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Classifying a Corporation as 
High or Low Risk 

Generally Accepted Accounting 
Principles 

Low-Risk Corporations 
Low-risk corporations typically offer low shareholder 
returns but have lots of equity. This makes the 
company more secure and less likely to fail. Its 
assets exceed its liabilities by a large margin.  
 
Financial numbers for a low-risk corporation usually 
look like this: 

o 70-30 split between current and fixed assets 
o 25% or less of liabilities are current 
o 15% or less of debt is long-term 
o Shareholder’s equity is around 50-60% 

 
High-Risk Corporations 
These are the companies that take bigger risks, or 
are in riskier business segments, and (sometimes) 
can make the big gains under the right 
circumstances. These companies can offer investors 
the allure of high returns but you must remember 
that they therefore have higher risk. Their funding 
typically comes from outside the business and 
therefore they have little equity but higher debt. 
You may see fast growth but you will also likely see 
a big fluctuation in earnings. 
 
Financial numbers for a high-risk corporation usually 
look like this: 

o 30-70 split between current and fixed assets 
o 25% or more of liabilities are current 
o 45% or more of debt is long-term 
o Shareholder’s equity is around 35% 

o Comparability among different companies 
o Reliability of information 
o The business entity concept: A business is a separate 

distinct entity from its owner/owners. 
o The matching principle: Earnings and expenses must be 

recorded in the same accounting period that they relate to 
each other. 

o The cost principle: Assets and service, and the resulting 
liability, are taken into the accounting records at cost. 

o The consistency principle: A company’s accounting 
procedures need to remain consistent over time. If they are 
changed, the reasons for the change and the financial 
impact of the change must be documented in detail. 

o The time period principle: The operating period of the 
business is divided into equal periods of time, such as a 
month or a quarter. 

o The going-concern principle: The business will continue 
to operate, using its assets to carry on its operations and, 
with the exception of merchandise, not offering the assets 
for sale that are necessary to run the business. 

o The objectivity principle: Whenever possible, the 
amounts used in recording transactions are based upon 
objective evidence rather than on subjective judgments. 

o The stable currency assumption: The idea that the 
purchasing power of the unit of measure used in accounting 
(such as the dollar or the euro) does not change. (In other 
words, a dollar bill will not become worthless overnight.) 

o The realization principle: This principle defines revenue 
as an inflow of assets (not necessarily cash) in exchange for 
goods or services. It requires the revenue to be recognized 
at the time, but not before it is earned. 

The Budget Process  
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Understanding Income 
Statements 

Understanding Balance Sheets 

The income statement equation looks like: 
 

 
o Revenue is what the business earned from the 

sale of goods and services during this period.  
o Expenses are bills (phone and Internet bill, 

insurance, payroll, advertising, etc.) incurred 
during this period. 

o Net income or loss is the net financial result 
of the business efforts during that period. It 
must be added to the Equity portion of the 
balance sheet, which we will discuss in a 
moment. 

 
Example: 
 

Acme Widgets Inc. 
Income Statement 

For the Month Ended February 28, 2020 
   
REVENUE   
Widget Sales  $20,000
Widget Installation  $1,500
Interest Income  $500
Total Revenue   $22,000
  
EXPENSES  
Rent $4,500 
Utilities $1,200 
Supplies $8,000 
Wages $5,000 
Total Expenses  18,700
  
NET INCOME (LOSS)  $3,300

 

The balance sheet equation looks like: 
 

 
 

o Assets are anything that the business owns. Some 
examples: cash, office equipment, vehicles, tools, real 
estate, buildings, and land. Bills that are prepaid (such 
as monthly insurance premiums) are also considered an 
asset, as are accounts receivable (money that others owe to 
you). 

o Liabilities are anything the business owes to others, 
including banks and suppliers. Money which a company 
owes as a result of its ongoing trading are generally called 
accounts payable.  

o Equity is often a measure of what the business is worth. It 
is the combination of profits and money invested in or 
withdrawn from the company by its owners. 

 
Example: 
 

Acme Widgets Inc. 
Balance Sheet 

As at February 28, 2020 
     

Assets  Equity 
Cash $2,500 Owner’s Capital $5,000
Accounts Receivable 7,500 Retained Earnings 3,300
Computer Supplies 1,000 Less Withdrawals  

and Dividends 
(300)

Supplies (Inventory) 1,500
Total Assets $12,500 Total Equity $8,000
   

Liabilities    
Accounts Payable $500   

Notes Payable 4,000  
Total Liabilities $4,500  

Calculating the Current Ratio 

The formula for current ratio is: 

 
 

This is possibly the most common ratio used in the business world. It’s usually presented like any other ratio, with two 
numbers separated by a colon. This ratio compares assets to liabilities – in other words, what the company owns vs. 
what it owes. So if we used the numbers from our sample balance sheet above: 
 

 
We could calculate that Acme Widgets Inc. has a current ratio of about 2.6:1. 

Types of Graphs and Charts 
Column and Bar Charts 

o Good for displaying several types of items.  
o Example: Profits by different departments. 

Pie Charts 
o Good for showing how a particular value is made up. 
o Example: Showing breakdown of overall company’s profit. 

 


