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[bookmark: _Toc103864594]CHAPTER 1. COMMON FINANCIAL TERMS

[bookmark: _Toc103864595]Accounts Receivable


What Is Accounts Receivable (AR)?

Accounts receivable (AR) is the balance of money due to a firm for goods or services delivered or used but not yet paid for by customers. Accounts receivables are listed on the balance sheet as a current asset. AR is any amount of money owed by customers for purchases made on credit (Hayes, Brock, & Munichiello, Accounts Receivable, 2022)
Accounts receivable is an asset account on the balance sheet that represents money due to a company in the short term. Accounts receivables are created when a company lets a buyer purchase their goods or services on credit (Hayes, Brock, & Munichiello, Accounts Receivable, 2022)
Accounts receivable aging (tabulated via an aged receivables report) is a periodic report that categorizes a company's accounts receivable according to the length of time an invoice has been outstanding. It is used as a gauge to determine the financial health of a company's customers (Tuovila & Boyle, Accounts Receivable Aging, 2021)

Managers needs to keep an eye on account receivable, because it can be found that there are long outstanding accounts due to be paid.

[bookmark: _Toc103864596]Notes Payable

Notes payable are long-term liabilities that indicate the money a company owes its financiers—banks and other financial institutions as well as other sources of funds such as friends and family. They are long-term because they are payable beyond 12 months, though usually within five years (BDC, 2022)

According DBC example of notes payable, the balance sheet below (Figure 1) shows that ABC Co. owed $70,000 in bank debt and $60,000 in other long-term notes payable as of March 31, 2012. The company has $1.40 in long-term assets ($180,000) for every $1 in long-term debt ($130,000); this is considered a healthy balance. (BDC, 2022)


[image: ]
Figure 1. Source: (BDC, 2022)
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What are Current Assets?
Current assets represent all the assets of a company that are expected to be conveniently sold, consumed, used, or exhausted through standard business operations with one year. Current assets appear on a company's balance sheet, one of the required financial statements that must be completed each year (Hayes, Brock, & Munichiello, Accounts Receivable, 2022)

Current assets would include cash, cash equivalents, accounts receivable, stock inventory, marketable securities, pre-paid liabilities, and other liquid assets. Current assets may also be called current accounts (Hayes, Brock, & Munichiello, Accounts Receivable, 2022)
[bookmark: _Toc103864598]
Current Liabilities

What are Current Liabilities?

Current liabilities are a company's short-term financial obligations that are due within one year or within a normal operating cycle. An operating cycle, also referred to as the cash conversion cycle, is the time it takes a company to purchase inventory and convert it to cash from sales. An example of a current liability is money owed to suppliers in the form of accounts payable. (Tuovila, Brock, & Munichiello, Current Liabilities, 2022)

Current liabilities may include, taxation, bank loans, Bank overdrafts and all payroll burden to be paid.

[bookmark: _Toc103864599]Equity

There are two primary ways that equity is used in finance. The equity meaning in accounting refers to a company’s book value, which is the difference between liabilities and assets on the balance sheet. This is also called the owner’s equity, as it’s the value that an owner of a business has left over after liabilities are deducted (Gocardless, 2020)

Equity can be financed in two ways, the stockholder financing by acquiring /investing their own funds and the stakeholder can purchase shares in the organization.
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[bookmark: _Toc103864601]Balance Sheet

Balance Sheet is the financial statement of a company which includes assets, liabilities, equity capital, total debt, etc. at a point in time. Balance sheet includes assets on one side, and liabilities on the other. For the balance sheet to reflect the true picture, both heads (liabilities & assets) should tally (Assets = Liabilities + Equity). (Economictimes, 2022)

Balance sheet is more like a snapshot of the financial position of a company at a specified time, usually calculated after every quarter, six months or one year. Balance Sheet has two main heads –assets and liabilities (Economictimes, 2022)

This type of financial statement shows how rich or poor is the firm as at specific period.

