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Financial Statements

e Overview of a business’s performance through a specified period

* P&L

* Business Performance

* Revenue Levels

* Cost of Good Sold

* @Gross margin

* Overheads

* Net Margin ( EBITDA)

* Usually compared to prior year

* Internally compared to a forecast or budget

* Balance Sheet

* Value of Assets and Liabilities within a business

* Cash-flow

* How a businesses cash has flowed through the business.



Financial Reporting and Financial E
Statements

Financial statements are
just one source of
financial accounting
information.

Income
Statement

Balance

Sheet £

Statement
of Cash

G

Financial Management 5

Other Information:
*Industry
*Competitors
*National economy

2-19
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Financial Statements M/\II

Income Statement ( or Profit and Loss Statement )

Definition ;

An income statement is a financial statement that shows you how profitable
your business was over a given reporting period. It shows your revenue, minus

your expenses and losses

Purpose:

An income statement is a financial statement that shows you how profitable
your business was over a given reporting period. It shows your revenue, minus
your expenses and losses



Financial Statements

Profit and loss statement example

Profit and loss of company XYX

Total revenue £100,000
Cost of goods sold £20,000
Gross profit £80,000

Operating expenses

Salaries £10,000
Rent £10,000
Utilities £5,000
Depreciation £5,000
Total operating expenses £30,000
Operating profit £50,000
Interest expense £10,000
Income before taxes £40,000
Taxes £10,000

Net income £30,000

) \

What your
business does

The additional
running costs of
your business

Servicing
costs of your
business
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Balance Sheet M/\D[

* The Balance Sheet is a statement of its financial position.

* The Balance sheet is a lists of the assets, liabilities and equity within its organisation.

It can highlight :

* The company’s ability to meet its current obligations.

* Financial Health of an organisation.

* Why is it important ?

e Short term Liquidity

* Long Term Liquidity

10



Balance Sheet

A Simple Balance Sheet

Total Liabilities

Current Liabilities
+

Non-Current Liabilities

Total Assets

Current Assets
+

Non-Current Assets Total Shareholders’
Equity

Share Capital
+

Retained Earnings

https://corporatefinanceinstitute.com/resources/accounting/balance-sheet/

Financial Management

11
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Balance Sheet

What is an asset within a business ?

12

12



Characteristics of Assets W

‘A resource held by a business’

All 4 conditions must apply to be an ‘asset’

« A probable future economic benefit with some
monetary value

* The benefit must arise from some past transaction or
event

« The business must have the right to control the
resource

* The asset must be capable of measurement in
monetary terms

Does not have to be physical — can be non
physical: - tangible or non-tangible 13

13



Balance Sheet M/\II

Types of Assets

 Non — Current — Long Term Value to the business —
usually greater than one year.

— Plant & equipment
— Fixtures and fittings
— Patents and trademarks

* Non Current Assets can be further split between
Tangible and Intangible.

Financial Management 14

14



Balance Sheet

Assets of the Business ( What the company owns )

Examples
. o Goodwill
Intangible Asset
@ é [()in-tan-j fl' -set] ) Brand
™ S X ' « Trademark
An asset that is not .
physical in nature. * Copyrlght

 Patents
w * Licencing Agreements
 Website Domain Names

2 Investopedia

15



Balance Sheet

Assets of the Business ( What the company owns )

« Tangible Examples being:

 Land

« Plant and Machinery

« Machinery and Equipment
* Vehicles

* Furniture and Fittings

16



Balance Sheet M/\D[

Treatment of Non-Current Assets of the Business
Why do we treat certain assets as Non - Current Assets differently?

