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MANAGEMENT ACCOUNTING
AJtIcIe Vin a series of XIV

0veriIew
Regardless of the status of your buslness, wh8lhel It Is In the planning. begII....IlI. or on-oaJnD
stages, management must Inlllala an accapIable set of ac:counlIrIlIl8CllRIs, COlIIIIlOfIIJ ler.. to
es "the books".

]
M..-glftll Your Buelnll.
Management Accounllllll

The ICCOUIIIIng books 8nl cIIvIded Into SlMlnII clIstInct componellis and, taken 85 a whole, 8nl
c:alIed FJnand81 StatemanIs or "the lInanclals" by blInkeIs. Investors·and ............. ".,...,
one of these inlefested parlles Is asked to take a "stake", hence the term "SIaIlIIhoIdII'. In JIU
buslnea, they will typically ask for a look at your "lInanc1a1s". n-~ .. I _1fS 8nl
sJandanllzed fonns cIeveIoplld by accountants and ftnand81 IIl8IIlICIMS to nICOId ...-­
tnIl1Sl1Cl1ons. Flnend8I statemanIs 8nl designed to report sJandanI IIIlllillIIIlln IJo8iA. as ...
follow a fundamental principle of accounllng: matching cosIs and expanlll wIIh the._...,
create.

These componanIS COl lis. of a PnlIII and .... 81 • IMlIt (a1IIo ..fa,1Id to 85 a ,. & L or
__ & EJQAI_~, a BaJa.- 8heat (a1IIo caJIed a 51 • IIW. fII Ailal t7

PosIIIori). Boun:e and Appllc:atlon of Funds (also .erelllld to as a QisIJ Row 5 I _wit or
SIIrI&meirI 01 CIJ8IIfI8S In RnwH:IaI PosIIIooJ) and the iICCCIIIiJl8iIP fooblll1eS to the
lIforesJaIed documanls.

MANAGING YOUR BUSINESS
Manqlllll8llt Conll.... and PoIk:y

From
Managing Your Agrlculturel BusI_ • A PrImer To U.....iItancIlng Mel GrvwIng Y_

BusI_
By

Anderson~""'~
Bakelsfleld. CA USA
o AI RJatD _,8ll5

• Pro Fonna BuclgeIS
• Pro Forma cash FkM
• Bre8k Evan AnaIysls
• PnJfII &Loss Ststemant
• Balance Sheet
• Changes in Financial PoIIlIon Statement

• Foolnotes
• Glossary of Terms
• Flnandal Ratios

A'" ofaccoun1Ing boob _1IIIin1aInad for two dilItIIlCl purpa.1.:
• To.-porl 011 the tInanciIl concII1Ion (cost and aullllqilllllt PI.... or kill ••t til ..

operaIIons to liM.... or lalldere
• To .. the reporiBd f1nanc1a1lnforma11on to plan andlludglt for.. ftIIIn In onIIrto

g.- and expand the openI1Iona andlnCftll1 PlIlIIIIL

The -.sci apect til the abow Is crltIcaI and the aIngIe ................ n an to
malnt81nlng a ... of ac:coun1a for any op6IiI1Ion. once an IIIlllillIIIlln parIod Is 1Ii1llhild ...
the accounls 8nl reported, the _Is 8nl the c1.nlcal .... lIIlderthe 1JrIdge". No.t11I1D lIlaI.,
p8iSOiI can do can change the oub:ome orthe AISUIIs ofttle nport, as lis Idslory. BIt hisloIIcaI
Intorma1lon can provide a benchmark for future operations. Tbeierore, ttIe good mallilger will
review the resul1s or this 'history" and use the information to plan ahead and to InIlla1e~ to
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the enterprise that will _Il In "lighter" operations llId subsequent staIlIIIIy Ind long tenn
sustainlbllily of the enterprise. To use en llIIlogy, thIS Is slmilllr to I plot _ I "IIIght pIeD".
One knows where one has been, llId more Importantly, "where one Is goIngl"

Accounting periods can be lIdjusted to the menagement sIdIIs llId IIUrest Ind need In monIlorillll
the cash flow (mcome, expenses llId proftls or losses) for I speciIied plIfIod of time. For
example, lCCUl'lIte oost lIOCOUIllIng on I dilly, weeIdy or monthly baIs In I iIIger _.prise CIII
_I flllIncial strengths or wesknesses In the operations llId Inform nJIIllID8IS of IIIIPftIPIIate
IClion to be tlken to rlIduc:e expenses, revise IISSUIIlplions Ind Improve prolIlIloss projectlolls for
rnenagement llId shareholders or owners. Normally, rnonth.'y or even quIIIteIly repoltIng Is
sufIIcIent for a smell enterprise.

Addlllonally, a compeny wiN hive to prepII'8 ItatemenIII for lIn8ncI8I pIIInnIIQ or rom"'G.
These docUments ... typIc8lly cilled "pro fonnI" .....,.. They _ 1111 01 I Budg I d
~ 8..... P & L StatIIment, a CIsh Flow S' 9 ment llId I 8NIIl EVWI AI..,... (US' Ely
for stBlt-up business or I rlIdlcll shift In I buslnnus' __ foals). They ...~ II the
beginning stages of forming I business to delerm1ne If your business or~ business Is
vilble Ind, If so, what Clpltal one will require to proceed. And, blISed on the lICCllUllIIIID reports
generated by In on-goIng business - the P & L, BaIBMe 8 .... Ind CIaInges In fillMCill
Position Statements - Bddltlonll pro forml stBtIments will be gIIIl8lated to pIeD ...... for the
nexllCCOllnting period. one should review the GRIer In which U- forms gMn II the llIp 01
the first PlID8 of this Ilticle. This Is the Older In which U- documents gel""" ..epsred,
which estBblIshes the BCCOUntIng reports cycle. Once the first yell's reports ... gell8iBllld, the
cyde repeets 1lseIf.

Ills lmporfmlt to etItBbIIsh .... formBI of your P & L StEl _ Us' _ tint to
.......Ine .... cdIgories and line iIBms one willie NCOidilig and 1 It. Ii
JOUr Chllrt of Accounts (how JOU will dlslrlbullB inc:ome and upIII1ll1, lIB, W.I I
and -roB equity), before one ........... budgetllII c:aIt tIOW PAl C lIE 11JIs wID
focus .... exen:iBB on all .... COIlBidellltlonB one mUll InID __ in .... plBJlIIiIlI
proce••.

finally, you will hive to IIIBIntain subsldlsry lICCOUI1lS. n- aMlsllI 01 ...... 1'UId. J Ind
~ joumIIs llId~, VwIdoI', ImwIfOry Ind~ iedgeIs.. n- ... Ii_? I I8lI
on I dilly blIsIs, ere summsrlzed Ind beoome I jMJIt of the flllBIlCiBI reporIS. See 011.- BI1icles In
this sertes for I desc"~ ofU-docurnenPs.