[bookmark: _Toc103864602]Income Statement

The Income Statement is one of a company’s core financial statements that shows their profit and loss over a period of time.  The profit or loss is determined by taking all revenues and subtracting all expenses from both operating and non-operating activities (Corporatefinanceinstitute, What is the income statement?, 2022)

The income statement is one of three statements used in both corporate finance (including financial modeling) and accounting. The statement displays the company’s revenue, costs, gross profit, selling and administrative expenses, other expenses and income, taxes paid, and net profit in a coherent and logical manner (Corporatefinanceinstitute, What is the income statement?, 2022)


[bookmark: _Toc103864603]Annual Report


The Origin of Annual Report
Annual reports became a regulatory requirement for public companies following the stock market crash of 1929 when lawmakers mandated standardized corporate financial reporting (Google, 2022)

An annual report is a document that public corporations must provide annually to shareholders that describes their operations and financial conditions. The front part of the report often contains an impressive combination of graphics, photos, and an accompanying narrative, all of which chronicle the company's activities over the past year and may also make forecasts about the future of the company. The back part of the report contains detailed financial and operational information (Hayes, James, & Kazel, Annual Report, 2022)

Annual report must be submitted to the government authority office on annual basis irrespective the firm’s performance, profit or loss, failing to do so may result in the firm, it can go to deregistration status.
[bookmark: _Toc103864604]CHAPTER 3. FINANCIAL RATIOS

[bookmark: _Toc103864605]Current Ratio

The current ratio is a liquidity ratio that measures a company’s ability to pay short-term obligations or those due within one year. It tells investors and analysts how a company can maximize the current assets on its balance sheet to satisfy its current debt and other payables (Fernando, Brock, & Clarine, Current Ratio, 2021)
Managers need to track current ratio on monthly basis, when managers review monthly performance of a firm. Failing to keep an eye, the firm will find itself in unfavorable position. Short-term creditors prefer a higher current ratio since it reduces their risk of not receiving their payment.

A current ratio that is in line with the industry average or slightly higher is generally considered acceptable. A current ratio that is lower than the industry average may indicate a higher risk of distress or default. (Fernando, Brock, & Clarine, Current Ratio, 2021)

[bookmark: _Toc103864606]Quick Ratio

The quick ratio is used to evaluate whether a business has enough liquid assets that can be converted into cash to pay its bills. The key elements of current assets that are included in the ratio are cash, marketable securities, and accounts receivable. Inventory is not included in the ratio, since it can be quite difficult to sell off in the short term, and possibly at a loss. Because of the exclusion of inventory from the formula, the quick ratio is a better indicator than the current ratio of the ability of a company to pay its immediate obligations. This is a particularly useful ratio when a business is facing difficult financial circumstances, and needs to pay off a substantial amount of liabilities in the near term (Accountingtools, Quick Ratio Definition, 2022). (Cash + Marketable securities + Accounts receivable) ÷ Current liabilities = Quick ratio.

[bookmark: _Toc103864607]Debt Ratio

The term debt ratio refers to a financial ratio that measures the extent of a company's leverage. The debt ratio is defined as the ratio of total debt to total assets, expressed as a decimal or percentage. It can be interpreted as the proportion of a company's assets that are financed by debt (Hayes, Boyle, & Clarine, Debt Ratio, 2021)

A ratio greater than 1 shows that a considerable portion of a company's debt is funded by assets, which means the company has more liabilities than assets. A high ratio indicates that a company may be at risk of default on its loans if interest rates suddenly rise. A ratio below 1 means that a greater portion of a company's assets is funded by equity. Debt ratio=Total assets/Total debt​​. (Hayes, Boyle, & Clarine, Debt Ratio, 2021)


[bookmark: _Toc103864608]Return on Assets Ratio


Return on Assets (ROA) is a type of return on investment (ROI) metric that measures the profitability of a business in relation to its total assets. This ratio indicates how well a company is performing by comparing the profit (net income) it’s generating to the capital it’s invested in assets.  The higher the return, the more productive and efficient management is in utilizing economic resources, (Corporatefinanceinstitute, Return on Assets & ROA Formula, 2022), and formula is, ROA = Net Income / Average Assets


[bookmark: _Toc103864609]Return on Equity Ratio


Return on equity (ROE) reveals how much profit a company earned in comparison to the total amount of shareholders' equity found on the balance sheet. In other words, return on equity represents the percentage of investor dollars that have been converted into earnings, showing how efficiently the company management is allocating its capital (Kennon & Brock, 2022)

One of the most effective profitability metrics for investors is a company's return on equity (ROE). ROE shows how much profit a company generates from its shareholders' equity (Kennon & Brock, 2022).  Return on Equity = Net Income ÷ Average Common Stockholder Equity for the Period.

