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A Further Look At Financial Statements
Current Assets
· Assets expected to be converted to cash, sold or used in the business within one year or one operating cycle, whichever is longer
· Operating cycle is the average time it takes to go from cash to cash in producing revenue
· Usually listed in order of liquidity:
· Reverse order of liquidity also possible
· Examples include cash, held-for-trading investments, accounts receivable, inventory, and prepaid expenses

Non-Current Assets
· Assets not expected to be converted to cash, sold or used in the business within one year or one operating cycle
· All assets not considered current
· Examples
· Long-term investments
· Property, plant and equipment
· Intangible assets and goodwill
· Other assets
Goodwill: arises when a company acquires another entire business. The amount of goodwill is the cost to purchase the business minus the fair market value of the tangible assets, the intangible assets that can be identified, and the liabilities obtained in the purchase.

Long-Term Investments
· Multi-year investments in:
· Debt securities: loans, notes, bonds, mortgages
· Equity securities: shares of other companies
· These assets are normally not intended to be sold (and converted to cash) within one year
Note Receivable: Written promise to pay you back. If not payed back customer must pay interest

Property, Plant, and Equipment
· Tangible assets with relatively long useful lives
· Used in operating the business
· Examples:
· Land
· Building/Equipment
· Furniture
· Computers
· Vehicles
· Usually listed in order of permanency

Depreciation
· Allocation (expense) of the cost of property, plant, and equipment over their estimated useful lives:
· Companies systematically assign a portion of the cost of an asset to expense each year
· Under IFRS, this allocation is referred to as depreciation for property, plant, and equipment, and amortization for intangible assets
· Under ASPE, amortization is often used instead of depreciation
· The cost of long-lived assets with indefinite lives is not depreciated (ex. Land)
· Accumulated depreciation account shows the total amount of depreciation taken date
· The difference between the cost of asset and its accumulated depreciation is referred to as the carrying amount of asset
· Accumulated depreciation is a contra asset account

Intangible Assets
· Non-current assets that do not have physical substance and represent a privilege or right held by the company
· Examples:
· Patents, copyrights, trademarks, licences
· Good will: Excess price paid on acquisition of another company
· Generate a future value to the company











BE2-3
Assets
Current Assets
Cash								$16400
A/R									14500
Inventory								9000
Supplies								4200
Prepaid Insurance							3900
									A
Non-Current Assets
Land								$65000
Building								110000
Accumulated Depreciation-Building					(33000)
										77000
Equipment								70000
Accumulated Depreciation-Equipment				(25000)
										45000
Total Assets = A+B								B


Current Liabilities
· Obligations that are to be paid or settled within the (longer of the) coming year or one operating cycle
· Examples:
· Bank indebtedness
· Accounts payable
· Unearned revenue
· Bank loan/notes payable
· Current maturities of long-term debt

Non-Current Liabilities
· Debts expected to be paid or settled after one year
· Examples:
· Bank loan/notes payable
· Lease obligations
· Pension and benefit obligations
· Deferred income tax liabilities
· Usually accompanied by extensive nots to the financial statements

Shareholders’ Equity
· Share capital:
· Investment of cash (or other assets) in the company by shareholders in exchange for preferred or common shares
· Retained earnings:
· Cumulative net income kept for use in the company

BE2-2
(a) 1
(b) 2
(c) 4
(d) 5
(e) 1
(f) 6
(g) 2
(h) 3
(i) 1
(j) 1
(k) 1
(l) 6
(m) 4
(n) 1
(o) 4
(p) 1
(q) 4

Using the Financial Statements
· Specific tools can be used to analyze the financial statements
· Ratio analysis expresses the relationship between selected financial statement data
· Use comparisons to aid in analyses:
· Intracompany comparisons cover 2 or more periods for the same company
· Intercompany comparisons between the company and a competitor
· Industry average comparison based on averages for particular industries 


Liquidity Ratios
· Measures a company’s short-term ability of to pay its maturing obligations and to meet it unexpected needs for cash
Working capital = Current assets – Current liabilities

Current Ratio = 	Current assets			*Higher is generally better*
			Current liabilities 

Solvency Ratios
· Measure a company’s ability to survive over a long period of time:
· The higher the percentage of debt to total assets, the greater the risk that debt cannot be repaid when they are due

Debt to total assets = 	Total liabilities 			*Lower is generally better*
			Total assets


Profitability Ratios
· Measure a company’s operating success of for a given period of time

Basic earnings per share = 	Profit available to common shareholders 
				Weighted average # of common shares
Another way to write =		Net income – dividends to preferred shareholders
				Weighted average # of common shares

Price earnings ratio = 		Market price per share			*Higher is generally better*
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