T1Ie following BrlIc!es will discus In dBIBI? lIIICh of these lICCllUllIIIID cIDcumMIs BIId ..willi
model ternp?at1S for guldenc:e to the _derprlse. Depending on the size, scope Ind.........
of the operation, one will no doub? wish to c:henge some of the Ine IPems In these leiF" ?I? II
ThenlIS noPhIng Wl1Ing with this. T1Ie flnenclBl documents, first BIId foil'" ... cIDcumMIs thBI
must be IppllCIbie to the enterprise's CIjMII1IIion. s-dy, they murr be ;nclIcB? BIId
understendlble by MenBgement In onIIlr to utilize the InfonnalIon to m.JlIIIIlI, IlIIbIIn BIId "gnW
the gperellon• .--r, thlnlly, they must conform to....., ecc....... -.nIing
prac:tices (GAAP) ifone Is 10 expect. 8tBIIirhoPder10 jMJfticipJdB in one" boirIJ

n is Importenl to IICIle hent that thel1I Is dlsllnction bethEII1 FinrnciBI AccaunIIng BIId
Management Accounting. FmenciBl AccountIng foI?ows I flIIrly SIr/Ct formBI In BlDMdBnc8 with
GAAP. However, for the purplIus of U-li8Iies of BJ1icIes, WI! wi! be diI" 1111 UEIllIII8I,..J2
AccountIng p1tnclp?es. ThIs BIPows mensgement to formB? fInancIBI docunen!s In I IIIBIlII8I' thBI
provides more usefu? InfonnBllon for flnenclBl TM""!IIl!IIt pdIJIlIUI, Ind, gell8idy, beoome
more comfor2BbIe with the flnenclllinformatlon IS Il Bpp/Ies to their spedPlc mxnpeny.
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AnaUy, there is 8 dislIndion between cash and IICClUaIlICCOUl1lInO. C8Sh IICCOlIIllIng I'IIc:ogulz.
rec:eivables only when they 8re rec:elved 8nd expenses only when Ih8y _ p&id. Ac:c:nIIII
lICCOunti"ll matc:hBs Inc:ome with expenns. Ac:c:onIIngIy, l8C8IYab18s 8re rec:ognizBd when
involc:8d regardless ofwh8lher they 8re actually I'8C8Iv8d at the time of InvoIdng and ...-.._
rec:ognized when they 81'8 lnc:urrBd, ratII8r than when they 8re paid. Ac:au8IIICCOlIIllIng gives 8
more ac:c:urate portrayal of the "state of the c:ompeny" at 8 given time.

Anderson, Dougles A. 1995. The BUSINESS PLAN TOOL BOX', PreparIng • WInning
Busi_ Plan fnIm """"""." Your AgtfcuIIJmIIIJusI.-s • A PI.... To UndIt 7 "10
and GtowIng Your1JusI.-s. Bakersfield, CA; Anderson Assoc:Iates Intemallonal.

Ibid. 1995. The IIARICETJNG TOOL BOX, Maillillll... Your AgrfcuIIunII ProducI • f'Rlm
""""""." Your AfIIICuIIJnI BusIness • A PrImer To U"dlrsl ndfflO end Gnaw'lO Your
BusI_. BakeISfleid, CA; Anderson Assoc:iates intematillnal.

Ibid. 1995. The RIIANCIAL PLANNING TOOL BOX, Financ:fng Yow "nil f'Rlm
.......",.. Your AgtIcuIIuraI BusIness • A PlImw to u."*,, I ndlllO end Gcua'lO Your
BusInas. Bakersfield, CA; Anderson AssocIates International.
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Manegement Accounting

MlInaglng Your Busl.....
profit & Loa SlliIllliments
Altide IX in a series of XIV

• s.Jes
• DiI8Cl (VlIIlabIe) Cost
• V.rlable 0YeItlead
• Contribution to Margin
• General & Administrative Expense
• Earnings 8efonl Depredation. IntenISt and Taxes (ESDIl)

• DepredatIon
• Inc:ome (Expenses) From other SOUrceS
• Earnings Before Interesl & Taxes (EBIT)
• Finandng Inc:ome (Expenses)

• NetProfil
• Retained Earnings

1bis altlcle wII discuss the MInlIgenBlt form&t 01 the PraIIt .... Loa 17 2 AMI, whIciII II the
report typIc:aIIy generaled on lit Ie8sl a quarterly bIsIs (every three RlOIIlhs), bul more gellIIl'"
on a monthly bIsIs. It is a capsule look at the operetIonaIlncome, expen181 8IllI pnlII of1tle
business at the time of the reporting period. It Is divided Into dlstlnCl componenlS IhIIIrIIIbIe I
manager or owner to analyze the oparetIonaIlSfIllCIS 01 the business from I nn.1C1111lte1JllCllnl
It Is I crilIcal management tool and indispensable to day-tooday operaIIons 8IllI SUIVIvII.
FlIIlowlng are definitions Of terms and general observations 01 the cornplIIIIlllls IIIIl COIISdule I
Management P & L Statement.

.....
The sales line Ilem II the gruss _ue 01 the opereIion, lIOII'.....iNS i.....red to • "IurnOveI".
S111es should be sorted or reported by Profil center, Sblltegic~ lJnI (S8U) or DISliIiCl
0pendI0n.

Dnct (VarIIbIe) com
This Is also referred to in. manufllclulfng,llIIopnI' sliV or rellIII opeIlIIon. COst lII8aa.
Soldor ColtotSaies IF!nandaI Accounting Terms). n-... the _ CCIIIlI of procIuc*lg"
product to seu. These cosIs are almost aIwIys valiable, lither than fixed. 1'I18r.,., due to..
size, scope and timing 01 the opereIion. If one choms to pIanI one I1ecIIAI of~ lither
than five heClares, the cost is natunIIIy redllcad, and COIIVlII8eIy. The DIrect lIIJor cornplIIIIlllt II
the labor hMIIv8d In the direct produclIon of the COIIIIIl1d1ly for sale, • ....... to the
admlnlslndlV8, or fixed, labor cost to lMirM8 the opereIion and get .. pnJducl to madfIt, The
dlred labor wII IIw8ys vary acconIlng to the size, scope and timing of pmcIudlon. It IIIBIIIIy •
wage or "p/eCII-mear compeii5ll11CHJ bIIsed on IlbOr performed to get ..COIililOdlr to 1tle painl
01 sale. Una Items, e.g., seed. f8ItIIIzer, etc. will vary aetilidls", to 1tle IICluII dInlCllnIU needs
(cosls) 01.. opereUon. These componenIs &re1tle ilttigiiil. or most ImpaIIliInI f8cIln, ofthe cost
01 produClIon and should be ICCOUIIIed for the purpa liS 01 monllollng cosls In onIIr to CDIIIl'OI"
end result - proIIls, AddIlionIIIy,. the grower blIcames more IGflhIII" . II In lrIddi", 1tle InIU
costs, additional nne Items may be edded or 8ldslIng line Items may be ... Ism more __.ied
0peratlonai costs, For Instanca, a grower may be IsIteresIed In Inlllii", CCIIIlI Ism IduII
prodUCllon componenls, I.e. lind preparellon, cultui8l (growing) costs 8IllI1l8i .es1 COIlS.

ALES~rce a Alliance CenIlw (ARACI ...PrInIId1_
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MIlIllIllI"ll YourBul_
Man!Q!!!l!l!l Accounllns