[bookmark: _Toc103864610]Asset Turn-over Ratio


The asset turnover ratio is an efficiency ratio that measures and helps analyse a company’s ability to generate sales from its assets by comparing net sales with average total assets. To simply put it, this ratio shows how efficiently a company can use its assets to generate sales (Tallysolutions, 2022)

The total asset turnover ratio calculates net sales as a percentage of assets to show how many sales are generated from each penny of company assets. (Tallysolutions, 2022)

This ratio can be used to motivate the sales team to do more or can be used if the asset is used effectively and efficiently.
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[bookmark: _Toc103864612]Total Compensation Package

Total compensation is expressed in the same way as a base salary, which is in terms of gross income on an annual basis. However, it includes more than just the money paid to an employee. Total compensation includes the base salary, but it also includes the value of any benefits received in addition to your salary (Indeedteam, 2021) Some of the benefits that are most commonly provided within a total compensation package include:

· Bonuses
· Commissions
· Profit sharing
· Insurance (medical, dental, disability/life, and injuries at work)
· Retirement plans
· Gym membership
· Tuition assistance

This paper needs to note that total compensation may vary from country to another country, for multinational organization may want to pay higher salary for specialized skills.

[bookmark: _Toc103864613]Basic Benefits


Basic Benefit means the accrual made by the Company for the benefit of a Participant equal to 15 percent of the Participant's Compensation. Sample 1. Sample 2. Basic Benefit means the Total Benefit determined under the Basic Benefit formula, as set forth in Section  - labor laws of a country. For an example Netherlands, see case study below.

With the introduction of the Health Insurance Act in 2006 in the Netherlands, the basic package of the former sickness funds became valid for all citizens (Kroneman & Jong, 2015) the country will set minimum requirement as mandatory for all companies operating in Netherlands.

· Medical care by GPs, medical specialists and midwives
· Pharmaceuticals (provided that they are on the list of accepted pharmaceuticals)
· Medical aids
· Speech therapy and occupational therapy
· Maternal care
· Dietary advice (max 3 hours)
· Quit smoking program
· Specialist mental care, including care by psychiatrist

Please note that the above is an example of what Netherlands offered as basic benefits, it does not represent total box 1 as outlined in the research paper of (Kroneman & Jong, 2015)
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Payroll calculations are defined as the various numbers and processes that are performed by an employer, the sum of which equals an employee's pay. An employer calculates payroll by calculating gross wages and payroll deductions, to arrive at an employee's net pay (Elsen, 2017)

[bookmark: _Toc103864615]Payroll Terms

Gross Pay – Gross pay is what employees earn before taxes, benefits and other payroll deductions are withheld from their wages.
Overtime – Is the number of hours worked over and above normal working hours.
Time and half – Are the rate of pay to be applied when calculating overtime, 1.5 times the normal working rate for overtime.
Deductions - total amount to be deducted from gross pay.
Net Pay – Is the net amount due to employee after all deductions. Is the net amount to be transferred to employee’s bank account?
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[bookmark: _Toc103864617]Types of Ownership Structures

The business structure you choose influences everything from day-to-day operations, to taxes and how much of your personal assets are at risk. You should choose a business structure that gives you the right balance of legal protections and benefits (USAsba, 2022). The list below is purely for the purpose of this research paper, for more detail selection please visit the website (USAsba, 2022) or contact finance practitioners/professionals.
· Partnership
· Limited Liability Company
· Corporation
· C Corp
· S Corp
· B Corp
· Nonprofit Corporation








	Business Structure
	Ownership
	Liability
	Taxes

	Sole Proprietorship
	One person
	Unlimited personal liability
	Self-employment tax
Personal tax

	Partnership
	Two or more people
	Unlimited personal liability., unless structured as limited partnership
	Self-employment tax
(except for limited partnership)
Personal tax

	Limited Liability Company
	One or More people
	Ownership are not personally liable
	Self-employment tax
Personal tax or corporate tax

	Corporation-C Corp
	One or more people
	Ownership are not personally liable
	Corporate tax

	Corporation – S Corp
	One or more people, but no more than 100, and all must be U.S. citizens
	Owners are not personally liable
	Personal tax

	Corporation- B Corp
	One or more people
	Owners are not personally liable
	Corporate tax

	Corporation - Nonprofit
	One or more
	Owners are not personally liable
	Tax-exempt, but corporate profits can’t be distributed
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[bookmark: _Toc103864619]Importance of a Financial Plan

What is Financial Planning?

