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The Accounting Information System

The system of collecting and processing tramsadata to financial information is known
as the accounting information system.
The Accounting Cycle Summarized
A summary of the steps in the accounting cycle shawgical sequence of the accounting
procedures used during a fiscal period:
Enter the transactions of the period in appropii@ienals.
Post from the journals to the ledger (or ledgers).
Take an unadjusted trial balance (trial balance).
Prepare adjusting journal entries and post togtgdr(s).
Take a trial balance after adjusting (adjusted b@dance).
Prepare the financial statements from the secaaldblance.
Prepare closing journal entries and post to thgdgg).
Take a trial balance after closing (post-closingl tralance).
. Prepare reversing entries (optional) and posteddtger(s).
This Ilst of procedures constitutes a complete anoting cycle that is normally performed in
every fiscal period.
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1 Identifying and Recording Transactions and Other Eents
The first step in the accountingleyis analysis of transactions and selected other

events. The problem is to determine what to reddadsimple rules exist that state whether an
event should be recorded. Most agree that changgsensonnel, changes in managerial
policies, and the value of human resources, thoogiortant, should not be recorded in the
accounts. On the other hand, when the company makesh sale or purchase—no matter
how small—it should be recorded. The phrase “tretizias and other events and
circumstances that affect a business enterprise’sésl to describe the sources or causes of
changes in an entity’s assets, li-abilities, andgitggEvents are of two types:

(1) External events involve interactiseiween an entity and its environment, such as
a transaction with another entity, a change inpiiee of a good or service that an entity buys
or sells a flood or earth-Quake or an improvemernéchnology by a competitor.

2) Internal events occur within an entitycls as using buildings and machinery in
operations or transferring or consuming raw mal®rmaproduction processes. Many events
have both external and internal elements. For el@mpquiring the services of employees or
others involves exchange transactions, which aereai events. Using those services (labor),
often simultaneously with their acquisition, is tpafr production, which is internal. Events
may be initiated and controlled by an entity, sashhe purchase of merchandise or the use of
a machine. Or they may be beyond its control, siscln interest rate change, a theft or
vandalism, or the imposition of taxes. Transacti@ssparticular kinds of external events, may
be an exchange in which each entity both receimdssacrifices value, such as purchases and
sales of goods or services. Or transactions masahsfers in one direction in which an entity
incurs a liability or transfers an asset to anotity without directly receiving (or giving)
value in exchange. Examples include investmenwamers, distributions to owners, payment
of taxes, gifts, charitable contributions, casufdgses, and thefts. In short, as many events as
possible that affect the financial position of érgerprise are recorded. Some events are
omitted because of tradition and others becausprtitdems of measuring them are too
complex. The accounting profession in recent yhassshown signs of breaking with age-old
traditions and is more receptive than ever to aougphe challenge of measuring and
reporting events and phenomena previously viewadasomplex and immeasurable.




1. Journalizing
Differing effects on the basic businesments (assets, liabilities, and equities) are

categorized and collected in accounts. The gefextgkr is a collection of all the asset,
liability, stockholders’ equity, revenue, and expemccounts. A T-account (as shown in
lllustration 3-8, on page 71) is a convenient mdtabillustrating the effect of transactions on
particular asset, liability, equity, revenue, angense items.

2. Posting
The items entered in a general journadtbe transferred to the general ledger. This

procedure, posting, is part of the summarizing @asdsifying process.

3. Trial Balance

A trial balance is a list of accounts ain€ir balances at a given time. Customarily, a
trial balance is prepared at the end of an accogmteriod. The accounts are listed in the
order in which they appear in the ledger, with tleaiances listed in the left column and
credit balances in the right column. The totaltheftwo columns must be in agreement. The
primary purpose of a trial balance is to provertieghematical equality of debits and credits
after posting

4. Adjusting Entries
In order for revenues to be recordetheperiod in which they are earned, and for

expenses to be recognized in the period in whiek #re incurred, adjusting entries are made
at the end of the accounting period. In short, stdpnts are needed to ensure that the revenue
recognition and matching principles are followed.
Types of Adjusting Entries
Adjusting entries can be classified as either pyepnts or accruals. Each of these classes has
two subcategories as shown below.

Frepayments Accruals

1. Prepaid Expenses. Expenses paid in cash 3. Accrued Revenues. Revenues earned but
and recorded as assets before they are used not yet received in cash or recorded.
or consumed.

2. Unearned Revenues. Aevenues received in 4. Accrued Expenses. Expenses incurred
cash and recorded as liabilities before they are but not yet paid in cash or recorded.
earned.

5. Adjusted Trial Balance
After all adjusting entries have been j@lized and posted; another trial balance is
prepared from the ledger accounts. This trial badda called an adjusted trial balance. It




shows the balance of all accounts, including thbaehave been adjusted, at the end of the
accounting period. The purpose of an adjustedliatdnce is to show the effects of all
financial events that have occurred during the anoting period.

6. Closing
The procedure generally followed to rezltlee balance of nominal (temporary

accounts to zero in order to prepare the accoonthé& next period’s transactions is known as
the closing process

These revenue accounts would be closed and thedesl@aransferred by the following closing
journal entry

Saksvenue XXX
RdriRevenue XXX
Ireet Revenue XXX

Income Summary  Xxx
(To close revenue accounts to Income Summary

-These expense accounts would be closed and thedeal transferred through the following
closing journal entry.