Variable OveItIlacI
There are also overhead Items that are directly reIlIled to producllon but ClIIIIllIl be IIIIoI:IIWI to
specIflc projects or products. Under Mallllllllfllllll Accounting, U- 1118 call1ld rriJ«Jd COIfs or
VlIdabIe owmNdCOSls. Since It IsdltIIcult to allocate these expenses clrectIy to a pnxIuct they
should be cost accounted below the DiRld Cost of producllon In the V8riabIe Ow8ItJeld section
on the statement. For Instance, an enterprise may hire foremen or supervisoIs and oltIIQ8Ie
themselves to an annual salal} plus their social COSls, but their responsIbiIIIle _ reI8Ied cII8CtIY
to production. Yariable Qyerhead labor Is usually labor that Is IIInIcI on an _U81 (Iix8d) satary to
SUJI8f1/ISe production and becomes a constant fiXed figure. HoMver, since they _ cIrectIy
involved In IlI'OdUCino the goods and sarvlcas the company offers for sale. they should be
expensad accordlngly. In the event that production dedlned or cell I dU- WOIbfS woUd
generally be the last to be tenninated in the producIIon al'8lL AdcIItIonaIIy, conn'n' 'IS (not
salaries) paid on sales are dlreclly related to the direct cost of a product and lliIcH ... to this
section. Fmally, that portion of the eleclriclty end rep8IIs end malnt_ thlIl can be !Il''''!IecI
and allocated to the ms of llI'Odyclloo, while generally fiXed, should be Inclnded In this ~"(IOly.
as they lIuetuate with production. ThISB 1118 eIso caI1ed IIbtM ColIs. AI ofU- _ V8ItaIlIe
and should be accounted for es a veriable lIllpItlS8, but as VlIIlable Ovedliid. For the pulpa III
of Management Accountlng these seml-fiXed costs are kIentlfIed as a varI8bIe cost, and 0IlI
should have a saparate category or line Item for v.flIbIe owm.d. Remember thai Yer!eh!t
Oyerhead does not change In resoect to yoIume !79!il:i aI""""" to a SIl!!C!IIc prolecI or !!!!!!lId

Contribution Mugln
In Financial Accounting tenns, this category Is caI1ed ... ProfIt OpelllliclllS Is the _die
that Is the main focus of the company, I.e., producIIon and sales of the crup(s) or commocIIty
(product) for sale. Contribution to Mugln is the profits from operations, I.e. ..... minus
VlIriUle Costs and VuiabIe OvettIlad.

Genend and Admlnlsbative ExpeI_
This section of the P & L statement is also referTecI to as Opa• .., £loptI_or""'"" _.
as U- 1118 costs illall18ll for .operatIons" as oppoeed to "producIIon.. TIIese _ flXed costs
that a company inculS end conItnues to pay just to be In bulIIness. In Olher WOlds, tIIroIw a
company can start producing a producl to sall. It must have the capItat. land. buIIdIlVS. equlpmwt
end adminlstJative staff to conduct the producIIon, promoIIon end sales of the pnxIuct. WIIiIe
U- costs can end wIIIlncreasl as income grows {Ule company expellds)• .,.. II a ntinum
level of COSls IIlaII18lI just to get to the point of, end maIntatn. producllon. If sales decnllII.
_ admlnlslratlve staff may be tennlnaled, office supply COSls may be 1ClId or the cost of
utItItIes may decrease - natural steps taken to red_ CMIlfIead cIuItng lbaelioilS In the
ecollomy (1Il8Cl'O) or the business (micro). However,U- cost line Itams conlInue III Incur some
cost end ere. therefore, flXed.

ConveIseIy, DIrect Labar, for Instance, Is proportloll" to acIIIII prodncllon of the pnxIuct Ill...
The less production, the less labor hiredto~. In the lInaI analySIs, rMIIl If a aop Is not
planted or a prodUCI not prod~ • tileiefllle not incurring cIred costs • peymenls stII .......
on vehicles. equipment, Interest, minimal staff to admlnistel the business. staff and office SJIIPIII
to obtain sales, telephones to conduct business, etc.

&I'll.... B8foN DepNc:1aIIon..........& T_ (E8DIT)
ThIs Is the income aIler DlRId Cosls, Variable Ow8ItJ1ld and Gen8nII and MntiIIlIlIMI
Expenses _ dadUCIed from gross sates. ThIs line ltam on the P & L 6taIemInl '8111"111 1Is the
earnings pcMer of the core focus of the company. SInce. under~~.
cIepnlcIatIon has not been aceounlad for yet, this line ltam shoWs the .... cash tIow tom
operations. ThIs is what a benlr8r looks at to _ If a prospective custon.- far a loan can _ \rice
d8lJt out of proceeds from the operation. A banker or investor g81Mn11y does not loan money
besed on profit, but rather on the ability to pay the loan beck out of cash tIow (but keeping in mind
that the borrower must not CIpIlate at a loss In onIerto _the cost of operatioIlS).

ALE8~ & AIIw- CenliIr (MAC) ....P,I I 11_
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Ma!!!lll!lTl8l'tt kcounlIng

Depr8cialion
Depreclatlon, wtIlIe It Is I use of 8SS8ls, Is I IlCIII-CIIlIh Item 8IIlI should be RIllec:tlId on1he P & L
St8temenl under tile cost Ind eemlngs from 1he opendion. For puI poSSS of...1Ci8I8II8IySIs 8nd
risk Inllysls, It Is impolt8nl to separate this Item und8r 1he M8n8gement AccounlinlI fonn8l
AddItIon8lly, IS depreciltion Is not I controIl8b1e expense under 1he IIl8IIlIlI8RllI d 1he
Production M8nlIger. who is responsible for produdlon costs • Ind who genenllIy doeS not h8Ye
the lilllli -ro on commilllng to ClpII8l expensss, heIshe should not be pen8IIz8d with the
expense for tile purposes of detennining production costs Ind subsequent bonuses or
perfonnlRC8 8Y8iuetions. see AItIcIe X, 8U111ce S"",, for In 8lCJlI8nellon of depllldBlIon.

Income (Expen...) From Other SOUrces
Income Is then lidded b8ck 8IIlI expenses 118 deduded from other _ Ills inportalll to
dlfferentilte income Ind expenses IS I resull of one's prllll8/Y business 81....... (the IIIlIIn
source of your income) from Incremenl8iincome 8Ild expensss th8t 118 genelllled by other nan­
production 8Clivities, such IS income from renting I buildlng to 8IIolher pIIIty 8IIlI1he 8IqM II
aeated by replIirlng Ind m8lnl8inlng II; income or expense 8Itrlbut8bIe to I I1lSII'UC:luIln of 1he
OI'Illnlz8llon; Interest income from I loin to lnother perty; income from S8Ies d ...... 8IqM SSS
IS I result of ·extr8OI'dilllllY" (unusu8l8lld nonl'8QllTlng) cherge.ol\'S to 1he bUSlnsss, ecc. ae. in
mind th8t some extr8OI'dllllllY income IlI8Y be tlIxed It I cIlfferent rate '*' ...... inCOrIIe' or
some extnIordln8ry expenses mlY not be entInsly deduclIbIe In 1he -..uno pertod 8nd thuS
IlI8Y not be completely deducted. These 1IClII-jAOductI, "Sldll lne' or lIllb&liidl\8IY 8ClIYIlI8S
(lncremenl8l) 118 cl8Sslfied IS'-tDrP-"lsj Irwn others-.

Earninp 8efonl1......&T_ (E8JT)
After In tile costs of SlIes, oveItle8cI Ind depreci8tIon _ decIllded 8nd other ilClllll8 8lIlIIor
expeRSlIS 118 lidded or sublr8Cted for the comQlny (not just operatlolls), this line Item I8ClIIIIIizIIs
tile OVllI'8li eemlngs Clpec:lty of tile OI'Il8nlz8llon IS I wIloJe. This is I CIIIc8I sisment, p8Ilic:uIIrIy
if Income (ExpenSIIS) from Olher SouI'OllS _ subSt8Rti8l.

F111811C1ng1_(Expen...)
ThIs Cltegory $IIplII1IlIIS tile cost (expeMe) of IIn8ndng 1he compeny or 18ClIIII.... pins from
ftllllnclng 8Ild nsc:eiYIng interest, I8QIInJless of wheIhllr It Is NIned from 1he 'opendlolls' (the cxn
foals) or the compeny IS I wIloJe.

NIt Profit (NIt Lon)
TIle sum of II of the aboVe is the ...",.Income, Ind a Au.fsIDuI for-=a.1 JlIIrb Is1hen
est8blished. After the tax provision is medii, the company shows I ".PtvIfI (or". t..a).

