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I. Fundamental equation of accounting:
Assets = Liabilities + Equity
What you HAVE = what you OWE plus what you OWN
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=
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+
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 (Asset)
=
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Assets = Liabilities + Equity
            OR

Assets = Liabilities + (Prior Years’ Equity + Current Revenue – Current Expenses)

II. Balance Sheet

The organization’s financial situation at a particular point in time
A. Examples of Assets

B. Examples of Liabilities

C. Examples of Equity

III. Income statement
The organization’s financial performance over a given period in time
A. Examples of Revenue (Income)

B. Examples of Expenses

IV. GAAP (Generally Accepted Accounting Principles)

Versus

Cash methods of accounting

A. GAAP method (Generally Accepted Accounting Principles)
This best reflects the organization’s true economic situation
B. Cash method

Simple and straightforward

C. Cash

Revenue recognized when cash is received

Expenses recognized when cash is paid

D. GAAP – also known as the Accrual Method
(Generally Accepted Accounting Principles)

Revenue recognized when it’s actually earned

Expenses recognized when they’re actually incurred

V. Co-op budgets
A. Usually done on the cash basis
B. (Cash received, cash paid)

C. Important questions to ask

· Budget variances

· Consistent revenue and expenses all throughout the year?

VI. Distinctions: GAAP financial statements versus cash budget reports
Major points of difference:
A. Depreciation
B. Loan Payments
VII. Review specific examples of 

A. A Balance Sheet

B. An Income Statement

C. A co-op budget
VIII. Maintenance projects:  Capitalize versus expense
IX. Mortgage: a loan for which real estate serves as collateral
A. Three basic mortgage components:

1. Principal balance.  

2. Interest rate 

3. Amortization

· Principal balance

This is the amount owed on the loan.  When the loan is first taken out, the principal balance equals the amount borrowed.  As the monthly payments are made, the principal balance gradually gets reduced.

· Interest rate

The simple way to think of interest:  the charge assessed for the temporary use of another entity’s money.  

· Amortization

The length of time over which the loan is to be repaid.  Most loans for co-ops, and other “commercial” ventures, are amortized over periods between 15 and 25 years.  Individual home owners can usually receive loans amortized over 30 years.

B. These three variables combine to determine the monthly mortgage payment.  This payment is constant from month to month.  What changes is the amount of the payment which is applied to interest versus the amount of the payment which is applied to principal.

C. During the first few years of the loan, the interest charges take up a relatively high amount of the mortgage payments.  Gradually, as the principal balance declines over time, the interest charges decreases, and higher amounts of the mortgage payments are applied to the principal.

X. Equity
A. Retained Earnings

B. Member Shares

C. Dividends