Income Summary XXX
Cost of Goods Sold XXX
Selling Expenses XXX
General and Administrative Expensesxxx
Interest Expense XXX
Income Tax Expense XXX

(To closgense accounts to Income Summary)

DEPRECIATION

1. STRAIGHT-LINE DEPRECIATION
It is calculated by subtracting an assekpected salvage value from its capitalized cost,
and then dividing this amount by the estimateddiféhe asset. For example, a candy wrapper
machine has a cost of $40,000 and an expectedgealzdue of $8,000. It is expected to be in
service for eight years. Given these assumptitmannual depreciaticgxpense is:

= (Cost — salvage valtre)mber of years in service
= ($40,000 — $8,000yé@irs

= $32,000/8 years

= $4,000 depreciati@n pear

2. DOUBLE DECLINING BALANCE DEPRECIATION
The double declining balance method (DDO8)the most aggressive depreciation
method for recognizing the bulk of the expense towhe beginning of an asset’s useful life.
To calculate it, determine the straight-line degeon for an asset for its first year (see the




last section for the straight-line calculation).efhdouble this amount, which yields the

depreciation for the first year. Then subtract tingt-year depreciation from the asset cost
(using no salvage value deduction), and run theeseafculation again for the next year.

Continue to use this methodology for the usefd of the asset. For example, a dry cleaning
machine costing $20,000 is estimated to have ailbief of six years. Under the straight-line

method, it would have depreciation of $3,333 pearyeConsequently, the first year of

depreciation under the 200% DDB method would bebtiodhat amount, or $6,667. The

calculation for all six years of depreciation igetbin Exhibit.

Beginning Casi Straight-Line 200% DDB Ending Cast
Year Basis Depreciation Depreciation Basis
1 524,000 53,333 56,667 517,333
2 17,333 2,880 5,778 11,555
3 11,355 1,926 3,851 7,703
B 7,703 1,284 2568 5,135
5 5,135 856 1,712 3,423
& 3423 571 1,142 2,281

Basic ASSUMPLiONSuluayé Lo pgds dupdas slg dupdai€ dowld) ng,é
Four basic assumptions underlie the financial acting structure: (1) economic entity, (2)
going concern, (3) monetary unit, and (4) peridglici

1. Economic Entity Assumption Any business enterprise is an Accounting Unite

separate from its owners

2. Going Concern Assumptionthat the business enterprise will have a long life
3. Monetary Unit Assumption The monetary unit assumption means that moneyeis th
common way of economic activity and used for actiognmeasurement.
4. Periodicity Assumption the economic activities of an enterprise can bedd into
periods.

5.
Basic Principles of Accountingiwlf zgslo

Four basic principles of accounting are usedetord transactions: (1) historical cost (2)
revenue recognition, (3) matching, and (4) fulctbsure.
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1. Historical cost means the assets and liabilities are recordetheit historical

(acquisition ¢Lza¥iprice.

2. Revenue Recognition Principle Revenue is generally recognized (1) when realized

and (2) when earned
3. The matching principle means (expenses) be matched with (revenues) wherias

occurred.



4. Eull Disclosure Principle In deciding what information to report, the gemgnactice

of providing information that is of sufficient imgance to influence the judgment and
decisions of an informed user are followed. Oftefemed to as the full disclosure

principle

English accounting definitions

Accounting is the process of recording, classifying, agybrting the financial data.

Accounting entity Any business enterprise is an Accounting Unite spdrom its

owners

Historical cost means the assets are recorded at their histqmical

Assetsare the economic resources of the firm such ass|andchine inventory
Account is an element in Accounting System used to claslsé business activity

Charts of accountsls a list of all accounts in general ledger

Compound journal entry a journal entry with one or more than debit oddre

Every transaction recorded in an entry that has eqal debit and credit
Notes isa written promise to pay for anther an amount oheyoin a specific date

Types of accounts

Real accountst's the balance sheet accounts like assetsitiabil

Nominal accountsit's the income statement accounts like expensgésevenues

accounts.

Personal accountsit's the withdraws accounts

Income statemem prepared to measures the net profit or net lbseocompany in a

specific period

Balance sheet statemérshows the financial position of the company faedtain date

Cash flow statementshows the reaction of cash in and cash out ofdngpany for

specific period.

Working capital equal current assets — current liabilities

Investment capitalequal long term assets + plus working capital

Trial balance the sum of the debit side entry and the cred# siatry

Gross profit = net sales — cost of sold goods | Net profit =revenues — expenses

Current Assets

Are the cash and the other Assets exgdotbe converted into cash either in One Year

or in the operating cycle.



Current Liabilities
Are the obligations that are expected tp#id through one year. Like Accounts payable.
Liability
A financial obligation or the cash outlay tinaast be made at a specific time to satisfy the
contractual terms of such A/R
Long term liabilities
Are the obligations that are expected tpéid through more than one year.
Fixed Assets (F/a)
Land, buildings, plant, equipment, and otlsess acquired for carrying on the business of
a company with a life exceeding one year. Normakpressed in financial accounts at cost,
less accumulated depreciation.

Accounts payable
A current liability on the balance sheet, repreisgnshort-term obligations to pay suppliers
Accounts receivable
A current asset on the balance sheet, represestiontrterm amounts due from customers
who have purchased on account.
Accrual accounting
The recording of revenue when earned and expevises
Incurred, irrespective of the dates on which tlemasted cash flows occur.
Accumulated depreciation
The sum total of all deprecation expense recogrtized
date on a depreciable fixed asset.
Amortization
The write-off of an asset over the period whenabset is used. This term most commonly
applied to the gradual write-down of intangiblent® such as goodwill or organizational
costs.

