Accounting
Chapter 1
· What is accounting? 
Accounting is COMMUNICATION
· What is a business? 
Owners managers employees 
can also include : shareholders, potential investors, creditors, suppliers, regulators, gov’t, security analysts, journalists, labour unions, competitors
It is a group of people
How does a business communicate?
With financial statements
· Income Statement: Earnings and expenses
· Statement of Retained Earnings: Accumulation of wealth of the organization
· Balance Sheet: What you “own” and what you “owe”
· Cash flow statement: where our cash comes from and where it goes
Who do organizations communicate to?
What problems do you see coming up?
Accounting Standards
· CICA
· AcSB
· GAAP- changed to ASPE
· IASB
· IFRS (Canadian organizations that are publicly accountable need to follow IFRS standards)
Decision Making
Qualitative characteristics
· Understandability
· Relevance
-Predictive
-Feedback
-Timeliness
- Reliability (representational faithfulness, 
-Comparability
Constraints
· Cost/benefit
· Materiality
Canadian Accounting Designations
· CMA
· CA
· CGA
Organizing businesses
· Sole proprietor
· Partnership
· Corporation
· (joint ventures, crown corporations, etc)
· Public vs private (sector)
Annual Reports
Balance Sheet 
A= L+OE (no shit)
Assets: what you own
Liabilities: what you owe
Shareholder equity: owners share
Cashflow
Operating activities
Financing activities: how we get the money in order to invest in what we do
Investing activities: investing in the production of the organization
Income statement
Revenue – expenses= net income
Financial v.s Managerial
Financial
· External 
· Regulations (ASPEs or IFRSs)
· Past
· The big picture
Managerial
· Internal
· No regulations
· Forward
· The details and decision-making
Balance sheet
A=L+OE
Assets must be put into order of liquidity (what we can put into cash faster)
Current assets: assets get turned into cash within 1 year
fixed assets: longer than 1 year
Liabilities also must be listed in order of liquidity 
Current liabilities:  a/p, wages payable
Long term: bonds payable mortgage payable
Owners equity
Capital stock, retained earnings
Income statement
year ended....
Revenues – expenses=net income
Double underline at the end 
Dollar sign at the top of every column and at the bottom
Financial statements must have 3 titles (name of company, type of statement, date)

Statement of Retained earnings
Year ended...
Beginning retained earnings                              $xxx
+ net income ( or substract net loss)                 xxx
-dividends	   (xxx)
= ending retained earnings	 $xxx

Income statement (single step)
Discontinued operations and extraordinary item:
1) Unusual
2) Infrequent
3) Outside of management control
Anything after income tax expense has been deducted, it must be shown of Net of tax.	
Multi step income statement
Sales rev – cogs = gross margin sales (mark up)
Operating expenses:
· Distribution exp
· General and administrative exp
· Restructuring exp
Total operating exp
Income from operations:
Other revenues:
· Interest revenues 
· Dividend revenue
Other expenses:
· Interest expense
Income before income taxes:
· Discontinued operations/ extraordinary item +
· Income tax expense
Income before discontinued operations=
· Loss on discontinued operation (net of tax)

Chapter 3

Accrual basis v.s cash basis accounting
Cash basis: when cash is received or paid
Accrual basis: revenues recorded when earned
· When the majority of the work is complete
· Measurable
· Reasonably assured of receiving the money
Expenses when incurred
Example: sell a pair of shoes for $100 on june 30th, customer puts the shoe’s on account and pays on July 15th
Cash basis:
July 15th   cash....................................100
                       Sales revenue.......................100
Accrual basis:
June 30th A/r ......................100
                    Sales revenue.........100
July 15th cash ...............100
                    a/r....................100
Matching principle: pairing revenues to the expenses
Accounting cycle:
1. Transaction analysis
2. Record
3. Post
4. Trial balance
5. Adjusting entries
· Prepaid assets 
· i.e insurance plan $1200 may 1st 
· May 1 prepaid insurance ............1200
·                    Cash......................................1200

May 31  Insurance expense ........100
                     Prepaid insurance ...........100    (adjusting entry)

· Interest
· Salary expense
· Office supplies
· Depreciation
· Unearned revenue

Unearned revenue: customers have paid for but we haven’t done anything yet (liability) we owe the customer work, time, or their money back

Regular transaction: 
Jan 1  Cash................................ 12000
               Unearned revenue...............12000

Adjusting entry:
Jan 31 Unearned revenue ......2000
                       Revenue.....................2000

6. Adjusted Trial Balance
7. Financial statements
8. Close accounts (permanent and temporary. Do not close permanent accounts! Only temporary)
Temporary accounts= revenue and expenses
Permanent: assets, liabilities and o.e (balance sheet)

Closing entries:
Revenue: are normally credited
Dec 31 Revenues ...........xxx
                     Retained earnings.....xxx
Closed revenue
Dec 31   Retained earnings.......xxx
                   Expenses.......................xxx
Closed expense accounts

Chapter 4
Fraud
Fraud : intentional act to gain unfair advantage over someone else using misrepresentation.
Collusion: people working together to commit a fraud.   
Internal control: organizational plan and all the related measures that an entity adopts.
           