RetUled earnings
Ret8lned eamlngs 118 net III'Ofi!s minus tIllII. rebM'" r1 !nIP the C!!IIM'Iy. RetaIl.... E81•••
118 Clnled folW8nJ to the BlI8RC8 Sheet Ind !M"P 0wnelS EquIJy. A NIt I,. is ......
forW8nJ to tile b8l8nce sheet 8IIlIl!Iq un Ownels Equity.

As the year pr1lOlSII11S 8IIlI1t becomes lIJlII8l8l!l to lll8II8gIIlJI8llh81 IlI8bMy for Inoonle
tax, SlIpS may be t8Un to miJlg8tl this li8blIiIy 8IIlI put the praftJs to other I.e. muss
expellse supply inventory, JIllY bonuses, l'lIInvesl, BCqUIr8 IddllJoll81 cepIIaI equIpn ecc. Ih8I
wiH S8Ml to illCl8lSS tile poIIIntI8Iln the short 8nd longer term for upensIon d 1he business or
illCl88Sed profitS. It is Import8nt to note th8t.- _ usu8IIy _lIIIminIIIed, bul1heY _ be
dllfem1d Ind, In tile interim, tile money wiH uplInd 1he tICXIIICIIlIy in 1he prlveJe sector. On 1he
Olher hind, It Is lIllbernely Impolt8nt to ret8In some tIIIlnIngs to oIrIIt fuJunI pll 'Mlo.-s orto
JlBY for ullllXp8d8d expensII, e.g. major equipment f11Iuns, dhrellslfiCllIlon to _ i!Clllllll
opportunities, etc.
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Gene.... ObMrv8tIons
More line items tracked on a P & LSlal~ gtves the lIIlleipIl5e more detalld IlIfonn11l1on CIII
the costs involved and. compalllllvely. gives the operator more oppoItunIIIes to IMlllIlI8 COlIS ...
inaease profits. However. the cost line Items chosen to report should be eesIy tracked ...
manageable. Sop/lislicated, detailed accounls requint a s1mHar level of IIIIIJlIQ8I'Ill sldIIs ...
proportionate time and costs involved in recording and ntpOItIng individuai line IIems.

Do not concern yourself with the tennlnology thlIt Is used Inlen:tI8ng I lilly CIII .. 8CCOUlllIng
document, such as Direct COsls as opposed to Cost of Goods SOld or Cost of SIIes, or Openlllllg
Expense as opposed to Genentl & Admlnlslr8live Expense. This lIUlhor blllMlS tIIIt the tenn
Genentl & Adminlslnltlve Expense is more desctIptIve of oveltlild th8n 0penIIIng Expellse, ...
to a non-accountant it is Important thlIt In the proc III of applying 8lqlIl liS. the manager or
owner have a ciear definition Ind undelslandlng whent Illq)lIl SIS ant C8IeIIChized. ... ...-
Important til unclam.nd the t8rms and apply the ......lnoIotIY you most COIiilwlallle
with (.. long u they ant taeIInlcatly conwct), so tIIat you ant ..... til the Infoiinalloii to
your advantaga. As long as you ant CClnllslent In ntportIng and ant able to~will your
Stakehoiders and understand how you arrived 1\ the figUntS you ant ntpolllllD. tIIIt Is II tIIIt
ml\telS.
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General & Adminillb811ve ExpeI_
S81es&Marketlng
R85ll8n:h & Development
GenentI &Admlnlstr8live Expense
Miscellaneous Expense
TotlII G&A
% ofTotlII 8aIelI

salell (By ProfIt center!

TOW Sales

T........ for
ANNUAL PROFIT & LOSS STATEMENT

for
(com,., NMle)

ending
(Date]

V....... Oveils..d
SupervIsoIy Labour
FueIIUliIltIes
Maintenance Labour
Maintenance Matetl8Is
TotlII Varin.. OverMacl
% ofTotlII8aIelI

Direct Costs CV.......):
MalelI8I
Direct Labour
equipment Rental
Tl8nsport8l1on
Other Direct COSls (Expendables). _-:-:-:-_
TotlII Direct Costs Add ~

% of TotlII salell:

&mInp81fcn~" ....... &~fE8DIJJ
% of TotlII 8aIelI

DepnscIldIon Charge - TotlII

1_(Expense) from 0Ihlsr_:
ExdI8nge GMIn (\.OSS)
VaIuaIIonIInlIalIon Adjusb......
0lh8r- Non-Operatlng (Expensn) _~~__
TOW 0fIHwInc:omlI (EJIpen...., Add ~

OIlIer -~ng'- (Expenlll)

Eunlngs BefoI8lntensst &T_ (EBIT):

Plo..1IIon for'-To:
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M8MlII1ng Y_ Bu."'•••
Management Accounting

M8nag1ng Your BusI_
1!allmce S"-t

AIticIe X In a 5eries of XIV

• BaJance S"-t
• Current Assets
• F"1X8d Assets
• OtherAssets
• Nonperfonnlng Assets
• DeprecIation & AmoItIzatIon
• U8blIllIes
• Long Tenn Uabllllles
• Owner1Shareholder equity

A BaJance S..... also callecl a S....1I8IIt f1IFIt....., flu. WIIIIJ, I1lIIec:Is the tIMncIIII posIIon of the
comp8ny at the end of a reporting period, such as the end of the month, the quaJIer or the ye8I'. ThIs
doalment really retIeCls a pictunI or "camera snapshot" of the COfIl1IIIlY's tIMncIIII plISIiIIn 011 a
spec:iIic date for a specific period of time, Including what the company owns (1ISIlIlS), owes (lMMles)
and the equity of the owner(s). T1le P & l statement stICMS your sales__ and ....... 8lql8I111
resuftlng In your net Income (or loss). ThIs "boItom line" of the ProfIt & Loss St8temIft, WI\fItheI lis a
proIIt or a loss, is bansterrecl to the Balance ShMl and either Ina'e ISIS (In the case of pnlftI) or
decreases (In the case of a loss) the equity portion of the Balance Sheet.

T1le Balance Sheet is divided Into two p8rts that must always equal 0118 8IICIlhr.

".••tI • LIabIIIIIes + EquIlJ

Assets
Assets ... thOse Items your comp8ny owns. on a Balance ShelIt, a- IISIlIlS .. COIIlIllOllIy
categorized Into Current Assets, FIxed Assets and Other Alllls.

CurNntA.u"
Cumlnl Assets con Iisl of cash and oIIler IISIlIlS that .. _peeled to be CCIlNeIted Into cash or be
consumed within a time perlod of 0118 year or less • the llClClllII1Iq FIsc8I Year (twelve lIIOI").
These may InclUde Investments, IICClIlIIIls -wallie, notes -wabIe (sales and oIIler Income thlIl
have been repoIted on the P & L Statement but hive not been coIIei ted ywt) thal .. due the
compeny within a year; inventoIy, Including raw and flnlslled meterlals and goads In proc: 0lIlIr
cunent IISSlIls include prepaid expenses such as IIlSUI'8IIC8 premiums or adwertlslnll ClISIlI. These..
expensed out on the P & l Statement over the perlod of time they .. UIlId.

