Chapter &
ST investments- carrent asset, sold within
& 71, they are rading held o
miaturityvavailabla for sala, after cash om
balance shest
LT ipwestments- stocks and bands, hold
lomzer than a w1, after twotal oument asseis
on balance shest
Held io mamrine- recorded at amaortized
cost, inbarest received semi-annually, price
is quoted 2= parcent of par
Market Rate>Face Valos, discount
Market Rata<Face Valos, premium
Jourmsls
Purchase: debit LT iovest, cradit cash
Inmierest: debit cash (face value x full yr
rate x (1/2)), credit interest rev
Amortize: debit LT imvest, credit mterast
reny [cash peid-bond valoe)terms of bond
*=face value x interest=mterast paid
**face value x issue price (%) = cash paid
Available for sale- recorded at market
wvalie
##rhangss in markat valus cause
gainsloss
Fealized ars from sale
T
Unrezl gain market valpescarrying valoe
Debit, Add to onginal cost
Unrezl loss: market value<camying valne
Credit, Sub from originzl cost
Jourmals
Parchase: Debit LT investment, aedit cash
Div Received: Debit cash, cradic div rev
Adjust to Fair: Debit sllowance, cradit un
gain OF dabit un loss, credit zllowance
Income statsment- div rev
Al=o other comp. income= mmr=al gzinloss
B.5: Total corrent assets
LT asses
Stockholder’s equity
Commen Stock
Other comp Income= unrezl gzindoss
Present value- any given date of 2 fotire
payInent'saries of payments
Pv of 51 is usad for single payment
PV of anmiity use for 2 or more
Foare Valoe-the sum of maney 2 current
mvesiment will be worth in the fonre
Same as Pvouses
#=#eed 0 know mieres: 1ate and nomber
of periads to find mumber
Sum of problem x found mumber

Chapier 3
Current lisbilites of a known amouni-

accounts payvshle, 5T notes payshle, sales
tax payeble, accrued lisbilities, payroll,
uneamed rev, current partion of long term
debt

Estimated liahility- estimated wartanty
paveals

*4 contingent lishility should be recorded
in the accounts if the ammmt can be
reasonzbly estimated and related futurs
event will probably ocoar

*Failure to aCcroe interest expense resulis
in &n gverstatement of net income and
understatement of liabilites

*Uneamed revenpe is & lizbility account

*4t end of period adjusting, debits to

unsarmed revenn:e will create 3 revenns

Joums]s

Purchass Inventory: debit inventory, credit

5T note payable

Accroe Interest Expense: debat inferest

expense (face value x % x months17)

credit Interest payable

Paid Mote Payzahle: debit note payzble,

mierast pavable, imberest expenss craedit

cash

B.5: nots payvabls, intersst payveble

L5: interest expense (s3me 25 inferest

payable from paid note payahle enty)

Serizl Bond- mamres in installments

Un=ecured bond- is 2 debentore bond, back

by good faith of borrowwer, risky, higher IR

Term bond- all bonds In issue matire at

5ame time

Saequred bond- mortgage, if barmosver

defzults, izsuer takes specified assats house

Dizcount on Bonds Payable- normal debit

balance, contra liability account to bonds

pavable, becomes addifional expense over

the lifs of the bond

*(Carrying velue of bonds paysble= bonds

payabla — discount on bonds payable

*5treight line amortization= (face value-

Issue price ) number of Inferest peyIments

(semiznmnal 2 per Vear Of Vears)

Interest expense=issue price (or ioberest
)+ ——

EI::FE.DEE ¥ —hT

Isswed Valpne=Marke: Value, Par valos

Issued Valna>Market Value, Premiim

Issued Valne<Market Value Discount

Journals

Isswed at Par- debit cash, aedit bonds

pavabla

Issued at Discount: debit cash and discount

on bonds peyveble, credit bonds payable

Accrosl of imterest: debit interast axpense

(face value x % x month/12), credit

imterast pavable (premiom credit)

Accrua] of imterast with discouant: debit

mierest expense, aadit discoumt on bonds

payable and interest payahle

Pay interest- debit interest payeble, credit

cash

Pay at discount: debit Interest expensza,

credit discount and cash

Pavment of paysble: debit bonds payzhle,

credit cash

Sale of bond: debit cash and discount,

credit bonds pavable

*Bond carrying velue=bonds payable plos

Premium or minas discount

Balamce sheet current lishilities accis

pavable, 5T notes payable, current portion

of long term debt, interest payable

LT liabilities bonds pavable, LT notes

payable, Less discoumis Add premivms

Bond retirement- pay early to reliewe high

mterest and to borrow at & lower e

Coovertdble bonds- exchanged for stock

Leases- rental agresment, rentzl payments

for use of an asset

Ciperating- lesses has right to use the assat,
laszor retaimes risks and revwards of owning,
lsszes records rent expense