JOURNAL :

The book of original entry where are recordedsists of four parts
1- debited
2- credited
3- Date
4- An explanation

Inventory is Hold for sale and Inventory valuation and dast methods is:

1- Firstin, First out (FIFO)

2- Lastin, last out (LIFO)

3- Market price

4- Cost
Last-in, first-out
An inventory costing methodology that bases thegaized cost of sales on the most recent
costs incurred, while the cost of ending inventsrigased on the earliest costs incurred. The
underlying reasoning for this costing system isabgumption that goods are sold in the
reverse order of their manufacture.
First in, first-out costing method
A process costing methodology that assigns théesadost of production and materials to
those units being sold, while the latest costsroflpction and materials are assigned to those
units still retained in inventory.




There are tow approaches used in accounting for mehandising transactions
1- Perpetual inventory 2- Periodic inventory

1 Perpetual inventory systemsin which merchandising are recorded as the occur,
purchases of merchandise are recorded by delasirgset account entitled inventory, when
merchandising is sold , there will be tow entriee cecognize the
Revenue earned and the other recognize the relagtaf goods sold
2- The accounting features of a perpetual invernggsgem:

1. Purchase of merchandise for releasawmnaterials for production are debited to
inventory rather to purchase.

2. Freight — in, purchase returns and allovea, and purchase discounts are recorded in
inventory rather —in separate Accounts

3. Cost of goods sold is recognized for esallh by debiting the account, cost of goods
sold, and crediting inventory.

2. Periodic inventory system:n which the quantity of inventory on hand is detmed as its
name implies periodically, all acquisition of intery during the accounting period are
recorded by debits to a purchase account.

Balance Sheet

A financial statement summarizing what a compangspeses (assets) and how these
assets are financed (liabilities & equity). Thearps divided into two sides; both of which
are in balance (the totals of both sides are eq@a)the left side is what the company owns
(assets) and the right side is what the company @aavereditors (liabilities) and the amount of
ownership interest in the assets of the compamrésinlders’ equity). In other words the right
side tells how the left side is financed.

Total Assets= Total Liabilities +Total Shareholders Equity

Income Statement (or Profit & Loss report)

A financial statement produced by a comypshowing all the revenues and expenses
over a period of time. The income statement is mtisnpresented with the previous periods
(month or year) numbers side-by-side with the airperiod. Also called a profit and loss
statement (P&L)

Liability
A financial obligation or the cash outlay tihaist be made at a specific time to satisfy the
contractual terms of such an obligation
Book valuean asset’s original cost, less any depreciatiahlths been subsequently
Incurred
Depreciation
Both the decline in value of an asset over timayaas the gradual
Expensing of an asset over time, roughly in acamrdavith its level of usage or
Decline in value through that period.
Fair market value
The price that an asset or service will fetch andphen market.
Intangible asset
A nonphysical asset with a life greater than orer yExamples are goodwill, patents,
trademarks, and copyrights.
Joint cost
The cost of a production process that creates thareone product at the
Same time.

Ledger




A book or database in which accounting transactesasstored and summarized.
General ledger
The master set of accounts that summarizes alladions occurring
Within a company. There may be a subsidiary sédifers that summarizes into the
General ledger.
Liguidation
The process of selling off all the asseta blisiness entity

Net incomeThe excess of revenues over expenses, includinigiect of income Taxes.
Net salesTotal revenue, less the cost of sales returnsyaheces, and discounts
Salvage valueThe expected revenue from the sale of a fixed @ttt end of its useful life.
Income is an increase in economic benefit.
Expensess an decrease in economic benefit
Statement of cash Flows:

The primary purpose of statement cash flows igrovide relevant information about the
cash receipts and cash payments of an Enterprigegdperiod.Content and format of the

statement of cash flows

statement of cash flows

Cash flows from operating activities XXX
Cash flows from investing activities XXX
Cash flows from financing activities XXX
Net increase (decrease) in cash XX X
Cash at beginning of year XXX
Cash at end of year XXX




Operating Activities

Mhen cash receipts
(revemues) exceed

cash expenditures Investing Activities
[EXPEISEs ) . Sale of property, Financing Activities
plant, equipment « Issuance of equity
Sale of equity securities,
securities of other Issuwance of debt (bonds
entitles and notes).
. Collections of loans
tiy other entitles.
Inn Eloww Inflows of Cash
cash
> Cash Pool “
——— o

Outflows of cash Outflows of cash

Operating

Activities

MWhen cash

expenditures

[expenses) exceed v Financing Activities
. Cash receipts Javment of dividends

Redemption of debt.

Investing Activities Reacguisition of
. Purchase of propert capital stock

plant and equipment

. Purchase of debt and
equity securities

. Loans to other entitles.

Define the basic elements of financial statements

The basic elements of financial statemanés (1) assets, (2) liabilities, (3) equity, (4)
investments by owners, (5) distributions to owné€83,comprehensive income, (7) revenues,
(8) expenses, (9) gains, And (10) losses.
GAINS.

Increases in equity (net assets) from pergdha incidental transactions of an entity and
from all other transactions and other events ancugistances affecting the entity during a
period except those that result from revenues-orastments by owners.

LOSSES

Decreases in equity (net assets) frompperal or incidental transactions of an entity
and from all other transactions and other eventscicumstances affecting the entity during
a period except those that result from expensedsstibutions to owners.
Banks reconciliation guilluw S )

It is schedule explaining any differencetween the balance shown in bank statement
and the balance shown in the accounting records.