Depreciation

» To calculate Depreciation we need to understand four factors :-

» The cost or fair value of the asset
« The useful life of the asset
» The residual value of the asset. ( expected disposal value )
* The Depreciation method
« Straight Line method
« Reducing Balance method

17



Balance Sheet

Depreciation — Straight Line methodology

« Company A
« purchased a new Machine for £100,000 ,
« expected lifespan of 5 years
» Expected Residual value at end of 5 years is £10,000

18



Balance Sheet

« Company A — Straight Line Method

Total Cost 100,000
Residual Value 10,000
Total Depreciation 90,000
Depreciation per Year 18,000

Income Statement Balance Sheet

Year O 0 100,000
Year1l 18,000 82,000
Year 2 18,000 64,000
Year 3 18,000 46,000
Year 4 18,000 28,000

Year5 18,000 10,000



Balance Sheet

Depreciation

* Purchased a new Machine for £50,000 ,
« expected lifespan of 3 years

» Expected Residual value at end of 3 years is £0

» Straight Line Method

Total Cost
Residual Value
Total Depreciation
Useful Life

Depreciation per Year

Straight Line Method

50,000

50,000

16,667

Year O
Year 1l
Year 2
Year 3
Year 4
Year5

Income Statement

Balance Sheet

0
16,667
16,667
16,667

50,000

33,333

16,667
0

20



Balance Sheet

Depreciation

» To calculate Depreciation we need to understand four factors :-

« Reducing Balance method

DB — 1 y(,(,,&/ SalvageValue
N Cost

« Excel has a DB function to simplify the calculation

« Company A
« purchased a new Machine for £100,000 ,
« expected lifespan of 5 years
« Expected Residual value at end of 5 years is £10,000
» Calculated Reducing Balance 36.9% through the excel model

21



Balance Sheet M/\D[

Depreciation

Total Cost 100,000
Residual Value 10,000
Total Depreciation 90,000
Useful Life 5
Reducing Balance % 36.9%

Reducing Balance Method

Expected
Income Statement Balance Sheet Residual Value
YearO 0 100,000 10,000
Year 1 1 36,900 63,100
Year 2 2 23,284 39,816
Year 3 3 14,692 25,124
Year4 4 9,271 15,853
Year 5 5 5,850 10,003



Balance Sheet

NN

Year O
Year 1
Year 2
Year 3
Year 4
Year 5

Straight Line Method

Income Statement Balance Sheet Residual Value

Reducing Balance Method

Expected

Expected

Income Statement Balance Sheet Residual Value

0
18,000
18,000
18,000
18,000
18,000

100,000

82,000
64,000
46,000
28,000
10,000

10,000 0
36,900
23,284
14,692
9,271
5,850

100,000

63,100
39,816
25,124
15,853
10,003

10,000

23



Balance Sheet I\/I/\II

Straight Line Vs Reducing Balance
1. Equal depreciation each year 1. Reducing depreciation each year
2. Total of depreciation and repairs may 2. Total of depreciation and repairs may not
increase as the asset gets older vary much from year to year
3. Value of asset could be reduced to Rs 3. Value of asset cannot be extinguished
zero or scrap value
S N | Residunl Value
4. Depreciation rate =1- A / —— X 00
4. Depreciation rate = Depreciationx100 Cost of Assets
Cost
5. Suitable for assets which have low 5.Suitable for plant and machinery which have
repairs and maintenance costs e.g leases, high repairs and maintenance costs as the
copyrights etc machine gets older

Online preparation for CA CPT,CS & CMA Foundation exam




Assets and Liabilities

Types of Assets

« Current Assets — Usually less than one year
— Cash at Bank
— Debtors / Trade Receivables
— Stock / inventories
— Short Term Investments

Financial Management

25

25



Balance Sheet

Stock
Different levels of Valuation

« Raw Materials

« Work in Progress
* Finished Goods
 Machine store

26



Balance Sheet

Inventory
Costing
Method

First-in, First-out
(FIFO)

Last-in, First-out
(LIFO)

Average cost

Description

Cost of goods sold has
older, lower costs;
Ending inventory has
newer, higher costs

Cost of goods sold has
newer, higher costs;
Ending inventory has
older, lower costs

Average costs in Cost of
goods sold and ending
inventory

Benefit

Most closely matches actual
flow of goods;

Maximizes net income which
attracts investors and creditors

Minimizes net income and
iIncome taxes; reduces cash
paid for taxes

A“middle-ground” solution for
reporting income and paying
taxes

27



Balance Sheet M/\D[

What other circumstances do we need to consider when valuing stock ?

