Corporate Finance
1. Tricks used by management to manage earning
· The big bath- The big jar technique can also be referred to as income soothing. In this in technique expenses and losses are accelerated into a year with a poor result so that the future results or incomes are better.  
· Materiality- The technique is of great use to big companies compared to small companies. In this technique, the company writes off misstatements as non-materials. This enables a company to add millions of dollars that worth misstatement.
· Cookie Jar reserves- in this technique the management inflates the incomes from one year into the next year’s expenses. If in one year a company does well and the performance of the coming year is not certain the company uses the profits from that year the next year. This way the company is assured of better performances.
Before the management of any company decides on which trick to use in the company they need to understand the financial ratios of the company. It is important to understand these ratios because they represent a company's financial information and are used for comparison purposes. Ratios are important in decision making and help to track performance over time. Therefore, any management willing to apply the discussed tricks must understand the company’s ratios.
2. Returns on Investments as a measure of Profitability
[bookmark: _GoBack]Returns on Investments (RIO) represent the ratio between the net incomes against the owner equity. RIO indicates how well a company is using all the resources that have been invested in it. Therefore, if the ratio is high it means that the company is able to well utilize the resources to give profits. If the ratio is low, it means that there is no good utilization of resources. Therefore, any company measuring profitability should use RIO which is directly proportional to profit. 