Bad Debts Expense

There are tow approaches to bad debts.
1. Direct write-off method.
2. Allowance method.




* Under the direct write-off method, bad debts areswered expenses in the
period which they are written off Note that this thw@ is not considered
acceptable under GAAP, unless the amounts are ieniaiat

The direct write-off method is the method requifedtax purposes.
Bad debts expense (uncollectible)
AR (uncollectible AR
The allowance method seeks to estimate theuamof uncollectible receivables, and
establishes contra valuation account (allowancd&at debts) for the amount estimated to be
uncollectible.

Bad debts expense (estimated)
Allowance for bad debts (estimated)
The entry to write off bad debts is:
Allowance for bad debts (uncollectible AR)
AR (uncolleddAR)

There are tow methods to determine the annual chagto bad debts expense
1- Annual sales
2- Year-end AR

For example, charging bad debts expense foofl&nual sales is based on the theory that
bad debts are a function of sales; this method asipés the income statement. Charging bad
debts on year-end AR is based on the theory thaitdesdts are function of AR collections
during the period; this method emphasizes the balaheet. A bad debts percentage can be
applied to total AR or subsets of AR. Often an ggohedule is prepared foe this purpose. An
AR aging schedule classifies AR by their age (8@, 60, 90, 120, etc., days overdue).

When bad debts expense is estimated as #duaraf sales, any balance in the Allowance
account is ignored in making the adjusting entrgd Blebts expense under this method simply
the total. Amount computed (i.e., Sales x Percentagowever, when bad debts expense is
estimated using outstanding receivable, the expémsthe amount needed to adjust the
allowance account to the amount computed (i.e., ARercentage[s]). Thus, bad debts
expense under this method is the amount computsdary credit balance currently in the
allowance account (or plus any debit balance). &bwtounts receivable is the balance in
accounts receivable less the allowance for badsdéd$o remember that net receivables do
not change when a specific account is written afte both accounts receivable and the
allowance account are reduced by the same amount.

Method of Recognizing Bad Debts Expense

1. Percentage method
. Emphasizes matching on the income statement
Assumes bad debts are function of sales

2. Allowance Method
Emphasizes net realizable value on the balance shee

. Matches bad debts expense with. Assumes bdd deba function of AR collection
Revenue on the income statement
DIFFERENCES BETWEEN CASH AND ACCRUAL BASES
* Most companies use tlagcrual basis Jy,sI of accounting: They recognizgl z.s,
revenue when it is earned and recognize expenghs eriod incurred,

» the cash basis of accountingrevenue is recorded only when the cash is redeive
and expenses are recorded only when the cashdis pai




Banks reconciliation (¢l dygus 8,S30) gubllaw oS )
It is schedule explaining any differencetween the balance shown in bank statement
and the balance shown in the accounting records.
Banking overdraft
The amount by which withdrawals exceed ddposi a draft in excess of the credit
balance.

ACCOUNTING JOB DESCRIPTION
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The financial accountant Job Description
1. Prepare profits and loss st.
2. Prepare monthly clothing and cost accounting report
3. Prepare entries to accounts such as General ledger
4. Prepare and review budget, payroll entries, exgemegenues, invoices and
other accounting documents.
Explain accounting policies to staff, vendors, ahent.
Recommend and develop financial software compytsem.

o U1

Controller Job Description
Reports to: Chief Financial Officer
Responsibilities
» Approve the accounting department budget.
» Approve the creation of new report formats and repg systems.
» Assist in the annual audit as required.
« Attend executive committee meetings as required.
» Authorize accounting capital purchases.
» Discuss financial results with senior management.
* Implement auditor recommendations.
« Manage outsourced functions.
* Manage the accounting staff.
* Provide advice to management regarding the imgaatauisitions.

Assistant Controller Job Description
Reports to: Controller
Responsibilities Analysis
» Compile the cash forecast.
 Initiate best practices improvements.
* Issue internal management reports as needed.
* Manage the annual budgeting process.
» Oversee outsourced functions.
* Provide financial analyses as needed.




* Review systems for control weaknesses.

e Supervise cost accounting staff.

» Supervise financial analysis staff.

» Supervise systems analysis staff.
Responsibilities Financial Reporting

 Initiate best practices improvements.

* Issue timely financial statements.

» Oversee outsourced functions.

* Review capital purchase proposals.

» Supervise general ledger staff.

« Supervise public reporting staff.

» Supervise tax reporting staff.
Responsibilities Transactions

 Initiate best practices improvements.

* Maintain an orderly accounting filing system.

» Oversee outsourced functions.

» Supervise accounts payable staff.

« Supervise accounts receivable staff.

Cost Accountant Job Description
Reports to: Assistant Controller (Analysis)
Systems tasks
* Audit costing systems.
* Review system costs and benefits.
» Assist in development of the budget.
» Report on ABC overhead allocations.
* Report on breakeven points by product and division.
* Report on capital budgeting requests.
* Report on margins by product and division.
* Report on periodic variance analyses.
* Report on product target costing.
» Report on special topics as assigned.
» Work with marketing staff to update product pricing

Accounts Payable Supervisor Job Description
Reports to: Assistant Controller (Transactions)
Responsibilities
* Ensure that accounts payable are not paid early.
* Ensure that all reasonable discounts are takerapments.
« Handle supplier payment inquiries.
* Implement best practices to increase efficiencglev
* Manage the accounts payable staff.
» Cross-train the accounts payable staff.
« Manage cash requirements from accounts payable

Payroll Supervisor Job Description
Reports ta Assistant Controller (Transactions)
Responsibilities




« Convert time cards into payroll system entries.