                                              


Chapter 5
Estimating Bad debts Expense:
1. Percentage of sales
2. Aging method
Revenues of 1 million – estimates of 2% of all sales as bad debt= 20000
1. Percentage of sales:
Bad debt expense ............20000
     Allowance for bad debt..........20000
2.Aging method:  total               0-30 days  (.5%)          30-60 days (2%)           60+ (10%)
j. brown..............2000............1000.................................1000
t. spezza............4000..............3000...........................................................1000
r. pyper.............10000...............................................................................10000
b. comheady......50000...........4000................................1000
Total:....................................  8000.................................2000.....................11000
Multiply by percent:               x .5%..................................2%.......................10%
Total:........................................40.....................................40.......................1100=1180	

If allowance for bad debt account has an existing balance, we want to make it = to 1180
i.e
debt:0
credit:800
only have to credit 380 to make it = 1180
Short term investments
Microsoft buys 10000 shares of bombardier @ $100 per share on June first
June 1st short term investment .........1000000
                    Cash..................................................1000000
On june 15th, bombardier declares a dividend of 0.20$/ share to be paid on july 15th
June 15th dividend receivable.......2000
                       Dividend revenues..........2000
(.20 x 10000)			

On june 30th bombardier share are tradiary @ 98$/share

June 30th
July 15th Cash ......................2000
                    Dividend receivable.....2000
August 15th Microsoft sells shares
August 15th Cash..........1020000
                        Short term investment....980000
                        Gain on sales..................40000

Write off’s:
Allowance for doubtful accounts.........
      A/R.........................................................
After write off cash receive:
A/R....................
          Allowance for bad debt..........

Cash.........
     A/R..........

Professor Mckienny
Return on assets= NI+interests/ ((total assets of 2011+total assets of 2010)/2)
Future value=Pv (1+r)^t
Chapter 8
Known current liabilities:
· Accounts payable
· Short-term notes payable
· Goods and services tax payable
· Sales tax payable
· Accrued expenses
· Payroll liabilities
· Unearned revenues
· Current portion of long term debt
Chapter 9
Characteristics of Corporations
· Separate legal entity
· Continuous life and transferability  of ownership
· Limited liability
· Separation of ownership and mgmt
· Corporate taxation
· Government regulation
Adv:
1. Rise more capital than a proprietorship/partnership
2. Continuous life
3. Ease of transferring ownership
4. Limited liability of shareholders
Disadv:
1. Separation of ownership
2. Corporate taxation
3. Government regulation
Shareholder rights:
· Sell shares
· Vote
· Dividends
· Liquidation
· Pre-emption
Capital shares:
Corporate ownership is evidenced by a share certificate, which may be for any number of shares
The total number of shares authorized is limited by the articles of incorporation
Cash dividends:
Three relevant dates for dividends are: 
· Declaration date
· Date of record
· Payment date
Retained earnings.......
       Dividends payable..........................
Dividends Payable..........
        Cash.............................
Stock split: is an increase in the number of authorized, issued, and outstanding shares, coupled with a proportionate reduction in the share par value. 
Return on Assets:
Rate of return on total assets = (net income + interest expense)/average total assets
Return on Equity: For every dollar that common share holders have invested in our organization they get a 16% return. 
Rate of return on common shareholders’ equity = (net income – preferred dividends) avg common shareholder equity
These ratios tell you the productivity (performance) of the organization.
Selling an asset:
Cash.............8000
Acc.dep.......6000
Loss on sale..1000
   Equipment............15000
Cash flow statement
Purpose: how much cash is coming in and out of the organization and in what areas of the organization.
3 elements of a cash flow statement:
1. Organizing
2. Investing: purchase or sale of capital assets
3. Financing: shares, debt (bonds), payments of dividends
On the balance sheet we can find:
· Shares : common stock
· Debt: total liabilities
· Investing: long term assets
Operating activities
Net income is the summary of the whole income statement
NI............................ $2500
Add: dep Exp.............2000
Add: loss on sale ......1500
Deduct: gain on sale...(1000)

If a/r decreases then cash increases
Inventory increases then cash decreases
c.a increase then cash decreases
c.a decreases cash increases
A/p decreases then cash decreases
A/p increases then cash decreases
C.L increases Cash increase
Financial statements (analyzing)
1. Raw data
Ratios
Current: for every dollar of current liabilities we have 1.82 of current assets
Quick ratio: for every dollar of current liabilities we have, we have a1.58 in quick assets
The largest the difference between the current and quick ratio, means there is more money tied up in your other current assets, mostly inventory.
Inventory turnover: how many times you will sell your complete inventory
Rate of return on sales= Net income/ net sales
Rate of return on total assets= Net income + interest expense/ avg total assets
Rate of return on common shareholder equity= net income – preferred dividends/ avg common shareholders equity
Financial leverage