Czpital- lesses has right to =2 the asset,
leszes gssimes risk and rewards of
oanership, lesses capitalizes the leasad
assat and records a long temm Liabilicy
Pensions- mast complicated, expense
recorded wiile emploves works
Underfunded plan assets<obligation
Crearfunded plan assets™ obligation

Chapter 10
Corporations- separats legs] endty
Advantzges: continumes life'rensferabilit:
of ownership, limited liability of
stockholders
Disadventages: double Exaton
government regulation
Dfost powar in corp: Stockholders,
chairpersan of board {CEQ), president
(OO0, chief financizs]l officer {CFO)
*[szuing shares of swock Incresss assats
and stockhokier’s equity
Par value- in an arbitrary amount tat
establishes that legzl capits] for each share
Anthorized shares- the most shares 2
compeny can give to stockholders
Preferred stock-preference 2= to asseis on
liquidation, preference an dividends, the
right to convert w0 common, least likaly for
exira lizhility for stockholdars
Totzl Paid in capital= preferred + common
+ paid in capitz] inex
SE= Totzl paid in capital + Betain Eam
*reasury bomds less SE, only in SE
A- debit cash, aedit commeon stock and
paid in capital Then debit assets, credit
c2sh
B: debit assets, credit commeon stock and
paid in capital
The account belances are the same.
SE on Balance shest: common stock, paid
in capitzl retzined eammings, other SE,
Totzl SE
Joumzl for oo par stock: debit cash, credit
common stock (Tmltiply shares by S'share)
*Repart treasary stock with no gain on
inCome siatement
*0Om B.5., 5E reports weasury stock
*Buying Treasury sinck decreases total
assets and SE equel to cost of treasury
*5elling weasury siock ncreases total
assats and SE equsl to the s2le price of the
treasury stock sold (multiple bought shares
by sold price)
*Wwhen treasury stock is sold for less than
its cost, the entry should include a debit to
[EiEined EETmngs
Pzid in capital= (sale price per share- cost
per share) x number of shares sold
*rreates Credit to paid in capitz] wessurny
stock for selling stock
Journsls for reszle of Tregsury
Bay: debit weasury, cradit cash
Resell: debit cash, aredit reasury and paid
in capitzl from easury
Increase/'decrease? Sale-Resell, wsually dec




Chapter 10 Comnt.

*When does cash div become lishility, on
date of declaration

*Dividends never increass 5E, have no
effect

*stockholders eligible for dividend if owm
stock on day of record

*3 10%0 div would henve SE be same, paid
in capital increases, markst value is needed
to record dividend, and RE decrease PAR
VALUE DOESN'T DECREASE

*with div, debit to retzined earmings i=
equzl o market value of shares being
igsoed

*5tock split cawses market price to
decrease, par valoe reduced.
doubles/triples/whatever shares, RE
remains the same

Journals for Dividends

Declzration: debit retained sarnings, credit
dividend paysbia

Use: common=shares cutstending x div
per share, preferred= par velue x div %o
Pavyment: debit dividends pavable, credit
cash

Increase’decrease? Net income — div
declzred, if not negative=incresss
Declaration of cash dividend: increases
lizbilifies, decreases SE, assets NA
Payment of div: Decrease assets, decrease
liabilities, VA SE

Stock div: WA assets, liabalities, SE

Swock split- NA assets, lishilides, SE

Chapter 11
#*ality of eamings= income from
Confinuing operations is betier than income
from other Tansacions
Fevenue recognition when earned
Gross Margin Ratio: Cogs should be
decreasing as 2 percent of sales whils
gross profit percent should be increasing
Operating expensas biggest are
salaries uilitisssupplies, efficisnt
MEANAESMENt mesns lowwer cost relafive to
sales
Income siatsment net szles reveme,
COGs, gross profit, operating enpenses,
operating income, other gains (losses don't
forget parenthesis), income fTom
confimiing operations before income =%
INCOmeE 2 expenss, Inoome fTom
confmiing operations, (loss on discounted
oparetions}, Income before exiraordinary
item, exraordinary gain, net income
Ezmings per share= (net income-preferred
dividend)'common stock outstanding
*common stock cutstending sometimes
subiract reasury stock if there, prefemed
dividends if not given are $ x %
*EFS i= not reported for comprehensive
INCOme
EPS on inCome sistement: income Tom
continuing operations, (loss cn
discontinued operationsy* no pref div,
income before extracrdinary income,
extraordinary gain®* no pref div, pet
D DImLE

*an anditor's repart by independent
aCCountants gives Imvestors sssurance that
the compeny compliss with GAAP
*management is in charge of fdnancial
statements for 2 Company

Use GAAP principles to prepars
stateTnents.