SometImes IISSlIls ... not always IquId, or easily convertible to cash. Or they may be WOl1IlIess tIwI
book value for a vartety of nNISOIIS. Old inventoIy Is a good emnpIe of this. And _ IISIlIlS may
not be I'8COV8II1b1e at an. some ac:c:ounts -wabIe may tlln this wtegooy. WhIle _ ..dl SIn
some countrles do not atIow the dlIcounIIng or~ of the odgInaI vatue of cIIIcounled or
nonl'lCOY8nlllle assels, II Is ImpoltanI from a Management AccountIng standpoint to AIClIlIIIID the
true value of these IISSlIls so _1lIe projedloIlS for caslllIow purpoSIS can be made. For this
purpose a 1'85_ line Item Is established to otrseI any doubtful value of amIIll IISIlIlS and to
I'lICOllnlze the true value of IISSlIls for WOltdng capllal purpoSIS.
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n is important to bear in mind 1h8l depnIc:IatIon and/or amodIza1Ion _ 1IOI1-C8ItI..... In __
won1s, the Intent of dllpnIc:IaUon is to allow a oonlP8l1Y to lllCP8I- and dlIlIuc:t l'nlm pnIlIs a
ClII'lISpOiIiding amount of dec:linlng value of the 8SS8l in 0ldeI' to build a cash fund to I..... the
asset. This means that from a taxable standpoint, the company ga1Il to 18d.- the tax IIabIIy (and
payment with cash). while from a c:ashfIow standpoint, c:ashfIow ina nis lilli-lilly sta1lld tIlat a
company with ialg8 amounts of capltalllSSl1s enjoy a ClIII1ISPOIIlIIIIlI fIMIl8bIe cash ftow. II CI!Iw
things c:onsIdered, i.e. the company Is well capl1allzed to 5t8It will ancI they _ jMuIIbIbIe.

LIabllltles
UabllItIes _ those accounts or dllbIs that the~ _ 0I1Ms and -lilli-lilly· I 11fIed ..
CIImInt UBbIIItIes (payable in leSS than one ye8I) ancI Long Tenn Debt (payable __ more than one
year).

DlrfndaflcWAmooflzlllbl
USUaRy. taxing agenc:Ies establish depnIc:IatIon sdledules, Wl1Ic:h mand8le the pBriod of time a ...
8SS8l must be dePI'llc:iBted out. These al8 besIld 011 the generaI1y eilpllWld ...rul ... of 811 ...
before~ Ac:oordlngly. real estate (improved IMd and bulIdlngs) wII have alllnger lIIIllfuI
life than machinery or a truc:k, whlc:h mey have a longer UEfuI ... than an 8IItomoblle. LBI. told
improvements _ fixed assets that al8 durable. but becaI_ they _ a1bIdllld to~
property BncI generally cannol be I'llIIIllY8d at the BncI of the Ieasll tenn. __find__the lIIIllfuI
life. as _ IlOIHBnglble 8SSllIS such as patents, copyrIghls ancI 0IglInIza1I0na1 costs.

Bo1h the IIlOII1hIy dllpnIc:IaUon ancI8IllOItIzatIon _ nlClIIded .. an lllCP8I_in the BudgIIand to..
account caned accumuIatId dIrpKIaffon & _"'''' 011 the Ballnca She8I, wIIlc:h ads • a
l8duc1ion to the capllailzed (original) cost of the fixed lIlIlIII1s. 1be"., of Dtpn cr U.. &
Amoolhalloft is the present merkel value of these fixed assels.

FlxedAI..ts
Also referred to as c.pIIaI AsHes, these COII5Ist of assets that _ durable and can be eaq>ecDII to
gen8l'lle I8venue over a pariod of IlIOl8 than one year. FIxecI ASSlIIS can Include 1Md. IluIIdIIVs.
machinery and equipment, otlice equipment. fUmltul8 and fixtures ancI vehldes. n-_ 811le1ed
on the Balance Sheet at original cost (capitalized) ancI then, as resaJe or USBbIe V8Iue declillas (as
they wear out). al8 depnIcIated over a projeded pBriod of time.

OtherAlUls
This category may Indude deposlls for utIIllies or telephollethat may noI be AIfUnded wIIhIn a year.
patents. copyrIghls BncI organlzalional costs. Patents. copyrIghls and OIglInIZIIIIonaI oosts have a
useful pBriod of time BncI al8 usually capitalized and then amol1lzed over1h8l pBriod.

Nonperfonning AIUls
In a tnInsilional llClOIlOIIlY. or due to specific '- or !dab-, SOIIlll assels may be IIIldIndz8d or
non_ble. For Instanca, some taxing authorllies do noI 8iIow .-Iv8IlIas to be wrtlI8n~
(dlsc:ounted) or charged off to bed debI. These become long tInn """"""" and _
nonparforming. In othet cases, plants (buildings) and equipment may be -.rely IIIlCIeNIIIz8d.
Perhaps loans or c:I8imS against empIoyeM may be IIOIII1lCO.llflIbIe. How should these be tI8 II tI?
They must be tl88ted differently to give the manager a true plctul8 of the fin8nc:III1 ClIIIIII10n of the
company. Moreover, this is SIIIIliIl to establishing a true cost of ov8ltllld and~ a pruduc:t in
Older to be oompelItIve. (see -PrIcIng YOUI' Product In a T,~ Ec:ona~ 8eItes)
Ac:oonlIngly. a IJOfIP8dotmInfI .... category should be established will a ClIIIIISpOiI"1lI
sepera1ion of dllpnIc:IaUon for capital equipment.

..... 12
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Cumtnt LlablIIIIes
These are debls or accounts that are expecled to be repaid in the ftsc8I year,lncIuding tr8de 8llClIUIlIS
payables to suppliers for mattlli8ls, supplies, lItc., short term d8tlt payable to the b8nk C'1nCIudIrV lha
current poI1ion payable within twelve months of the long term d8tlt - i8r&mld to as c:urrent poItIon of
long term debt), other payables for line Items such as payroll tax8s and SIIes taxes, and ICCIU8lI
current liabilities for fringe benefits such as vacation, healh benefits and pellslons, sometimes
,8f""ed to as $OCII/I c:osfs.

lolli Tenn Debt
Long Term Debt consIsls of loans to be repaid over a period of more than one year. Ilsulllf these
are loans from bankels or lenders to puR:hase mortgages for bulldlngs or to puid IS8 capiIaI (IIlIIICI)
assets.

owners Equity
Equity is the last category on the balance sheet. It Is the value that IS left In lha company after
liabilities 818 subtracted from assets. equity summarlzes the accumulated W88Ilh of the company. If
the enterprise Is a stock company, ClOf1JOf8tIon or limited liability company, then the W88Ilh Is rwIIected
as common stock (owned by the sharehOldflfs). If It Is a single pnlIIIIetoIshIp (a single CMIl8I), lha
line item Is called owner's equity. If more than one owner Is In1IOIved (a pII1nelshIp), It is called
partner's equity.

payments to the owners 818 deducted from lha equity. 11lIs~ In the fann of .....iICII to lha
sharehOldflfs and to the owner or partnels. ....... to the owners _ also dedllcted .....
(Bonusas to employees are expensed to the cost of labor). 1be benelIcIaIIas raport dividends,
bonusas and draws on their p8ISOIl8l income tax repoIts, as It is p&ISOIl8I blCOlll8.
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UABIUTIES
Curtlnt LWJ""
Accounts Plyable
Accrued Payroll
Accrued Taxes on Payroll
Accrued cnherTaxes
Short Tenn Debt
Current Portlonllol1ll Term o.bl
cnher PIYlbles
TotIIl Curtlntu.bII_

LOrIII Tetm LIebl"...
Long Term Debt
Other Long Term UlIbIIIlIea
TotII/ LOrIII TImt LIIIIIIIfIea

TotII/ UabIlItlM

BALANCE 8HEET
[Company Name)

Ending [Dale)

( )

( )

FbtN (WorldtIIIJ Aa*
Land
Buildings
LeaseholCllmprovemenls
Fumlture & FIXtures
Vehicles
MICh.1IIIY & Equipment