Financial planning is a step-by-step approach to meet one's life goals. A financial plan acts as a guide as you go through life's journey. Essentially, it helps you be in control of your income, expenses and investments such that you can manage your money and achieve your goals (Templeton, 2022)

Benjamin Franklin has rightly said, “If you fail to plan, you are planning to fail.” You may have several different financial goals you wish to achieve but to reach them at the right point in life; you need to have a financial plan in place at a very young age (Templeton, 2022)

There are practical benefits to financial planning, it helps to,

· Increase your savings
· Enjoy a better standard of living
· Prepared for emergencies
· Attain peace of mind

[bookmark: _Toc103864620]

Expenses


Budgeting is a great way to plan and track spending, as long as you accurately account for all the bills you need to pay. So before you start plugging numbers into a spreadsheet or app, take a minute to list out each of your monthly expenses (Renter, 2020)

Needs
These are the expenses you cannot avoid. If you use the 50/30/20 budget, these should account for 50% of your spending (Renter, 2020) Necessities often include the following:
· Mortgage/rent.
· Homeowners or renters insurance.
· Property tax (if not already included in the mortgage payment).
· Auto insurance.
· Health insurance.
· Out-of-pocket medical costs.
· Life insurance.
· Electricity and natural gas.
· Water.
· Sanitation/garbage.
· Groceries, toiletries and other essentials.
· Car payment.
· Gasoline.
· Public transportation.
· Internet.
· Cell phone and/or landline.
· Student loan payments.
· Other minimum loan payments.
· Child support or alimony payments.
· Child care.

[bookmark: _Toc103864621]Creating a Budget

Most people need some way of seeing where their money is going each month. A budget can help you feel more in control of your finances and make it easier to save money for your goals (Bettermoneyhabits, 2020)
· Calculate your net income
· Debt to income ratio should not exceed 36%
· Track your spending
· Set realistic goals
· Make a plan
· Adjust your spending to stay on budget
· Review your budget regularly
· Savings should be 10% of disposable income

[bookmark: _Toc103864622]CHAPTER 8. BANK RECONCILIATION

[bookmark: _Toc103864623]What is a Bank Reconciliation Statement?

Bank reconciliation statement is a summary of banking and business activity that reconciles an entity’s bank account with its financial records. The statement outlines the deposits, withdrawals, and other activities affecting a bank account for a specific period. A bank reconciliation statement is a useful financial internal control tool used to thwart fraud (Kagan & Khartit, Bank Reconciliation Statement, 2022)


[bookmark: _Toc103864624]Bank Statement


What is a Bank Statement?
A bank statement is a document that is issued by a bank once a month to its customers, listing the transactions impacting a bank account (Accountingtools, Bank Statement Definition, 2022) The statement provides the following information:
The beginning cash balance in the account
+ The total amount of each deposited batch of checks and cash
- Funds withdrawn from the account
- Individual checks paid
+ Interest earned on the account
- Service fees and penalties charged against the account
= Ending cash balance in the account
The bank statement shows the cumulative balance of cash in the account, net of all the preceding transactions, as of the end of each day in the reporting period. Some banks still print these statements along with an accompanying set of images of all cleared checks (Accountingtools, Bank Statement Definition, 2022)

[bookmark: _Toc103864625]Deposits in Transit

What are Deposits in Transit?

A company's receipts that appear on the company's records but do not yet appear on the bank statement. For example, a retail store's receipts of March 31 are deposited after banking hours on March 31 or on the morning of April 1. Those receipts are in the company's general ledger Cash account on March 31, but are not on the March 31 bank statement. As a result they are said to be "in transit" on March 31. On the bank reconciliation a deposit in transit is an adjustment (an addition) to the balance per bank (Averkamp, 2022)

[bookmark: _Toc103864626]Outstanding Checks

An outstanding check is a check payment that is written by someone but has not been cashed or deposited by the payee. The payor is the entity who writes the check, while the payee is the person or institution to whom it is written. An outstanding check also refers to a check that has been presented to the bank but is still in the bank’s check-clearing cycle (Kagan & Potters, Outstanding Checks, 2021)

[bookmark: _Toc103864627]Troubleshooting Bank Reconciliation Problems


Transposition Error

Are you out by a number that is divisible by 9? This may indicate a transposition error, such as a check recorded (or cleared) for $685 instead of $658). Re-check the amounts carefully looking for this type of error. (Wolf, 2022)
Divide by 2

Try dividing your difference by 2 and look for a transaction for this amount. For example, if you are out by 90, look for a transaction of 45. It can help you locate transactions that were entered the wrong way around (a debit instead of a credit). (Wolf, 2022)
 
Reset Flags

Have you tried starting over?  Ensure the opening balance is correct, double-check amounts to ensure the amount of every check and deposit is the same in Back Office as the bank statement. Go back to basics and check each entry rather than using the clear deposits/checks for a date range (or use a smaller date range) if you are having challenges balancing (Wolf, 2022)
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[bookmark: _Toc103864629]What is Credit Management?

