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Profitability:
1. Return on Equity:  → how much earned as a (%) of investments made by s/h
2. Return on Assets:  → how much earned through the use of total assets
3. Financial Leverage:  → link between (A) & invest. by s/h to finance (A)
4. Earnings/share:  → return on invest. based on # of shares outstanding
5. Quality of Earnings:  → how much cash each $1 of profit generates 
6. Profit Margin:  → how much profit is earned as a (%) of revenues generated
7. Fixed Asset Turnover:  → sales generated by use of p.p.e and acc.depr
Tests of Liquidity: ability to pay off short term liabilities 
1. Cash:   → quality/quantity of cash by comparing it to current (L)
2. Current:  → firm’s ability to repay current (L) with current (A)
3. Quick ratio:  → compares cash, s/t invest, trade receivables to current (L) 
4. Receivables turnover:  → how many times avg. t.r were recorded/collected
5. Payables turnover: → how quickly mgmt is paying its trade creditors
6. Inventory turnover:  → how many times avg. invent. was produced/sold
Tests of Solvency:
1. Times Interest Earned:  
→ shows amount before (i) and (t) relative to interest expense
2. Cash coverage:  → compares cash generated with cash obligations 
3. Debt-to-equity:  → expresses company’s debt as a (%) of its shareholder’s equity 
Market tests: ability to pay off long-term liabilities 
1. Price/earnings:  → link between current market P/share and EPS
2. Dividend yield:  → how much investors earn based on divid. they receive
Statement of financial position:
· ASSETS
· LIABITIES
· SHAREHOLDER’S EQUITY
Statements of Earnings:
· REVENUES (sales revenue, interest revenue)
· EXPENSES (cost of sales, salary exp., depr. exp. , other operating exp. Interest exp. , loss on sale of asset, income tax exp. )
· PROFIT
Statement of Cash flows: (A) ↑ cash ↓ and (L) ↑ cash ↑
· OPERATING ACTIVITES 
· net income, depr./ammort, gains/losses, current(A), current(L)
· INVESTING ACTIVITES
· Investment expenditures (cash inflow/outflow), P.P.E, s/t investments, goodwill
· FINANCING ACTIVITES (long-term debt and equity)
· bond payable, share capital, retained earnings (dividends), short-term borrowings
**Additional notes: usually contribute to investing activities and financing activities 
Bundle purchase: 
Depreciation methods:
1. Straight-line: 
2. Double-declining: 
Change in Estimate:
1. Compute the carrying value at the time of the change: 
2. Recalculate depr. using carrying value as “COST” adding any new costs, new residual value and new useful life
Disposal of Asset:
1. Compute the carrying value at the time of the change: 
2. Compute gain/loss : 
Impairment of Asset: asset = impaired when recoverable amount less than carrying amount 
· Compare the higher of the two → value in use vs. fair value
Goodwill: company purchases another company for more than its net asset value
· Net asset value = 
Payroll Liabilities 
CPP: 1 * $
EI: 1.4 * $
Example Payment of salaries:
	Salaries expense……………………..…………..……………………xxx
		Income tax withheld payable……………………..………………………..xxx
		CPP payable……………………..…………..……………………………..xxx
		Union dues payable……………………..…………..……………………..xxx
	Salaries expense……………………..…………..……………………xxx
		CPP*1 payable……………………..…………..…………………………..xxx
		EI * 1.4 payable……………………..…………..………………………….xxx
Provision (to be recognized):
· Must be a present obligation due to past event
· Probable that cash/asset will be required to settle obligation
· A reliable estimate can be made 
Retiring a bond: 
· Cause gain/loss
· E.g.: callable at 99 = 0.99
Preferred shares:
· Non-cumulative
· Fixed rate 
· No voting rights 
Common shares:
· Cumulative 
· Rate varies
· Basic voting right
Dividends:
· Declaration date: liability is created (dividends payable)
· Date of record: no j.e
· Payment date: pays cash dividend  
Stock split (affected):
· EPS
· Market P/share
· Number of shares 







Journal entries
Depreciation expense:
Depreciation expense…………………………………………………………………..xxx
	Acc. Depr……………………………………………………………………………..xxx
Impairment loss:
Impairment loss………………………………………………………………………….xxx
	Machine……………………………………………………………………………..xxx
Goodwill:
Current Assets…………………………………………………………………………..xxx
P.P.E…………………………………………………………………………………….xxx
Good will………………………………………………………………………………..xxx
	Cash…………………………………………………………………………………..xxx
	Liabilities ……………………………………………………………………………..xxx
Increase in provision/opening of a provision:
Sales returns and allowances…………………………………………………..xxx
	Returns provisions……………………………………………………………………..xxx
Warranty expense……………………………….……………………………..xxx
	Warranty provision……………………………………………………………………..xxx
Decrease in provision
Returns provisions……………………………………………………………..xxx
	Cash…………………………………………………………………………………..xxx
Warranty provision……………………..…………..…………………………..xxx
	Cash …………………………………………………………………………………..xxx
Bond discount:
Interest expense……………………..…………..…………………………..xxx
	Cash (*interest payable if it’s not a payment date!) ……………………..…………..xxx
	Disc. On bond……………………..…………..……………………………….……..xxx
Bond premium:
Interest expense……………………..…………..…………………………..xxx
	Premium on bond………………………..……………………………………………xxx
	Cash (*interest payable if it’s not a payment date!) ……………………..……………xxx
Issuing shares:
Cash……………………..…………..……………………..…………………..xxx
	Contributed capital……………………..…………..…………….………………..xxx
Dividends:
Dividends declared……………………..…………..…………………………….xxx
	Dividends payable……………………..…………..…………………………..xxx
Dividends payable……………………..…………..……………………….……..xxx
	Cash……………………..…………..………………….……………………..xxx