« Create vacation and pay accruals for the periodantials.
» Cross-train the payroll staff.

* Implement best practices to increase efficiencglev

« Manage the payroll staff.

« Monitor vacation and sick time taken and available.

» Process payroll in a timely manner.

* Process termination pay within mandated time psriod

» Update pay changes in a timely manner.

General Ledger Accountant Job Description
Reports to: Assistant Controller (Financial Reporting)
Responsibilities
» Consolidate entries from subsidiary organizations.
» Ensure that monthly bank reconciliations are comeple
» Follow the period-end closing schedule in a tinragnner.
* Maintain a standard checklist of period journariest
* Maintain detailed backup on all account balances.
* Maintain the chart of accounts.

THE CORPORATE ORGANIZATIONAL STRUCTURE
The typical corporation is divided into a set opdeaments, each of which is responsible for a
different cluster of tasks. Each department maneg@orts to a senior-level executive, who in
turn reports to the Chief Executive Officer. Thigisture is shown in Exhibit
» Engineering department

This department designs new productifies existing designs, and fixes design-
related problems in existing products. It also la&s industrial engineering staff that is
responsible for plant layout. It may include a seesh and development group, though this is
sometimes managed separately or contracted out.
 Production department

This department manufactures produtissually includes a maintenance staff that is
responsible for equipment and building maintenarase,well as an equipment setup and
teardown staff.
» Materials management department

This department is responsible forcpasing, production planning, warehousing,
distribution, and materials movement within theilfgc Given the wide array of required
tasks, it is sometimes split into several smalkgattments.
» Sales and marketing department
This department is responsible for generating dcheg campaigns, creating collateral
materials, attending trade shows, merchandisingj safling.
» Customer support department

This department is responsible for atiegpdo customer problems, such as tracking
down quality issues, verifying order status, andthetimes entering customer orders. It is
frequently merged into other departments, with mae management, sales, and accounting
being the most common recipients of this function.
 Accounting department
This department is responsible for bgén payments, payroll, maintenance of the

general ledger, tracking assets, and issuing finhstatements.
 Finance department




This department is responsible for tweasmanagement, risk management, cash
forecasting, and credit analysis. It also frequetdinducts financial analysis as requested.
* Human resources department

This department is responsible for thaimenance of employee benefit systems,
recruiting and terminations, and a wide varietpthfer employee-related issues.
» Management information systems

Department. This department is respoasibl maintaining all computer networks,
software, and desktop systems, as well as providéhg desk support.
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Teller
1. Receive and process money and checks when customer makes deposit or
withdrawals.
2. Exchange foreign currency.

w

. receive loan payments
4. Enter deposit and withdrawals into bank's ledger or records.



Salesman
1. Develop relationships with existing customer.
2. Gathering market and customer information.
3. Advising on developing products
4. Reporting sales and order information to manager in the end of the day.
5. Achieve sales target.
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Bonds mean that a company borrows money by selling bemds/estors. The bonds
represent a loan to the company.
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Q: What is Forex?

A: Forex is the foreign exchange marketplabeng currencies from different countries are
valued and exchangedMost people only know about Forex to the extdrat tthey have
changed money going from one country to anotherheiwthey did so, they unwittingly
played a role in the world’s biggest marketpladeorex trades almost $2 trillion per day, a
Total that exceeds all of the world’s biggest — hetter known — markets.
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Fundamental Analysis by Juadl)

1. QUANTITATIVE ANALYSIS
2. QUALITATIVE ANALYSIS

s QUANTITATIVE ANALYSIS

UNDERSTANDING FINANCIAL STATEMENTS
Financial Statements

* Income Statements

e Balance Sheet

e Assets

» Liabilities

e Cash Flows

* From Operations

e From Investment

« From Financing

USE OF FINANCIAL RATIOS

« Liquidity Ratios
* Leverage Ratios
» Activity Ratios



» Profitability Ratios

s QUALITATIVE ANALYSIS

QUALITATIVE ANALYSIS , s5S1) el -2

ST
AB gt

What is technical analysis?
1 Technical analysis is the study of market psycplo identify future change in trend.
Gh o8 Al pal) o3 g ¢ gl Aliiiocall cilAladY) aaadl Jlal) () gl B Y dgba uydiale @
J2udd (Charts) ) a gl a5y Julad
(Uptrend) ¢as2a slad) Trends s sad) clalad) |
(Downtrend) (Js 3 oslad) ¥
(Sideways trend s oladl ¥

Trend line oLyl ki
) A'line that shows us the slope or the rate ofedpd a trend speed of a trend.
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1. Liquidity Ratios A gl s
2. Leverage Ratios 4 el o) Al &d )l s
3. Activity Ratios 3oLl s
4. Profitability Ratio daa )l s

Basic Financial Statement Analysis



Ratio Formula Purpose or Use

Current assets
Current liabilities

Measures short-term
debt-paying ability

1. Curraent ratio

Cash, marketable
securities,
and receivables (net)
Current liabilities

2. Quick or acid-
test ratio

Measures immediate
short-term liguidity

Measures a company's
ability to pay off its
current liabilities in a
given year from its
operations

