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The Financial Statements

Recap of Last week

« Ethics and Code of Conduct
« Costing Methodologies

Financial Management



Financial Standards M/\D[

Financial Standards

= GAAP - General Accepted Accounting Principles ( founded 1985

= |FRS - International Financial Reporting Standards (started Feb 2001) replacing IAS

= Agreement in 2002 that they would work towards compatibility between both
systems.

U.S. GAAP IFRS

International Financial
Reporting Standards

U.5. Generally Accepted
Accounting Principles

Used in over 110 countries

Used only in the U.S. Accounting standards

Principle-based standards
Intangibles recognized
when with future benefit
and measurable reliability

Rules-based standards

Used in the United
States

Intangibles at fair value

Capitalized development costs

Expensed development
costs

LIFQO not allowed

LIFO allowed in inventory
management




Costing Methodologies M/\II

Types of
Costing

Absorption

Marginal Costing Costing

Standard Costing |- Historical Costing

Job Costing — costs accumulated by job , i.e. large-scale engineering jobs
Process Costing — for products processed on a continuous basis.



The Financial Statements

Todays Objectives

« Understanding of an Income Statement
« Creation of an Income Statement

Financial Management



The Financial Statements ML

Financial statements measure the financial health of the organisation:

@ 2
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FINANCIAL PERFORMANCE FINANCIAL HEALTH
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CASHFLOW STATEMENT

;

CASH MANAGEMENT

CASH INFLOW AND
CASH OUTFLOW

EARMINGS THROUGH A WHAT A COMPANY
PERIOD OF TIME OWES AND OWNS

Financial Management 6



Financial Statements M/\II

Definition :

Financial statements are key indicators of the health of your business at specific
points in the company’s accounting year and on an ongoing basis.

There are 3 main types of Financial statements

* Income Statement ( Sometimes referred to as the Profit and Loss Statement)
« Balance Sheet

« Cash-flow

Purpose

« To accurately measure the profitability and financial conditions of a business

Downside

* The statements are collated at a specific point in time and are historical.



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 Statements

Financial Statements

Who uses them ?

Stakeholders in the business
* Senior managers
* Banking facilities
e Shareholders

* Future investors

* Stock Markets

* Acquisition Companies
e Companies house

* Future employees



Financial Reporting and Financial E
Statements

Financial statements are
just one source of
financial accounting
information.

Income
Statement

Balance

Sheet £

Statement
of Cash

G
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Other Information:
*Industry
*Competitors
*National economy

2-19



Financial Statements

Elements of Financial Statements
» Asset — aresource controlled by the Enterprise
 Liability — an obligation to repay this value

« Equity — the balance of Assets less Liabilities made up of
Shareholders value or retained earning.

* |ncome

* EXxpenses
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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
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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

13



Financial Statements W\II

Video to watch

(24) Income Statement Tutorial! - Reading an Income Statement! — YouTube
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https://www.youtube.com/watch?v=HRhMnr8dmWY

Template

Revenue

Material

Labour

Other Costs

Cost of Goods Sold

Gross Profit

Sales Cost

Admin Cost

General Costs
Depreciation

Total Operating Expenses

Operating Profit

Interest Paid
Tax @ 20%

Net Income

Financial Management

2018 2019 2020
0 0 0
0 0 0
0 0 0
0 0 0
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Exercise

Create an income statement for the following costs :-

For the Year 2018
Vehicle running expenses 1200 Revenue
Closing Stock 3000
Rent and Rates payable 5000
Depreciation 1500
Heat and light 900
Telephone and postage 450 Cost of Goods Sold 0
Sales Revenue 97400
Goods Purchased 68350 Gross Profit 0
Insurance 750
Loan Interest payable 620
Salaries and Wages 10400
Opening Stock 4000
Total Operating Expenses 0
Operating Profit 0
Interest Received
Interest Paid
Profit after Interest 0
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Exercise

Materials

Opening Stock + Purchases Less Closing Stock

Create an income statement for the following costs :-

For the Year 2018
Sales of Product A 75000
Sales of Product B 25000
Sales of Product C 50000
Sales of Product D 35000
Opening Stock 100000
Materials Purchases 75000
Closing Stock 75000
Direct Labour 35000
Direct Costs 10000
Sales Costs 10000
Admin Costs 2500
General Costs 5000
Interest Paid 0
Depreciation 3000
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Exercise

Create an income statement for the following costs :-

For the Year 2018 2019 2020
Sales of Product A 75000 | 100000 | 150000
Sales of Product B 25000 50000 50000
Sales of Product C 50000 50000 50000
Sales of Product D 35000 50000 50000
Opening Stock 100000 | 75000 75000
Materials Purchases | 75000 | 100000 | 150000
Closing Stock 75000 75000 100000
Direct Labour 35000 75000 95000
Direct Costs 10000 20000 25000
Sales Costs 10000 10000 15000
Admin Costs 2500 5000 3500
General Costs 5000 5000 7500
Interest Paid 0 0 1000
Depreciation 3000 5000 5000

Financial Management
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Exercise

Revenue

Material

Labour

Other Costs

Cost of Goods Sold

Gross Profit
Gross Profit %

Sales Cost

Admin Cost

General Costs
Depreciation

Total Operating Expenses

Operating Profit

Interest Paid
Tax @ 20%

Net Income

2018 2019 2020
185000 250000 300000
100000 100000 150000
35000 75000 95000
10000 20000 25000
145000 195000 270000
40000 55000 30000
21.62% 22.00%  10.00%
10000 10000 15000
2500 5000 3500
5000 5000 7500
3000 5000 5000
20500 25000 31000
19500 30000 -1000
0 0 1000
3900 6000 0
15600 24000 -2000
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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
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Next Week

 Balance Sheet
 Cashflow Statement
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