Manapement maintains internal comirols.
Stendards for condocting andits given by
public company accounting oversight
board

Usuzlly, s=2 financial statsments as
presentad fzirly in 21l respects

Corracting retsined earmings: prior period
adiusiments, TEVENUS Of expenEs recordad
mcorrecily and commeciion of ermor adjusts
beginning halance of BE, can either
mcrease/decrease RE

Chapter 12
StEtement of cash flosvs- helps fmvestars
and creditors predict funre cash fows by
TEpOIting past cash receipts and payments
while alzo evalusiing managsment
decisions by reponing how mansgers god
and used cash to run the business
Czzh flow categories- opersting, mvesting,
fnancing
Opsraing- reate [evVenne, Sxpenses,
gaimslosses (current assats and Habifites)
mast impartant of 21l three
+MNet incoms
Adjustments to reconcils:
+ Depreciztion
+loss on sals of LT asset
-gzin on sale of LT assat
-InCreases In CLoTent as5ef other than cash
+decreases In cuTent assets other than
+Increases in current liabilities
-decreases In carment liabilines
+accrusl of expenses
-decrease in accrosl of expenses
=net cash provided by operating
Investing- relats to LT assats
Cash Flow Templats: Investing
+ Sales of LT assats
-Purchases of LT assets
+ Collections of notas recaivable
-Loans to others
=Net cash provided by and v=ad for iovest
Financing- obtain cash from investors and
creditors to start and swsiain 2 Company
(LT Lishilifies, owner's equity)

-

+Issuance of stock

-Purchase of treasury stock

+5ale of treasury stock

+Borrowing

-Payment of notes and bonds payable (LT
debt)

-Fayment of dividends

=Net Cash provided by and used in finance

*MNomn cash imeesting and fnancing
activities: acquisition of baildimg by
issuing commeon stock, acquisiton of 1and
by E=suing note payvable, payvment of LT
debt by issuing stock, bonds comeertad to
stock, stock div's disributed

Chapter 13
Horizontal analysis- highlights changes in
F.5. balamces from penod to period
#Compute dollar emount of changs, divide
dollar amount of chenge by base period
Aot
Trend percentages- form of horizoniz]
analysis, baze year selected and set egual
to 10:0%, anyv vear/base vear (base vear is
gzrliest vaar)
Wemical analysis- compares F.5. items in
the current period with other items in
Current period
For belance sheet, total assefs is basa
Common size stafement- compares
compenies of different sizes, based on
percenizges not dollar amoant
Benchmarking- comperss CoMpanies 0 2
standard sat by others, often 2 kay
competitor, facilitated by common size
Working capitsl=current assets-current Ha
Current rafio=amrent ass/'curr liab
Chaick ratio={cash+5T imvest+net
rec)'ourrent lisbilites
Imven Turm=Cogs/aversge inventory
DIO=365Tnventory (UIDover
Arcts Bac nanover=net szl aversgs act 1e
Diay’'s sales In receviables
1) average daily sales= net sale/365 days
21D50=averzge net accts rec'daily sales
Acces pay aun=C00G5/average accis pay
DPD=255/accis pay wrnover
Cash conversion= DIO+DS0-DPO
Debit ratio= totzl lishtotal asset
Times imterest eamed= income Tom
Op=Tarions Interest exXpenssa
(ross margins %e= gross margin/nest sales
Clperating income %= opeating income'net
zalas
RO5= net Income'net sales
Azzet tornover= net sales average total
g55als
ROA= ROS x asset nrnover
Leversge relo= average total assats’
average oommon SE
ROE= nat income- prefemred diviaverage
common SE
Price eamnings 2o~ market price per
share of C stock/EPS
Dividend vield= dividend per share of
commomn stock'market price per share
Baoak value= total SE-preferrad
equitywelght average number of common
shares outsianding