MNet cash provided by
operating activities
Average current
liabilities

3. Current cash
debt coverage
ratio

. Profitability

7. Profit margin
on sales

8. Rate of
returm on
assats

9. Rate of
returm on
common stock
Squity

10. Earmmings
per share

11. Price
eamings ratio

12. Payout
ratio

MNet income
MNet sales

MNet income
Avrarage total assets

MNet incomeae minus
preferraed
dividends

Average comirmnon

stockholders' eqguity

MNMet income minus
preferraed
dividends

Weaeightaed sharaes

outstanding

Market price of stock

Earnings per share

Cash dividends
MNet income

Measures naet income
genaerated by each
dollar of sales

Measures overall
profitability of assats

Measuraes profitability of

owners' investrmaent

Measures net incorme

earnmnaed on each share of

common stock

Measuraes the ratio of
the market price per
share to eamings per
share

Measures paercentage of

earmings distributed im
the form of cash
diwvidends

U e i o g sy o 18



I'v. Cowverage

13. Debt to total
assets

14, Times
iNnteraest earmead

15. Cash debt
CcOoweragse ratio

16. Book valus
per share

Il. Activity

4. Hecelvable
turnover

2. Inventory
turnover

6. Asset turnover

T otal debt
Total assets or
equities

Imtaerest charges

MNet cash provided by
operatimng activities

SAovrerage total liabilities

Stockholders' Eguity

COutstanmnding Shares

MNet sales
Average trade

receivables (net)
Cost of qoods sold

Average inventory

MNet sales

Average total assets

PMeasures the
paercentage of total
assats prowvided by
craeditors

Imncom e baefore iNnterest MMaeasures ability to meeaet
charges and taxes

iNmnteraest pavyvments as
theyw comeae dus

MMeasures a cormpany's
ability to repaw its total
liabilities iNmn a given yvear
from its operations

PMeasures the amount
each share would
receive if the companny
were liguidated at the
armounts reported omn the
balance shaeat

Measures liquidity of
receivables

Measures liquidity of
Nnventory

Measures how efficiently
assets are used to
generate sales
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What are GDP and GNP?
Qil.ae‘it QJMS‘ =l &JLA%Y‘ ﬂ.ﬁ\ =l
Gross National Product (GNP) and Gross Domestic Product (GDP)
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What are GDP and GNP?

Are closely related measures. GDP measures thedaotput of the economy in a
period i.e. the value of work done by employeaspamies and self-employed persons.
This work generates incomes but not all of thenmes earned in the economy remain
the property of residents (and residents may eamesincome abroad). The total
income remaining with Irish residents is the GN &rdiffers from GDP by the net
amount of incomes sent to or received from abroad.

Gross National Domestic Product (GDP)

The sum of goods and services produced in spg@fiod valued at the market price.
Gross Domestic Product (income) (GNP) (GNI)

GDP plus the income from the board

Real GDP the GDP has been adjusted for inflation
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The balance of payments

Is an economic measure that include all intéonat payments made by one
nation to anther .it includes tree accounts/
Current account

1. Export and import of goods.

2. Export and import of services.
Net transfer includes money and payments that are transfentteeaas foreign
aids
Capital account

1. Inflow of capital

2. Outflow of capital
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Elasticity &gl

Price elastic of demand ol 4 pmadf digyd!
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perfect inelastic L g yall ape (g) — | jha
Unitary elastic L5 yall LS ) (5 sluia (g) «— asia aal
inelastic O pe «— aalg e B
elastic O — alg e S

If elasticity of demand for a normal good is egected to be 2.5 a 10 %eduction
in its price would cause
A. total revenue to fall by 10 %.
B. total revenue to fall by 25 %
C. quantity demand to rise by 25 %
d. Demand to decrease by 10 %.
o) G it + 4 gllaal) Al Byt = A0 g yall ¢ 9ild CiSS) Lin
Cha¥) (% Yo =4 glaa Lnasll Gyt ) (1M 0h Vo + u= Y 0 13
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Transfer payments
Money transferred from one person to another witlppoduction taking place
A Li¥f dulonll 8 plgan¥l (j9s ,5¥ gl 30 Job Sl JIg0¥! 0 gl
Unemployment
A number of people are looking for work but arereuntly without a job.

Ligad ¥ ySlg Joall b gl I 3,5%1 sac oo ALl )

Total cost
The sum of total fixed cost and total variabletcos
dypeilly Ayl aals Ly € 900 52 Al S Al

Recession
Is a period when the national outputs fall for sig@nth or more.

ST of yogmis 1 J o9l Ealdl Lgd oty | Al Wl g (Saluaid ¥ 2L S
Rate of inflation
The percentage increase in the level of price guty month

gl 17 M Ll ®1 3 Bals3dl A 9b msaadll Jazo

Real national income
National income after allowing for inflation
OS]l Jao jluic¥ B As¥ sy 0gddl Jodl gb bubd 09ldl Jsead
National debit
The total amount of government borrowing

9S00 1,58% Lol g agadl (padf
Microeconomic ) ) )
Is the branch of economic that studies individuatas: e.g. consumer
Cllgiudl Jio 59,adf Sodand! wjan sl Aasid¥l ghe € gpd anl b 033 sluaid¥l
Macroeconomic ) )




Is the branch of economic that studies aggregatgsunemployment
Adladl o ibdlos ¥ yujau gui aaid¥ qle £9,d ol 9o LS slaais]
Demandis the quantity of goods or services that conssraeg willing and able to
purchasing during a specific period.
CELS e Byaldl duadg Lajlmd L Ellgiuudl ol oidf duoSTf g ullall

Normal goods& _Inferior goods d.is 1 alawdly dysletf aludf

Normal goodsare directly related to income, this means thaine increase the demand
increase, example for the normal goods is carhek{most goods are normal goods)

03kt (§35mi S adl Bals) Oy gttt g Jovad Ly Janis i i i o Asalall [ S WevRR]
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Inferior goods are inversely$-Se) related to income this means that income incrédase

demand decrease, example for turning from buyiegihargarine to using the butter if the

income increase.
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Substitute goods and complementary goods
Substitute goodsare the goods can use instead of each othergdomme chicken and fish
Complementary goodsare the goods that are used together.

