	40,000

	Accounts Receivable
	35,000

	Cash
	20,000

	Notes Payable
	25,000

	Inventory 
	60,000

	Office Supplies
	2,000

	Wages Payable
	1,500

	Retained Earnings
	28,000

	Interest Payable
	500

	Land
	10,000

	Notes Payable
	

	(Due 1998)
	55,000

	Building
	80,000

	Store Equipment
	35,000

	Goodwill
	8,000

	Common Stocks
	100,000

	ABC Ltd.

Balance sheet as of Dec. 31, 1993
Assets

Liabilities

Current Assets

Current liabilities

Cash

$20,000

Accounts Payable

$40,000

Accounts Receivable

35,000

Notes Payable

25,000

Inventory

60,000

Wages Payable

1,500

Office supplies

2,000

Interest Payable

500

Total C.A

117,000

Total C.L

67,000

Fixed assets

Long Term Liabilities

Land 

10,000

Notes Payable

55,000

Buildings

80,000

store Equipment

35,000

Total Liability

122,000

Total F.A

125,000

Shareholder’s Equity

common shares

100,000

Retained Earnings

28,000

Goodwill

8,000

Total S.E

128,000

Total assets

$250,000

Total L + S.E

$250,000


	


Income statement

Income Statement: looks at revenue and expenses over a period of time.




Determines net loss or net income

	ABC Co. Ltd

	Income Statement

	For the period ended Jan-Dec 31, 1993

	
	
	

	Given sales
	310,000
	

	Less returns
	10,000
	

	Net sales
	
	300,000

	
	
	

	Less cost of goods sold
	
	

	Beginning inventory
	40,000
	

	Purchases
	80,000
	

	Total goods on hand
	120,000
	

	Ending inventory
	65,000
	

	Total C.O.G.S
	
	55,000

	
	
	

	Gross profit
	
	245,000

	
	
	

	Operating expenses
	
	

	General and administrative
	

	Office salaries
	22,000
	

	Rent
	40,000
	

	Insurance
	1,500
	

	
	
	63,500

	Selling
	
	

	Advertising
	15,000
	

	Commission
	42,000
	

	Delivery
	2,000
	

	
	
	59,000

	Total operating expenses
	
	122,500

	Income tax (50% rate)
	
	61,250

	Net income
	
	61,250

	
	
	

	
	
	


Income Statement problem

Prepare an income statement for the ABC Co, from the following date: (for the year ended Dec 31st, 1992)

	Gross sales
	60,000

	Selling Expenses
	8,000

	Inventory Jan 1st, 1992
	10,000

	Sales Returns
	1,500

	Income Tax Rate
	50% rate

	Purchases
	35,000

	Inventory Dec 31st, 1992
	9,000

	General and Administrative Expense
	6,000


	ABC Co

	income statement

	for the year ended Jan- Dec 1992

	
	
	

	Gross sales
	60,000
	

	Less: sales return
	1,500
	

	Net sales
	
	58,500

	
	
	

	Less: cost of goods sold
	
	

	inventory Jan 1
	10,000
	

	Purchases
	35,000
	

	Goods on hand
	45,000
	

	Inventory Dec 31
	9,000
	

	Total C.O.G.S
	
	36,000

	Gross Profit
	
	22,500

	
	
	

	less: operating expenses
	

	Selling
	8,000
	

	administrative
	6,000
	

	
	
	14,000

	Net income before tax
	
	8,500

	Tax (50%)
	
	4,250

	
	
	

	Net Income
	
	4,250


Ratio Analysis
· A logical relationship exists between certain pairs of items.

· Can the company pay the bills?

· In too much money tied up in inventory?

· Is the firms’ credit policy adequate?

What do we do with the ratios?

· Compare them to industry standards

· Historical standards

· Company ratios

Commonly Used Ratios

· Liquidity ratios: ability to pay current debts

· Operating ratios (also known as activity ratios): deals with the stability of the firm

· Indebtedness ratio (also known as Leverage ratios)

· Profitability ratios: measures the profit level of the business

Liquidity Ratios

· Current Ratios

· Current Assets/ Current Liabilities (C.A/C.L)
· (2:1) may vary form one industry to another.

· Quick Ratios

· C.A – (inventory + Prepaid expenses) / C.L

· 1:1

· Working Capital: dollar figure

· C.A - C.L (amount of money the company has to use

Operating Ratios

· Average Collection Period (also known as accounts receivable (A/R) turnover)

· A.R / average daily sales

· Average daily sales = net sales/365

· Inventory Turnover

· C.O.G.S / Average inventory

· Average inventory = beginning inventory + ending inventory / 2

Indebtedness Ratio (Leveraging)

· Debt to total assets

· Total debt/total assets

	2006
	2007

	$400,000
	$480,000

	80000
	160000

	320000
	320000


· E.g.

Profitability Ratios

R.O.I (Return on Investment)

Net profit / shareholders equity

Example: 100000/1000000 = 10%

EOQ
(Economic order Quantity)
A = Annual demand = 50000

C = Cost of each = 75

S = Cost to place an order = 25
I= Annual inventory carrying charge = 12%


(Cost of shelving, rent …etc)

Arbitrary Decision: order quarterly basis (every 3 month order 12500)

	Annual Cost of Company if Ordered on quarterly basis

	
	
	
	

	Cost of Schools
	
	75*50000 = 
	3750000

	Cost to order
	
	4*25=
	100

	Cost to carry
	average inventory=
	 12500/2
	

	
	
	6250*0.12*75
	56250

	
	
	
	

	Total 
	
	3750000+100+56250=
	3806350


EOQ
EOQ     = √2AS/IC


= √2 (50000)(25)/0.12(75)


= 2500000/9


=527.05

	Cost of Company is EOQ is used

	
	
	
	

	cost of schools
	
	75*50000 = 
	3750000

	cost to order
	50000/527.05=
	94.87*25=
	2371.75

	cost to carry
	527.05/2=
	263.53*0.12*75=
	2371.77

	
	
	
	 

	
	
	
	

	Total 
	
	3750000+2371.75+2371.77=
	3754744


