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Examining Financial Knowledge Essentials – Recap Checklist

Reportedly, one third of college students indicated that they were not prepared for managing their money.

Further, the vast majority of Americans lack basic levels of financial literacy. A survey of Americans over the age of 
50 that asked three basic questions about compound interest, inflation, and risk diversification found that only a 
third answered all three questions correctly. Financial literacy in the business world is essential.

1. Review Legal Forms of Business Organizations:

 Recognize that the organizations are primarily structured for taxation and judicial purposes.  
 Understand the three basic legal business types: sole proprietorships; partnerships; and, corporations.
 Identify what type of legal structure your organization operates under.

2. Appraise Business Activities and Typical Reporting Cycles:   

 Know what dates your organization must comply with governmental reporting requirements.  
 Understand that typical reporting cycles include: monthly; quarterly; and, yearly (annual) reports. 
 Identify the fiscal year (or budget year) used for the organization you are associated with. 

3. Understand the Accounting Process: 

 Describe the three statements used to report an organization’s financial status. 
 Memorize the two basic financial equations: Rev.–Exp.=Income; Assets–Liabilities=Owner’s Equity.
 Calculate your personal Balance Sheet (Assets–Liabilities=Equity); is your equity positive or negative? 

4. Evaluate Budgeting Principles and Measurement of Performance: 

 Recall that a budget is a list of all planned expenses and revenues for a specified period of time.  
 Describe a simple example of the break-even point, at which total income equals total expense. 
 Identify what types of budgets are employed in your organization or one you are familiar with. 

5. Examine the Balance Sheet: 

 Examine the cash in your list of assets. It should be at a healthy level to meet current obligations. 
 Follow the inventory level of your organization to see the trend of these assets over the years. 
 Be careful about short-term borrowings as they are liabilities having a maturity of less than one year.  

6. Examine the Income Statement: 

 Analyze your revenue trends that represent the sales made during a certain period.
 Look at the net sales. Are they increasing faster than the last time around?
 Keep in mind the business rule "making money requires money."

7. Examine the Cash Flow Statement: 

 Look at the Net Cash Provided by Operating Activities to see that your organization can make money at its 
basic business. 

 Look at the Cash Flow from Financing Activities to see transactions between your organization and its lenders 
and owners.

 Look at the Net Cash at the beginning and end of the period to see your true bottom line.

8. Analyze Performance: Liquidity, Debt and Profitability Ratios: 

 Look at your organization’s Debt Ratio (Total Liabilities/Total Assets) and see if it is less than 50%. 
 Look at your organization’s Profitability Ratios (Gross Profit/Sales) to see if it is profitable.  
 Look at your organization’s Solvency Ratios (Total liabilities/Net worth) to see how much debt is used to 

finance the business.  

9. Analyze Performance: Time Value of Cash Flows:

 Describe the time value of money related to how it impacts investments.  
 Calculate the present value of an annuity payment of $1,000 at 10% interest and five year period. 
 Calculate the future value of an annuity of $1,000 at 10% interest and a five year annuity period.  

10. Make Decisions: Cost, Benefit, and Return on Investment: 

 Recognize that Return On Investment (ROI) is a performance measure used by most business organizations to 
evaluate the efficiency of an investment and compare it to other investment options.  

 Differentiate ROI from: Return on Capital (ROC), Return on Assets (ROA), and Return on Equity (ROE). 
 Calculate the payback period to determine what period of time is required for the return on an investment to 

"repay" the sum of the original investment. 