L_ Accumulaled DeprecJAmortlz8llon
Net OfD."teeItItIon MdIorAmottialtIcM

0tIIeI'Aaaa
Deposlts not refundlble WIthIn one
year
Palentl,Copyr1ghlI
Organizational COIla

L_ Accumulaled DeprecJArnoftIzatIon ( )
Net Of Dept*:lIlfIotIlndhNAInorli "OIl

Less Reserves
Net Of CUrtlntAadJ

[Date)A88ETS
CUrtlntAa*

Cash on Hand & In the Bank
Accounts Recelvlble
Notes Receivable
InventolY
cnherCunent~

Nonpedotmlnll {NonworldtIIIJ•••
Long Term RecelvlbIeI
Pllnt & Equipment

~ Accumuilled DeprecJAtnOltlzltlon ( )
Net OfDelnclltlon Ind/OfAnIor!I,e"'ltl
TOTAL AIIETa

OWNERI8HAR1HOLDIR EQUITY
Common Stadt
Retained Elmlngl
(1M.D~~1_> ( )
TOTAL OWNII!U I!QUITY

TOTAL LlABIUTIES • OWNERS EQUITY

/i
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Manlllling Your BUBIn _
Management Aa:ountIng

Mallll9ing Your Businns
Stal8ment of CINInges In financial PosIIIon
Article XI In a S8ries of XIV

• Soun::es ofCah
• Opendlons
• Items Increasing C8sh
• Items Dec:ntasIng ClIstI
• Financing & 0Iher
• ApplIcatIons of C8Sh
• Increasel(Oecrease} In C8sh
• Net Change in Worldng Capital

,
Also lefetTed to as SOUIl:eIllJdApplluflon atFunda, thislinanclll dcIcunwII sumn.tars one'S
cash 11II1Ited acIlvItIes as It reilltas to the PJotIt end Loss StlItemld and Balance 8heIIl This
portion of the statement really reIlecIs how you are recelvI~ and appIJing (using) ,ow _1dI..,
capital. It is a cash flow sfal8:.l181Jt thllt shows whenI your c:ash came from end whenl It WId. It
Is important to think in tenns of the .... of worIlIng capital when compiling and ......, this
document.

lIoura ofCah
The _ at funds can be any category thai tnc_ your casIl poslllon. In other--.
regardless if one is worIdng with one's own 01' someone else's money. It is a plus. allllll5!l.
Sources of c:ash come from many _. It Is Important to dlff81111ltlate beluell day to day
Ojl8iiIftcMS end other sources of cash thai are usually IIlfrequent 01' at least not a ... of the day­
to day operations, whk:h can be categorized as "-'clItII Md oIher--. This...,. the
manager to focus on recurring and frequent financlailldlvlty In order to cover the dally operIIIIons'
finBncl811llQUiremenls with sufflc:Ient WOIIdng capital.

OPERA11ON8
",.",.1nCI I..., caM
The cash lIow statement ItartS WIth the nltalned eamlnge line. whIc:h Is carried fol.... from the P
& LStatement. Then one 1!flII"'1nCI Itil caM. such as depnldatIon (you gel to deduct
this from taxes, 50 It mae- your c:ash position), lnaelll In 800IlIIIlIs p&yabIe or olhW
Ilabilltles SUCh as wages 01' taxes lMed. 01' an IIlCI8Bse In notes payable (nII1l8IIIbIr. you _
working with someone else's money!). n- are Items thai incntae one'S c:ash posIloli.

",.",. oee, hi caM
Also. in the day to day OP8l1l1l0ll" an enterprise usually _lids cnIlII In the form of 8IlClIIIIIIS
receivable (AIR). The AIR Involce Alpl"lSlnts a c:ast of prodllllClon In the form of ... llii1l1e1....
wages and other inputs and includes the c:ast of overhead pi.. a I'8lISllIIIIbie proIIl. You '- yet
to collect for this money thai is "out of poc:ktIt". If you _ Incr8IIsIng ,ow 800IlIIIlIs recelVabIe.
you ana, In etrect, lending money to your customers. Or. if you~ InWIIIUl'. wNcII, bJ Is
descriplIve term, sits until It is I8ed 01' pnIC ISS Id, you dO not Inc:ni II I c:ash. 1nste8d It decn
worIdng capIlal. And sinCle It dIAIdIy RBIates to ,ow opendiollS, theslllems must be dedi.....
from your cash position under openIIIons. Inul lIB In Accounts ReceiVable (AIR) and ,
ana ".". det:tw/sInfI cash. The difJerence between the two is added to the Ratailled Earnlllgs
balance at the top of the eoIumn and the sum repreSlnts your cash"... ........
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Financing & Other Sources of cah
Other sources of cash can be from financing, such as Income from I8ndeIs, s.- of sIOl:k, SlIIe of
Investments or colledlon of notes receivable (you have finllllC8d someone else lIIld are now
collecting tha principe' and Interest). ReducfIon at ather__ 818 8ddIIoI18I _ of cash
(you have fnIed up cash from a IIOIIliquld souroe), but usually are dlsllngulshable from the day to
day operations. The sum of the cash from opendions and the cash from fillllncing and Olher
sources reprBSBnt all the sources of cash to the enl8lpl\Se.
APPUCA110NS of CASH
It one Is spending money (IIle appIicaIIon of funds), It is a IlBg8IIve - an 0UIg0 of funds
(deducted from your financial condllion or slluatJon) - and appealS in the IIIIlCI portion of the
document. AppIk:aflotJs ofcaah consI5t of JllIymenls that III typIca!Iy "'!'R"II!!I ngt mIr'r'
to the day to day operations. or they would be Included up in the OpelllliollS plIIt of the St8lemenl
under Items DecreasIng C8sIl. 1lI1s inciudBS the I'llplIyIIlllnl of loans, whelher they are short term
or long tBrlll, principally because they are artificial (ftnancing) sources of funds as~ to
operaIional sources of funds.

PurchaSes or !Dqe'f" In assets are an application or use of funds, aIlIo. Again, bec8usa ...,
are not a normal conduct of business on a day to day b8sis, they are IlOl incIudlId in the
Operalions plIIt of the Slalement under Items DecreasIng C8sh. All of the llOIiOP8IlIIIoMIllanIS
that represent appIk:tttIons atcaah are totaJed and carried over to the right side of the St8lemenl
In fina willi the Total Cash From OpeIlIIIcMs andFInMc1IJII.

INCREASE (DECREASE) IN CASH
Once the Total of AppIk:alions of C8sh are deducted from the Total C8sh fnIm CIt*... and
Financing, the dlfferenca Is an Increase In Cash Ittbe difference IS posIlIw or a (DeCI'ILIJ~ If..
difference is a negative.

Then the CIIanfe In Cash ..-.- Is taken lreo account. The 8eIIino1lng C8IIl B 'I IIlllt ofCIIIh
on hand or in the blink (petty cash or cashin the registeI - not to bII confI8d wIh RI'alnad
Earnings) is deducted from the Endillll C8sh Balance and the cRlI'enInce is carried __ to ..
right side of the Slatement.

II« ChMfIe In WcHtIng c.ptW repreSBnts the sum of Relalned Earnings and Total C8IIl Frum
Operations and Financing, minus the ApplIcatIon of Cash and then plus (or minus) the ChaIVe in
C8sh Balance.

The tonnat can vary SOI'II8Wh81, but It always begins willi the 1181 Income or , 1Id .....
from your Income & ExpeiIS8 Stalement (P & LSllIlement) and then shows ,.11s to your
cash posIlIon. And i1 endS willi an1_or~ in your cash position. T1lis is wIlJ It is
called a SIafaoI*Jf at~ In~PodIon or caIt FfoIIf 52 mant l1le IIIIlCIIJlIDlI
Is an exhibit of such a statement.