Elasticity of demand
Is measure the change of quantity demanded ifribe [ changed
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Utility theory  dadial) 4, ki
Utility : benefit derived by individual from product orgee
Marginal utility : additional benefit derived from obtaining one manites.

ailinl asg le Jouadl o lgule Junstw ool 4sln¥) 5a5lall yisy s dpadl deasll

) o
Total utility : is the sum of marginal utility amounts for allitsnconsumed.
pasiadl wlasgll JS o lgale Jont il dndldeaill cgano S0 dlSI desildl

Principle of diminishing marginal adl deoill jndlis ;ygild
utility
Marginal utility will decrease as a consumer conssimdditional unit of product
dslwll IMgiwl oly LalS jnosis dlawll dndl de 441

Price fixing:
Price fixing occurs when an artificial price is sethe market.

el Sl
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Market equilibriums :
Is defined as a point where demand curtersect with the supply curve.
o) Ol s8
(ol e ) Gl Sinde ae (nidell e ) alhal) e adald Adadi 43l oy
Monetary policiesare to control money supply, spending, inflatiorgikability of
credit

OB ana g anadill 5 o saill (Gla 5 yage A aSaill aia g1 Allal) Al

INflation wosad! Yase g 2 e
(CPI) i bais) o6 CONSUMEr Price indexX ifiub! 2w ke

S Do dd JSOb 8 )aang dips o dalw sl seimo 6 el puady 050 90
b o maasall Jaea olus @i g pwbwl 854S g daball 3,541 )le X biguia 8y28
TV ple g T aleclds #IVAg alodel w,ow ol lan,s ol ied jlew¥l, dha
a3l 555w WA [ Le YA g a5 dolpd) dss olady 7)A0 g0 dslill ;2w pol
Byt od o o woy 93 X Li<Hg) - AF Jascinflate cogsoins g cosas)) Hle wX)13)),- 74
Jaso ol @i Uity coe sl Lo ¥ o) sgw aT¥s al T (V- AY) 8,1 s ole clidy
alilell 8ia JWs o (gois VT s ,LlenwX) Ld 8slpl) doss gag) @aasill

bl pledl Lol bgo — I pledl Lol ,bh0 =




sbadl plall jle il yidgo

FM\_;_J)J\vA}mlm/Y',‘W =) x \V/\—\/\D =JLL[‘9LCL§_H.JQ_IJL9
YVA

Unemployment

The unemployment rate is the percentage of the faloce that unemployed. The labor
force is the sum of the employed people and uneyspipeople in an economic.

Labor force = the number of employed + the numlbememployed

Unemployment rat number of unemployment x 100

Labor force

Types of Unemployment

Frictional unemployment is the amocount of unemployment caused by the time it takes workers to
search for jobs, Some fricticnal unemployment is inevitable in a changing economy, because even
in good times people change jobs and enter and exit the labor force. {Job search)

Structural unemployment ccours when there is encugh demand to provide full employment, but
the labor that is demanded is different from the labor that is supplied. It may be different in that
different skills are required, or it may be different in that it is demanded in a different location.
There are enough jobs, but the people have either the wrong skills or are in the wrong place for
them. {Geography and skills) Two examples of structural unemployment are:

Regional unemployment occurs when industries relocate from one place to ancther {this is
called industrial relocaticn).

Techneological unemployment results when technclogical changes enable machines to do the
work of people and people are unemplcyed as a result. This results in either autoemation or the
requirement for workers to obtain new skills,

Cyclical unemployment occcurs due to insufficient aggregate demand for labeor during economic
downturns. {Economic downturns)

Seasonal unemployment happens as a result of the change in seasons and the fact that some
jobs are only seasonal, {(Seasonal businesses) This is the least important of the types of
memployment,

(eR0)r\s g <) S

Economic quantity 4salaiiy) 4asl)

EQ = \/ 2 x order variable cost x periodic demand

Carrying cost peit



Example: Assume that Paterno Co. makes footballs and is trying to determine the quantity of leather
that it should order every time an order is placed. The relevant information is as follows: over the
course of the year 12,000 sqg.m. of leather will be needed, the cost of storing 1 sq.m. of leather is £3
and the cost of placgng an order is $450,

The EQQ for inventary is calculated as follows:

2 * §450 * 12,000

3

All of this calculates to 1,897.3. This means that every time Paterno orders inventory, it should arder
1,898 sq.m. in order to minimize the costs of carrying and ordering inventory.

We can further use this number to determine the number of times that Paterno will order inventary.
Given a demand of 12,000 units and an EOQ of 1,898, Paterno will need to arder inwentory 7 times
in order to have enough leather for production.

Reorder point <l sae)dkii s the level of remaining inventory calculated as

Expected demand durlmglead time
+_amount of safety stock
Reorder point

Basic Equation for Inventory Accounts:

Beginning  + Additions = Ending + Withdrawals
balance to inventory balance from inventory
or
Withdrawals = Beginning + Additions - Ending
from inventory balance to inventory balanc

Budget A budget is a realistic plan for the future exgessin quantitative terms (Dollars or
Units)

Opportunity Costs.