Credit management is the process of granting credit, setting the terms it's granted on, recovering this credit when it's due, and ensuring compliance with company credit policy, among other credit related functions. The goal within a bank or company in controlling credit is to improve revenues and profit by facilitating sales and reducing financial risks (Definitions, 2022)


What is a Credit Bureau?


A credit bureau, also known in the U.S. as a credit reporting agency, is an organization that collects and researches individual credit information and sells it to creditors for a fee, so they can make decisions about extending credit or granting loans (Theinvestopediateam, Catalano, & Schmitt, 2021)
· A credit bureau collects and researches individual credit information and sells it to creditors for a fee, so they can make decisions about granting loans.
· The top three credit bureaus in the U.S. are Experian, Equifax, and TransUnion, although there are several others as well.
· Credit bureaus assign credit scores to individuals based on the credit history that they assemble.
· Credit scores are important predictors of whether or not you will qualify for credit and on what terms.
· Credit bureaus do not decide whether or not you will get credit—they merely collect and synthesize information regarding your credit risk and give it to lending institutions.

[bookmark: _Toc103864630]Credit Ratings

What are a Credit Ratings?

A credit rating is an opinion of a particular credit agency regarding the ability and willingness an entity (government, business, or individual) to fulfill its financial obligations in completeness and within the established due dates. A credit rating also signifies the likelihood a debtor will default. (Corporatefinanceinstitute, Credit Rating, 2022)
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[bookmark: _Toc103864632]Simple Interest Definition

Simple interest is interest calculated on the principal portion of a loan or the original contribution to a savings account. Simple interest does not compound, meaning that an account holder will only gain interest on the principal, and a borrower will never have to pay interest on interest already accrued (Bankrate, 2022)

Generally, simple interest paid or received over a certain period is a fixed percentage of the principal amount that was borrowed or lent. For example, say a student obtains a simple-interest loan to pay one year of college tuition, which costs $18,000, and the annual interest rate on the loan is 6%.

The formula for calculating simple interest is: Principal x Interest Rate x Term of the loan (Bankrate, 2022)








[bookmark: _Toc103864633]Example: Simple Interest Problem and Solution

Let’s use an example to see how this formula works. Remember that in the formula, the principal P is the initial amount invested.
Example
A 2-year loan of $500 is made with 4% simple interest. Find the interest earned.
Solution
Always take a moment to identify the values given in the problem. Here we are given:
Time is 2 years: t=2
Initial amount is $500: P=500
The rate is 4%. Write this as a decimal: r=0.04
Now apply the formula:
I=Prt=500(0.04)(2)=40
Answer: The interest earned is $40.










[bookmark: _Toc103864634]Annual Percentage Rate Formula


Annual percentage rate (APR) refers to the yearly interest generated by a sum that's charged to borrowers or paid to investors. APR is expressed as a percentage that represents the actual yearly cost of funds over the term of a loan or income earned on an investment. This includes any fees or additional costs associated with the transaction but does not take compounding into account. The APR provides consumers with a bottom-line number they can compare among lenders, credit cards, or investment products (Fernando, Anderson, & Perez, Annual Percentage Rate (APR), 2022)
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ABC Co.
Balance Sheet

As at March 31,2012

Assets
Cash 5
Accounts receivable 55
Inventory 50
Pre-paid expenses 10
Currentasset 120
Vehicles 15
Equipment 50
Land and buildings 100
Investments 5
Patents/gooduill 10
Fixedassets 180
Total assets 300

($ 000's)

Liabilities & shareholders’ equity

Accounts payable
Credit card debt

Bank operating credit

Accrued expenses

Taxes payable

Current portion of long-term debt

Current liabilities

Bank debt
Other long term notes payable

Long-term labilities

Total liabilities

Equity from common shares
Equity from preferred shares
Retained earnings

Total shareholders' equity

Total liabilities and shareholders’ equity

20

25
10

70

70
60

130

200
25
25
50

100

300
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