* Obsolete Stock being held

« Major change in market value of goods ( Fair valuation)

« Bad buying decision being made

« The goods are being used as a loss leader so full value may not be
recovered.

28



Balance Sheet

Aged Report - Accounts Receivable

Total As At
Account Name 01-Aug-11
A1 Realty 0.00
Bills Hardware 0.00
Great Outdoor Life 497 20
Pex Machines 55.00
Smithvile Realty 60.00
Southside Timber Supplies 125.00

Provision for Doubtful Debts ?

1 Day
30 Days

0.00
n.00
0.00
55.00
60.00

0.00

31 Days
60 Davs

0.00
0.00
0.00
0.00
0.00

30.00

61 Days
90 Days

0.00
0.00
0.00
0.00
0.00

65.00

90 Days

0.00
0.00
497.20
0.00
0.00

30.00

29



Balance Sheet M/\D[

* Prepayments

* All costs held within the accounts are for a period of time *

End of Reporting period is Dec 21

Invoice received for Rent £3k for the months 15t Dec to 28" Feb.

How much of this should we recognise in the Income Statement to 315t Dec

20217

Invoice processed of £3k
Prepayment of £2k
Shown in Income Statement £1k

30



Balance Sheet — Assets

GROUP BALANCE SHEET
ar ::-:: 20 k:':' .--I
FaiFd] 2020
4ok Em L
ASSETS
Mon=current assets
Intargible aszets 12 237.0 2470
Property, plant and equipment 13 2B04 2945
Hight-pf-use assets 14 e B340
Inwestmient progertics P a5
Dafarred tax assets 1z 1370 7.5
Trade ard other recelvables [ 45.0 537
1,520.0 1,503, &
Current aggats
Irvveritories ! G021 4505
Trade and other receivables 14 2769 2521
Dwrivative financial assets 18 2.2 &7
|ropme tax receivables a7 50,4
Cash and cash eguivalents 1% 1,261.3 2789
1,982.2 1,680,6
Total assets 53,9022 3,2%4.7

Source : Burberry Financial Statements 2021



Liabilities NN

* Liabllities - claims of individuals and
organisations on the business e.g. supply of
goods or lending money

» Split into Non Current and Current

Financial Management 32



Balance Sheet

 Liabilities ( What the organisation owes )

« Current Liabilities ( Obligation to be paid within one year )

* Creditors

» Cash and Cash Equivalents
* Accrued Liabilities

* Short term Bank loans

33



Balance Sheet

« Current Liabilities ( Obligation to be paid within one year )

» Creditors / Accounts Payable

https://youtu.be/eljCaeNm-Vk

Accounts Aging

BETA

GBP

Accounts Aging (From Apr 01 2018 To Mar 31 2019)

\ 4

Client

Atom3 Inc.

Kevin Fager
Acme Corporation
Jane Doe

Total

0 - 30 Days

31-61Days

61-90 Days

Over 90 Days

0 - 30 Days
USD 0.00
USD 152.00
USD 0.00
USD 0.00

USD 152.00

31-60 Days
USD 0.00
USD 0.00

UsD 797.50
USD 0.00

USD 797.50

USD 152.00

USD 797.50

USD 1,860.00

USD 1,218.75

61-90 Days
USD 960.00
USD 900.00
USD 0.00
UsSD 0.00

USD 1,860.00

Over 90 Days
USD 0.00
USD 0.00
UsD 0.00

USD 1,218.75

USD 1,218.75

More v

Total

USD 960.00

USD 1,052.00

USD 797.50

USD 1,218.75

USD 4,028.25

34



Balance Sheet M/\D[

Accruals

The year end is Dec 21

The last rent bill received is Sept to Nov 21 for £3k , we pay £3k per quarter
for rent .

What value do we need to accrue to ensure we have all the costs in the
accounts to Dec 21 ?

Accrual £1k — shown as a current liability in the balance sheet and a charge to
the Income statement.

