Key Terms Introduced or Emphasized in Chapter 14

annual report  A document issued annually by publicly owned companies to their stockholders. Includes audited comparative financial statements, management’s discussion and analysis of performance and liquidity, and other information about the company.

classified financial statements  Financial statements in which similar items are arranged in groups, and subtotals are shown to assist users in analyzing the statements.

comparative financial statements  Financial statements of one company for two or more years presented in a side-by-side format to facilitate comparison.

consolidated financial statements  Financial statements that show the combined activities of a parent company and its subsidiaries.

current assets  Cash and other assets that can be converted into cash or used up within one year or the operating cycle (whichever is longer) without interfering with normal business operations.

current liabilities  existing liabilities that are expected to be satisfied by using the enterprise’s current assets.

current ratio  Current assets divided by current liabilities. A measure of short‑term debt‑paying ability.

debt ratio  Total liabilities divided by total assets. Represents the portion of total assets financed by debt, rather than by equity capital.

earnings per share  net income expressed on a per‑share basis.

fundamental analysis  Evaluating the reasonableness of a company’s stock price by evaluating the performance and financial strength of the company.

management’s discussion and analysis  A discussion by management of the company’s performance during the current year and its financial position at year‑end. These discussions are included in the annual reports of publicly owned companies.

market share  A company’s percentage share of total dollar sales within its industry.

operating cycle  The time required to invest cash in inventory, sell the inventory, and collect the receivable, resulting in an increase in cash.

operating income   subtotal in a multiple‑step income statement representing the income resulting from the company’s principal business activities.

parent company  A corporation that does portions of its business through other companies that it owns (termed subsidiaries).

percentage change  The change in a dollar amount between two accounting periods, expressed as a percentage of the amount in an earlier period. Used in evaluating rates of growth (or decline).

price‑earnings (p/e) ratio  The current market price of a company’s capital stock, expressed as a multiple of earnings per share. Reflects investors’ expectations regarding future earnings.

quick assets  The most liquid current assets. Include only cash, marketable securities, and receivables.

quick ratio  Quick assets (cash, marketable securities, and receivables) divided by current liabilities. A measure of short‑term debt‑paying ability.

return on assets  Operating income expressed as a percentage of average total assets. A measure of the efficiency with which management utilizes the assets of a business.

return on equity  Net income expressed as a percentage of average total stockholders’ equity. A measure of the rate of return earned on the stockholders’ equity in the business.

subsidiary  A company that is owned and operated by a parent company. In essence, the subsidiary is a part of the parent organization.

window dressing  Measures taken by management to make a business look as strong as possible at the balance sheet date.

working capital  Current assets less current liabilities. A measure of short‑term debt‑paying ability.

