Chapter 1 
	Agency Problem
	The possibility of conflicts of interest between the stockholders and management of a firm

	Capital budgeting 
	The process of planning and managing a firm’s investment in long-term assets

	Capital markets
	Financial markets where long-term debt and equity securities are bought and sold

	Capital structure 
	The mix of debt and equity maintained by a firm

	Corporate governance
	Rules for corporate organization and conduct; rules and practices relating to how corporations are governed by management, directors, and shareholders

	Corporation
	A business created as a distinct legal entity owned by one or more individuals or entities 

	Derivative securities
	Securities whose returns depend on the price of an underlying asset and that allow market participants to offset the exposure of their cash market positions 

	Financial engineering
	Creation of new securities or financial processes

	Money markets
	Financial markets where short-term debt securities are bought and sold

	Partnership
	A business formed by two or more co-owners 

	Regulatory dialectic 
	The pressures financial institutions and regulatory bodies exert on each other

	Sole proprietorship 
	A business owned by a single individual 

	Stakeholder
	Anyone who potentially has a claim on a firm

	Working capital management
	Planning and managing the firms current assets and liabilities



Chapter 2
	Average tax rate
	Total taxes paid divided by total taxable income

	Balance sheet
	Financial statement showing a firm’s accounting value on a particular date

	Capital cost allowance (CCA)
	Depreciation method under Canadian tax law allowing for the accelerated write-off of property under various classifications 

	Capital gains
	The increase in value of an investment over its purchase price

	Cash flow from assets
	The total of cash flow to bondholders and cash flow to stockholders, consisting of the following: operating cash flow, capital spending, and additions to net working capital

	Cash flow to creditors
	A firms interest payments to creditors less net new borrowings

	Cash flow to shareholders
	Dividends paid out by a firm less new net equity raised

	Dividend tax credit
	Tax formula that reduces the effective tax rate on dividends 

	Free cash flow
	Another name for cash flow from assets

	Generally accepted accounting principles
	The common set of standards and procedures by which audited financial statements are prepared

	Half-year rule
	CCRA’s requirement to figure CCA on only one half of an asset’s installed cost for its first year of use

	Income statement
	Financial statement summarizing a firm’s performance over a period of time 

	Loss carry-forward, carry-back
	Using a year’s capital losses to offset capital gains in past or future years

	Marginal tax rate
	Amount of tax payable on the next dollar earned

	Net acquisitions
	Total installed cost of capital acquisitions minus adjusted cost of any disposal within an asset pool

	Non-cash items
	Expenses charged against revenues that do not directly affect cash flow, such as depreciation

	Operating cash flow
	Cash generated from a firm’s normal business activities

	Realized capital gains
	The increase in value of an investment converted to cash

	Recaptured depreciation
	The taxable difference between adjusted cost of disposal and UCC when UCC is greater

	Terminal loss
	The difference between UCC and adjusted cost of disposal when UCC is greater
















Short Term Solvency/Liquidity 
	Financial Ratio
	Measures
	Calculated As…

	Current Ratio
	Whether or not a firm has enough resources to pay its debts over the next 12 months 
	Current Assets/Current Liabilities

	Quick Ratio
	A firm’s short-term liquidity 
	(Cash & Equivalents + A/R + Short-term investments)/Current Liabilities

	Cash Ratio
	
	(Cash & Equivalents + Invested Funds)/Current Liabilities 



Asset Utilization
	Financial Ratio
	Measures
	Calculated As…

	Total asset turnover 
	The value of a firm’s sales generated relative to the value of its assets
	Sales/Total Assets

	Inventory turnover 
	How many times a firm’s inventory is sold and replaced per year
	COGS/Inventory

	Receivables turnover 
	How many times a firm collects its accounts receivable per year 
	Sales/Accounts Receivable



Long Term Solvency/Liquidity
	Financial Ratio
	Measures
	Calculated As…

	Total Debt Ratio
	The percentage of a firm’s assets that are provided via debt
	(Total Assets – Total Equity)/Total Assets

	Debt-Equity Ratio
	The relative proportion of shareholders’ equity used to finance a firm’s assets
	[bookmark: _GoBack]Total Liabilities/Shareholders’ Equity

	Equity Multiplier
	A firm’s financial leverage, the ratio of a firm’s total assets to its S/E
	Total Assets/Shareholders’ Equity OR 1 + D/E Ratio

	Times Interest Earned
	A firm’s ability to meet the interest payments on its debt 
	EBIT/Interest Paid 

	Cash Coverage Ratio
	A firm’s ability to pay off its current liabilities with only cash and cash equivalents 
	(EBIT + Depreciation)/Interest Paid 



Profitability Ratios
	Financial Ratio
	Measures
	Calculated As…

	Profit Margin
	Firm’s financial health (profitability)
	Net Income/Revenue

	Return on Assets
	How efficient a firm is at using its assets to generate earnings 
	Net Income/Total Assets 

	Return on Equity
	The amount of net income returned as a % of S/E
	Net Income/Shareholders’ Equity
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