35



Balance Sheet

 Liabilities ( What the organisation owes )

« Non Current Liabilities ( Obligation to be paid greater than one year )

» Long Term lease Liabilities
* Long Term Borrowings
» Long Term Provisions

36



Balance Sheet

NN

UaBIUTIES
Han=current liabilities

Trade ard other payables 20 994 (102.3]
Laase liakilities 21 (B09.5] 210,01
Harrowings T4 [2e7.1) 100,01
Dafarred tax llabilities 1% (0.8] {eR]
Ratiremant benefit chlbgations (1.0} (1.9
Prowigions for other labilities and charges 23 (31.8) [28.6]
(1,239.7) 11,342 &)
Current liabilities
Trade ard other payables 20 (3929) [447.5]
Bank owerdrafts 23 (45.4) (47,8
Laase liakilitics il (Z10.0) 125,51
Darivative financial liahilitias 19 (X&) \4,8]
Income tax liabdities 7.5 R
Provislons for other labilities and charges 22 {24.0} 13,2
[702.8]) 730 5]
Tatal Rabifties (1,242.5) [2,073.4

Source : Burberry Financial Statements 2021

37



Balance Sheet

Ak at

Al il

27 March 20 M
H0E 2020
Mot Em Lrni
ASSETS
MNon=cuwrrent assets
Intargitle agsats 12 237.0 247,10
Progerty, plant ard equipment 13 2B0.4 2949
Right-of-use assets 14 8. B34.0
|vestment propertics 4 2.5
Dwferred tax assets 1% 1374 7.5
Trade ard sther receivables [+ 450 53.7
1,520.0 15038
Current assats
Irvertories 17 4021 450,5
Trade and other receivables i [-] 2769 2527
Derivative financial asss=ts 18 2.2 &7
|recome tax receivables a7 50,4
Cash and cash eqguivalkents 1% 1,261.3 Q28,9
1,5982.2 16884
Total assets 3,502.2 32933
UABIUTIES
Hon=current liabilities
Trade arnd cther payables 20 29.4) (102,31
Lzase liabilities 21 (B0%.4) V210,01
Harroawings 24 [2e7.1) 300,01
Dwfarred tax liabilities 18 (10 %:1] .11
Ratiremant benefit oblgatons (1.0} 11,91
Prowisions for other labilities and charges 2 3.8 |28.4]
(1,239.7) [1,342.9]
Current liabilities
Trade and cther payables 20 [3g2.9) [447.5]
Bank owerdrafts 23 {45.4) (41,81
Laase liabilities | [210.0) 215,51
Dartvative finaricial liahilitias 13 [2&) 4.8]
Income tax liakdities 1275 7.9
Provisions for other liabilitles and charges 23 124.0) 113.2]
[Foza] (730,51
Tatal Rabifties 11,9425 [2,0734
Het assets 1,569.7 1,218,8

Source : Burberry Financial Statements 2021

38



Balance Sheet

A Simple Balance Sheet

Total Liabilities

Current Liabilities
+

Non-Current Liabilities

Total Assets

Current Assets
+

Non-Current Assets Total Shareholders’
Equity

Share Capital
+

Retained Earnings

https://corporatefinanceinstitute.com/resources/accounting/balance-sheet/

Financial Management

39
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Liabilities NN

* Equity — sometimes referred to as owners
capital

* Equity = Assets less Liabllities

Financial Management 40

40



Liabilities

MHet assets 1,5E9.7 1,218,8
EQUITY

Capital and reserves attributable to owners of the Company

Qrdinary share caplital 25 0.2 0.2
Share prarmdum account 223.0 2208
Capital reserye 25 41.1 41,1
Hedging resarve 25 &7 4.7
Foreign currency translation reserve 25 1964 45,2
Hetained samings 1,091.2 FEE
Equity attributable to owners of the Company 1,556.6 1,.274.2
Mon=controlling inberest in eguity 31 4 45
Total equity 1,55%9.7 1,218.8

Financial Management

41
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Liabilities

https://youtu.be/rUBWG6Nn1fMk

Financial Management

42
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Next week

* Introduction to Ratios
« Profitability Ratios
« Liquidity Ratios

43



