Chapter 1

Scorekeeping – use of financial accounting information to assess how well assets have been utilized.  (The company is reporting to shareholders and other interested parties on how well or how badly it has performed; his is when they publish its income statement and balance sheet).

· exercise in stewardship – being fair and loyal in a business
· Investors or creditors have allowed the company to use its resources and in return the company should report on what they did with those resources and how well the investment has performed
· Investor = holder of company’s shares and creditor = holder of company’s debt like..
Debenture – formal written notice of a long term debt, specifying terms such as interest and repayment

When things go wrong…Attention Directing
1. define the objectives
2. make plans that would if achieved accomplish the objectives
3. carry out business operation of plan
4. measure the results
5. compares results with the plans and objectives
6. if objectives achieved = move on to the next
7. if the objective is not achieved = instigate a corrective action and then move on to the next

3rd role of accounting is Decision making
specify problem as precisely, choose appropriate decision technique, gather info., use info. and technique to make decision, implement decision, evaluate outcome.

Creditor – person or company that has lent money to the company
Audit – Examination of a company’s records or financial statements by an outside body
Auditor – professional accountant who carries out an audit
Investor – invests money in a chosen company to help them out and receives a part of the net profit that invested company makes
Investment – initial amount of money spent on a capital project

Chapter 2

Objectives of financial reporting 
· company must produce financial statements
· financial statements must be distributed annually to the shareholders
· financial statements shall consist of income statement, balance sheet, statement of retained earnings, and statement of cash flows
· statements should be prepared in accordance with the standards of the Canadian Institute of Chartered Accountants

 The accounting equation
· normally expressed in terms of debits and credits

The balance sheet is a listing of:
1. what the company owns
2. what the company owes
3. the owner’s financial interest claim on the company

(1) ASSETS = (2)LIABILITIES + (3)OWNERS’ EQUITY

Assets – sum of the value of everything that the company owns
Liabilities – sum of all the debt claims on the company (i.e. the sum of all the specific promises the company has made to pay monies to outsiders in the future)
Owners’ equity – total value of the owners’ financial claim on the company
- owner’s equity is adjusted to reflect changes in the net assets

GAAP – generally accepted accounting principles 


Types of financial statements 

Balance sheet
· similar to accounting equation hat consists of company’s assets, liabilities, and owners equity
· generally prepared once a year
· used to get an idea of the type and value of company’s assets, amount and repayments dates of company liabilities, new worth of owners equity investments

Income Statement
· summarizes transactions that affect owner’s equity such as when a sale is made or every time an expense is incurred (revenue generated and total of all expenses equals the net income/profit of company)
· especially used by investors and creditors to make judgments on how much the company can make in the future
Statement of Retained earnings
· represent income made on behalf of the owners but hasn’t been distributed to them by the way of dividend [payment to shareholders]
· increased by net income in that year but decreased by any dividends at the end of the year

Statement of Cash flows
· reports various sources of cash (cash from operations, borrowing, selling assets, raising equity investment) and the various uses of cash (operating losses, repaying debt, buying assets, paying dividends)

Operating income – revenues less operating expenses (but before reduction of [excludes] interest expense or tax expense)
· used to judge how well the assets of the business have been used (comment on efficiency of management)

Net income – revenues minus expenses, interests, and taxes; income is available for the shareholders (basically what is left after the deductions from the operating income) 

Profitability ratios
Return on assets (AKA ratio of operating income to total assets) – used to assess the extent to which the assets have been efficiently utilized by management
% = (operating income/total assets) x100%

Return on equity (AKA ratio of net income to shareholders equity) - used to assess the effectiveness of the company as an equity investment
% = (net income/ shareholder’s equity)  x100%

Characteristics of Accounting info. 
Relevance – (in relation to the information) how useful information is for decisions, control processes or beliefs of a company/manager
· in other words to be relevant means to have info that is able to influence a decision or a belief 

Reliability - # of aspects of correctness
Information should be verifiable 
Information should have representational faithfulness
Information should be neutral
Information should be comparable
Information should be consistent 


Amortization – systematic allocation(access or process of distributing something) of cost of a long term asset to the time periods during which the business should benefit from it (also called depreciation) 

Accrual – the recording of revenues and expenses in the time period when the economic flows occurs, rather than when the cash is received or paid. Recognizing an expense or revenue for part of a billing period that covers two accounting periods

Business entity -  each business enterprise is considered separate and distinct from its owners. All transactions relating to that entity must be recorded so example a share capital since its in the respect of the company instead of other aspects of the shareholder’s wealth such as their personal assets(wont be included)

Historical cost – the original cost of an asset to the company

Going concern – the assumption that the business will continue indefinitely 

Periodicity - the assumption that the life of a business can be meaningfully divided into shorter (usually annual) periods for reporting to owners and managers. Splits the life of the entity into successive 12 month periods.

Disclosure – an obligation to provide additional information wherever it is needed to allow a full appreciation of the financial reports for example if a customer sues the company, it should be disclosed in the notes.
Conservatism/ neutrality – a systematic process for not overstating profits; expenses are recognized whenever they possibly may occur; revenues are not recognized unless they are highly likely. Neutrality means to present information free from any bias.

Recognition – the rules governing the point at which a transaction (especially a sale like when its been made) will be recognized or said to have happened.

Matching – the relating of sales revenue to the economic effort expended in achieving them: the relationship of expenses to time periods.

Materiality – financial statement data should only consist of items that are large enough and important enough to be material in their interpretation. The convention that trivial items need to be reported.