An opportunity cost is the potential benhdfiat is given up by selecting one alternative
over another. The concept of an opportunity cosatlker difficult for students to understand
because it is not an actual expenditure and @risly (if ever) shown on the accounting books
of an organization. It

is, however, a cost that must be considered irsaets.

Direct Mamnufacturimg
COwerheada
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Fixed costdoesn't change with the change of production. Aedcbst per unit decrease as
production increase.
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Variable costincrease as production increase and variablepgwsinit will remain unchanged.
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Mixed cost is a combination of both (fixed and aate cost).

Contribution margin
Is the amount of sales that covering the fixed oogtrofits after variable cost have been covered.

Contribution margin = selling price — variable ccst

Sunk costis the cost already incurred and ‘tée recovered
Mdard (S0 V5 Dlad iaa ) o 4B lad) il

Cost of goods sold

Begiimg inventory
+ Pl@ses goods

Cost OF Goods Aaflie for sale
-ndéng inventory
Cos$igoods sold

Cost of goods manufactured
Direct material used
Birect labor used Can't be traced
Manufactured overheads directly as rent and
electricity exp.

Manufactured cost during the périod
+ Beginning in process inventory
- _Ending in process inventory

Cost of goods manufactured




SWOT Analysis/ Strength —~Weakness- Opportunitie
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Marketing is the function involved in promotigselling and distribution of goodservices and
ideas.

Product is the tangible can be produced by human or méchlaeffort
Serviceis work or an act sold to anther.
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Promaotion is the communication that motivates people to goyds, services and ideas.

A
Take the form adirect Eathe form oindirect
Face to face througiedia as TV

Marketing mix is a combination of a four majors / product, prigesmotion, place
Promotional miX is a combination of:-

1. Personal selling

2 Advertising

3. Public relation

4 Sales promotion (like coupons and free simple )
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SIMPLE INTEREST

When we borrow money we are expected to pay forguisi- this is called interest. There are
three components to calculate simple interestcpat (the amount of money borrowed),
interest rate and time.

Formula for calculating simple interest:

I=Prt

Where,

| = interest

P = principal

r = interest rate (per year)

t = time (in years or fraction of a year)

CALCULATING SIMPLE INTEREST EXAMPLES

Example:

Alan borrowed $10,000 from the bank to purchasaratlte agreed to repay the amount in 8
months, plus simple interest at an interest rated®b per annum (year).

If he repays the full amount of $ 10,000 in eighantis, the interest would be:

P =%$10,000r=0.10 (10% per year) t = 8/12 (tle@sotes fraction of a year)



Applying the above formula, interest would be

| =$10,000(0.10)(8/12)

=$ 667

If he repays the amount of $10,000 in fifteen menthe only change is with time. Therefore,
his interest would be:

| =$ 10,000 (0.10)(15/12)

=$ 1,250

The Bankers Rule:

In the world of finance, time is often expressedays rather than months. Two kinds of times
are use: Exact time and approximate time.

Exact Time

It uses the precise number of days for time ofldhe or investment. Assumes that each year
has 360 days.

Approximate time: Assumes that each year has 3¢ alad each month has 30 days.

The Bankers rule

Is widely used in the United States, and usesdh&bmation of ordinary interest and exact
time.

Example: An investment of $5,000 is made on Au@dsand repaid on December 31 at an
interest rate of 9%

Applying the Bankers rule, interest would be:

| = Prt
= $5,000(0.09)(106/360)
=%$132.50

Determining the maturity value:

Maturity value = Interest + Principal

Formula: S=P (1 +rt)

Refer the example given under the Bankers ruleuhtgtvalue would be,

S =$5,000 [1 + 0.09(106/360)]

= $ 5,000 (1.0265)

=$5,132.50

Note: How to calculate 1.0265. First, divide 10630, you will get 0.2944. Then, multiply
0.2944 by 0.09, you will get 0.0265. Add 1 to 0.526 get 1.0265

Finding time:

Formula: t = I/Pr

Using the same example above, time would be

t=$% 132.50/[$ 5,000*0.09]

= 132.50/$ 450

=0.2944

We have considered 360 days in a year. Therefardauof days would be,
t =0.2944 x 360

=106 days

Finding the interest rate:

Formula: r = I/Pt

Using the same example above, time would be
r=3% 132.50/[$ 5,000*(106/360)]

= 132.50/$ 1,472.22

=0.09i.e. 9%
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Formula for calculating compound interest where,
» P = principal amount (initial investment
* r=annual nominal interest rate (as a decimal)
* n =number of times the interest is compounded/par
e t=number of years
* A =amount after time t

Example usage: An amount of $1500.00 is depositedtank paying an annual interest rate
of 4.3%, compounded quarterly. Find the balancer &ftyears.

A. Using the formula above, with P = 1500, r = 4.3/£00.043, n =4 and t = 6:

A=1500\ (1 + {0.043}{4Nrighty{4 \times 6} =193&B4

So, the balance after 6 years is approximately3BLop.
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In the most countries in the world there is a adriiank which
named in USA (the Federal Reserve Bank) and in Eggmed (the
central bank of Egypt) however that, the most rasfmlities of the

central bank in the most countries are similar.

The central bank issue the monetary policy androbaver the
banking system, in addition to that the centralkiyalays an
iImportant role in financing the economic developtm@aojects.
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