ALEB~ & All.....c.ar (MAC) ..... Pi'l : 11111l1O
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)(
c.IJ Ftom Opel....

FInMdnt1 " Ofhw
SBIe of Stock
P.oceeds from Short Term I.olIns
Proceeds from Long Term lo8ns
SBIe of InvestmenIs
CoIIedion of Noles R8c:1IvlIbIe
Reducllon of Other Cummt Ass1ls
Reduction of Other Ass1ls

Tofal c.sIJ From Opel....& FInaIJcInfI

Add.......1ncr1.IMg c.sIJ (+J
D1preci1lion
Increase in Accounts Payeble
Increase in Other PayabI1s
Increase In Acclued Usbllllles

D1dIKI .......D1cA 1'JIf c.IJ (oJ
Increase in Accounts RecelvlbIe
IncreBse In Inventory

SOURCES of CASH -Inc_ (Dens..,)
0pemI0ns

Net Income After Taxes (Retained earnings)

T_pIal8 forAa~
STATEMENT of CHANGES IN FINANCIAL POSITION

For
(ComPllRY HIme]

Ending (Date]

APPLICATIONS of CASH - Dec..II I (Inc1'Ill )
Payment of DIvIdends
Purchases of Fixed Ass1ls
ReplIymenl of Short Term lo8ns
ReplIymenl of Long Term lo8ns
Pun:haR of IllYiiSlJll1flls
Increase In Notes RecelvlbIe
Increase in 0Iher Curntnt Ass1ls
Increase In Other Ass1ls

M...lngYaur8__
Management Aa:ounting

INCREASE (DECREASE) IN CASH

CHANGE IN CASH BALANCE
EncIlng cash all.nce
Beginning cash Balance

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
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The I8COldIng. summartzing.I8J)lIItIng'" Itlleijlilllllg offilllllClal
transaclIons

Total 8SS8ls equalllablllties plus capIlaI

,I....~

The jliOC8S' of idlilllryillg. ml••1Ifng IIld CCIIIIIIIlIIlk:
economic InIonnalIon to permIllnionned judglll.1Is ... decislllllS
by users of the Informallon. Revenues ... J'IlClIlIIliDd In the jliIIiod
..mad end expenses a18 rec:ognlzad In the jliIIiod incU'IId In the
jliOCBSS of genendlng IIVlIIllIlIS

(Cf/IIfId IMIoIr value) Total IICCUrIIIIIated deprerA8lIon reduces the
beginning value of assets. Each month's accumuIaI8d bII nce Is
tile same as last month's balance plus c:unwJt monIII's
depreciation

Invoices to be jliIid es jliIIt of the nonnaI COUIS8 of busInIIs

Debts 0WId to your CllITIjliIIIy. lISIIIIlIy fnlm sales onad

The I'lIiIo ofthe sum of cash• ..-Iv8bIes IIld IIIIIbtIl* sec:udIIes
to cumtnt liabilities. ThIs Is a test of a CXIlIIjliIIIy's abIay to IIIIIlIIIs
Immediate cash requlnlmentl

The periodic expense IltIIbUted to the dec.lle In lIIIIl'I*- III..
IIUngIbIe asset, suc:h as In I hold II11p1Jv8meIIIs, goody ••
CIlgIIIIIZalIon costs. etc:. or the a1b:all1on .of bond premium or
discount _ tile nre of the bond Issue

The period _ wtddJ a Iolln Is I8jliIid In equIIIlllOillllly jliIJIII8ll1s
of interest and jlifnc:lple

The 8llllual finance dwge; the 8IlI1UlII CXISls of the Iolln ..... III G
as • perc:entage of the jliflldple 8IIIOUI1l

A jliofl sslaneJ esIImale of the VlIIuIIII jliOjliIIty.

The jliOjliIIty owned by the CXIIIljliIIIy. ThIs Incllldes .
8ClCOUllIS reoeIvable. InvenlOIY. flxed IISIlIis .......1gIbIe .....
suc:h ISgoodwI.... righls to jliItenlS

The joInI planntng IIld management of............IIS10 tIIlIIl
maturIIIes. liquidity and lnteresllllles wII produce • d I I eel IlMIIIII
Income

Accounting
Equation

Accounts hyable

Accounts
RKeivabie

Accrual Accounting

Accounting

Template For Balance Sheet

Managing Your Busl_
GIOSSlIfY of Terms
MicIe XIII in a senes of XIV

Ac:c:umulllted
DepnlClatlon

Acid Test RatIo

AmwIfDtlon t8Mk
Tenq,I

Annual Pen:enIIIge
I'm

AppraIul

A.....

Aaet Turnover

AudIt

s.Ies dIVIded by klt8I...... ImpcIlt8nI for CIIlJ..lIIOIl ower lime
end to olher COInpeldes In the same InduIIJy

An lIIlIIIIlInaIIon of the fII18nclIII booIls ... .-cis of 8Il
CIlgIInlZlIIIon lICCORIlng to jliof 1111I..18I_1lIaA:Is

Balance The amount owed. unpaid or outsIandlng
BaImIce SMet A financial stBlement listing the IISSllls, 'IabIIIIS, IIld __

ALES~ &AI~ CenliIr (ARAC) lMl ...1I I '1_
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equity (net WOIth) of the company • of a specIlIc cI8te

Individuals elected by shanlhOlderS to esfahI/sfI COfIlGiIle
management poIIdes. Not gen8llIlIy ilMJIved In the day-to-day
management of the buSIness

The value of an asset • ShOWn In the IICCOUIllIng I1IClII1Is

A financial schedIH lIslIng saJes, fIx8d COSlS Ind wrIaIlIe COSlS
from which conlJIbulIon malg\ns. bnlak_ wIumes Ind the
amounts abovel(below) bnlak_ volumes .... caJr",......

The point at which the total Income from a servtce or produc:l
equals lis tola\ cost

A financial stat-m~ llIIMlI8ft\8Ilfs pili! for S!!Ies Ind
expenses fora peltod of time

A prognun that that the II!IIlIUIlt and timing of C8llh InIIuIr
Is equal to orgl8lllerthan cash outIIow

SOrnelIIlng of value Cassels) pledged In RIlum for __ In G!d!!r to
lIIISU!8 Io8n repeyment

The r1ghls (eqully) of the OWIIII'S In a business enle!pdse. C8fII8I
nlfI!'BSlnts net WOIth•• well as 0WIIBI1hIp In .. enl8opille.
capital can be rneasuAId by the BIJCl: I IS of assels CMII'........ II
Is also Icnown • equity

SpendIng on capital assels such • land. IJulIdlngs Ind~y
and equipment (also called fIx8d assels)

The bank balanca. or checking account bell ICB or .... CIIII! In bIIs
and coins. C8sh Is money tI!at has ImmecIIt8 Potd I II III plIMII'

The clrr8AII1CB betl'lllIn CIIII! coming In and CIIII! going out

see statement of Ch8nges In F1MnclIII PoIllIcM

Also caNed 0.,. ..,. 011 L ..... or 060. The .....
number of days tI!at pus bell een dellved!1U .. iIhokle and
receiving the money. The fonnuIa Is:
DIO. CA , .... , h': 7 , II ...._ ... _ ...
..."..