Constant dollar – it is assumed that dollars received or spent at any time are exactly equivalent to dollars received or spent at any other time. Concept that assumes dollars are directly comparable whatever time they arose.

Transaction –an event that that is recorded in the books of the company.

· the complete set of all accounts for a company is called a “general ledger”

Finding an out of balance error
· strength of double entry accounting system is that the recording of the cash payment – cheques – and the recording of the corresponding expense must be done together and must balance

Double entry accounting system
First account: Assets
Cash – primarily money on deposit at a bank; also includes cash on hand
Inventory – goods purchased for resale
Accounts receivable – amounts due from customers for goods they have purchased from the company on credit
Fixed assets – assets – e.g. furniture, machines, vehicles, buildings, land – that are purchased for use over several years rather than for resale

- these accounts could be similar to liabilities or debt
Bank loan - the obligation to repay a loan taken from the bank
Accounts payable – the obligation to pay money in the future to suppliers from whom the company has purchased goods on credit (def. buy or sell goods on delayed payment terms)

- sole proprietorship will have an “owner’s equity” balance sheet since theres only one owner compared to incorporated companies
- for incorporated companies these accounts are use…also balance sheet is called “shareholder’s equity” 
Share capital – the portion or claim of shareholders’ equity that arises when new investment is made – i.e. when shares are issued by the company in exchange for assets, usually cash, paid in by the shareholders. Share capital is reduced only in the rare circumstance that shares are cancelled or redeemed. This can happen when a company is reorganized after seeking bankruptcy protection and such.
Retained earnings – that portion of the claim of shareholders that increases as the company operates profitability (efficiency,effectiveness..etc) and is reduced when dividends(bonuses, payments, surpluses, shares) are paid as losses are incurred(encountered). 

SUB ACCOUNTS OF RETAINED EARNINGS
· revenue and expenses (net income) are measures of change in owner’s equity
· revenue defined as gross increase in owner’s equity from operations
· expense is the gross decrease in owners’ equity necessary to generate revenue
· appears on bottom line of income statement 
· changes in assets and liabilities = “resource flows”
Dividends – the decrease in retained earnings when profits are distributed as cash or other assets to shareholders as a result of successful operations

· to maintain the basic accounting equation, every accounting transaction must have a left side entry and a right side entry of equal value.
· To maintain…each accounting transaction must have a debit entry (left side) and a credit entry (right side) of equal value
· Using the language of debits and credits… there was an increase of $25,000 on the assets side…they would say cash is debited by $25000 or there is debit to cash of $25,000

Preparing financial statements
· income statements: revenue and expenses = net income
· statement of retained earnings: net income –/+ dividends = closing balance
· balance sheet: assets = liabilities (salary payable, bank loans) + owners equity 
· statement of cash flows: cash from operations + cash from financing activities (cash from issuing shares, cash used for  dividends)

Chapter 3

Revenues 
· increases value and equity
· when situations such as an occurring where some aspect of transaction falls outside of the year like before or after the year time period. When that happens the matching principle requires that an accrual be made to move a part of the transaction forward or backward in time. 
· Accrual = common in respect of credit sales like 30 days
 - expenses are also the operating costs of the company
- cost of goods sold = wages, rent and utilities
- cost of goods sold: when company purchases inventory for resale…asset cash increases and asset inventory decreases.

[bookmark: _GoBack]- bad debt expense is when a payment isn’t made if the sale is made on credit



Chapter 4 + 5
The balance sheet
ASSETS – everything the company owns
Currents assets: realizable within one year
     Cash: available immediately (cash, chequing accounts...)
     Short term investments: realizable quickly (selling shares in 3 months as an example or usually earn interests)
     Accounts receivable: collectible within 2 months (collection of money owed) (has to do with credits)
     Inventory: for resale or into receivable within a couple of months (resale or production)
Long term assets: those that will be used forever in the course of the operating the business
  - Buildings, equipment, investments..etc
Realization – different things in respect of different assets
Other Current Assets – (prepaid expense) one year or less but doesn’t fall under the other assets

LIABILITIES – everything the company owes
Current liabilities: payable within one year (trade payables, accrued expenses, deferred revenue, taxes due, short term loans)
      Trade payables: payable within a month or 2 (generally the amount the company owes to its various suppliers for goods and services received)
· any account receivable (company selling goods on credits) not paid by the end of the year turns into trade payables
· interests added on to those who don’t pay the credit purchase by due date

      Short term debt: payable within one year (accrued expenses)
Long term liabilities: payable beyond one year (mortgage loans, debentures, notes)
Mortgage loans – money advanced to assist in the purchase of such an asset (land, buildings) for which the real estate itself is used as security 

OWNERS’ EQUITY – it is whatever is leftover after liabilities are deducted from assets.
The owners cannot insist on their equity being paid. (retained earnings, common shares, preferred shares)

- if directors want, they can propose a dividend = periodical payments (typically once a year) made to shareholders as a way of distributing some or all of the profit to them




Chapter 6
Cash from (used in) operations
+ depreciation & amortization 
+ decrease in non-cash working capital 
OR  – increase in non-cash working capital 
= cash from operations
· cash should be positive

Cash used in financial activities
Increases in long term debt
+ proceeds of new share issues
· repayment of long term debt
· redemption of shares
· payment of dividends
= cash from financing activities
· company will have positive cash from financing activities  

investor- similar to a shareholder, 

creditor – company has to pay back the creditor
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