An equity security tI!at I1!pII TBnts owr..lII!lp in a corporaIIon. ThIs
Is the first security a c:orponI\IDn ilIeues to raille capIaI

PaymelIls made to nil r-. broIr8Is, IIlc. for S!!Ies
pe!formaIlCIIS. Usually caicllIated on the~ IIRgIn in G!d!!r to
ensure a taIget glOSS profit as In: GnJss n!IIQIn nn.IlMed by the
commissions pementage

An _mecI peRlBI1IlIge IIIIId to ClIbdlle CI!Inmlulons lIIlP8I­
as the product of lI!Is p81Dl!1ltage muIUpIIed by Q!OS IMIgIn

MIIIIIglng Your BUlinIII
Management Accounllng

B!1!8k-Even
Analysis

B...k-Even Point

C&shFiow

CMhFlow
Stalliment

CollectIon Period
o.rs

Commlnlo.,.

COi'N'" Stock

ALEB AIeou_ & A111_ c.ne.{ARAC) ......... I J t_
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Raw Ma3llII8ls. Goods In Proc B S, FInIshed Goods, UInufae:turIng
Supplies or Expanse Supplies (Iubr?Can7s, pe3RII. etc.) 10 be IIS8d
to manufacture goods

Anything that IS acquired for the purpoSBI ofpracIuI:q Income or a
proflt

'J,.D
FU ,0

Also called an Income and~ r 7 _lilt orptuIItand loss
~ A summary of I1lV8IIlIeS IIIId 8llplII I BS of a business
entity for a spec:lllc pllltod of lime

The price, Interest and oilier flnance COIlS JIIIId for the _ of
money, usually exprIlSSBII as a P81amtaae

Le7ter acknowIBlIglng I commlIment 10 sign when agreed upon
terms and conditions are met

KeepIng a recon:I of all COIlS III aclated will perfOrmqJ a spac:IIIc
job or project for a customer; AccountIng ..OQIWM will job COlt
ClIplIbIlilIes keep track of .. mateltaII and aaMcIIs pgd I B1110
perform I job. A c:ompany may chocIS8 10 .... 011 tIl8Se COIls10
the customer 011 a COIt-plus besIs or simIltJ keep track ofU­
COIlS as a besIs for bidding or maIdng lISIIrnIItes 011 fuIure ..ojeda.

The percentIge rate cIl8Iged for a ..... plus f88S, ..... 7111 011
the principal blIlanoe owed, for the lime the IlIOIIlIJ has been IIS8d

Checks and blIlances buill into policies and busIn8Ss JlI1IClIdunIs
for the purpose of pro7ecIIng the cxgan7za7Ion against __ ...
fr8ulI

Interest Is pIIId 011 debts IIIId 1t1l8l8S1 8llplII1S8 Is cIed''CIed from
proflts as expenses

by product line

Invested capital thai Is not woIttI the fuO amount of the OIlg1lwl
Investment

AI:cowI3s or debts that the business _ others whIcIl ..dIvIdlIlI
Into c:umIIIt and Iong-Iarm daIll

A form of business OIganlzallool In whIcIl one or mons of the
paItners Is liable only to the exbInt of the amount of dl*Is eadI
has 1nvasIed. Umlled paItneIs are not imIoMId In ...........
decisions, but do enjoy dired fIow.thruugh of Income ...
8llplII IIS.

An entry as It appealS 011 a saparata 1M 011 a ....1CiaI 'It ItI IIIMI

A pnHIPPfOlI8CI cash amount that a lender Is..-.no IN • He 10 •
~.

The ability to tum .... Into cash quIdcIy... eaIIy

Analysis

ImpainKI CIIpltaI

l....ntSt

Inventory

Irhwb.1W1t
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Man.lng Your Bu8l_ .....11
MBl1lIQ8llI8Ilt Accounting

Uquldlty The proc B55 of ensuring thai demand ror funds Is met
Manllgement

Loan AppIiclItion A fonn used ror I8CORIlng Inform8llon I1IqUInId to del8Imlne
wheUler a bOmJ\1I8I" will be gl'8llted a loan

Loan contract A legally binding agIMRl8I1t bel\'J88n two or mont ..... thai
details the terms and oondIlIons of a loan

Long Tenn AIsets Assets like III8dIIIl8IY and equipment thai _ e"", to IlIst
more than one year, whlCll In tum _ dep8Cl8led over tenns of
more than one year.

Long Tenn Interest The Interest and fees dl8lged 01\ Iong-tenn cIebl; T1lIs ls IISUlIIIy
Rate lower than the rate chalQ8d 01\ shoIt4nn debt.

Long Tenn 11Ils ls the S8III8 as Iong.tenn loans. Most ClIInpllnl8S CIIII a cIebl
LIabilities long leon when It Is 01\ tenns of one ,ear or mont.

MAeRS Modified Aooel81'l1led cost Rec1MIry System. T1lIs ls the
depnIclalIon system USU8IIy delined by fDIIIQ agencies.

Marginal Colt The unn ClIIll of a prudUCl The t'ornU8 ror del8I".....1Q m-gInaI
ClIIll Is Malglnal cost equals the Change in cost divided by the
changa In Overheed.

Margin The ~1C8 bet",e. II1ClIIII8 and 8lCIIiil III. .....11 III in
monetary or pen:entage terms

Martel 8..... The pllICIldllgll of the total 8VlIII8bIe customer II.- CIIpIInd by a
compeny

......... Included In the ClIIll of SIIIes. These _ juIt nat anr malal k, 1M
rnattlllals Involved In the procIuclIon (gi.....IQ. IIWIlIflIclurII or
assembly) of goods ror sale.

Maturtty The dale when a loan or ftn8ncIIIIlnIln-.t Is clue

MIIestoM A JIlIrtlculllr business lICIIIevement by which a~ C8l be
judged

MIaIon 81811:i.M11t A stlItement of • &llleiprius~

Net Cesh Flow 11Ils Is the dl8nga In C8SII posIIIon. an IIIC1'1I I or decrI III in
cash bII8Ilce.

Net Profit The opendIng Income ........ and lldeilllt. TIle _ 85
881111ngs. or net Income

Net WorItI This Is the S8III8 85 lISlI8IS minus..... and the _ 85 taIIII
equity.

OpendIng ExpeIII.. Also CIIIed ....,., and..'I,..... .,._ or 0118111 Id
Expensss of the business thaI_ nat.idIy I5SncIIMd wlIh the
~~.prud~or~qofthegoodsor~to~

edmlnisllallCil1. teehnlCIl. and aeIIIng expense

ALES Raeouftllt & A11'- CenIiIr lAMe) ..-Plil 1 111/lll1l1O
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ReDlned &mlnp The total lICCUIIIulaled eemlllllS. which hlIve been ....IIIed 8S
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M....,lng Your Busl_
M8nagement AccountIng

OpemIng WorIdng
c.pIIal

P11ld-ln capital

PartnelShlp

Plant & Equipment

Prtclng

Prtnel",

PrmIe PIac:ement

PoIk:il1a&
Procedu....

Profit

Quick Ratio

RatIo

ReceMbIe
TunJOWl'

ReIInanc:e

..... 22

This is ac:counts receivable pius Inventoly less lICCOlIIIIS pI¥IbIe.
This is the componenl of worIdng c:epIlaI th8t nIi8l8s to the
openIlIons of the company. C8sIl, IIlIi BIll..1Is end ClIIRlIII portion
of long term debt tend to be more tli'l8tlCilll AIIlIted th8n
Dperetlonalln nature.

Reel IIlClll8Y peId Into the company 8S Inv63ll1..11s. TIlls is not to
be confused with par vellle of stock, or merIuIt vellle of stock. ThIs
is actual money paid Into the company 8S equity Inv S '".11s '"
0WII8IS.

A fonn of business 0Ig8IIIza1l0n In which two or mont IndIvIdulIIs
mallllQ8 the business and 818 equely and peISOIllI11y IIIIbIe for the
debts of the business

This is the same as IonfI-twm 85 III, or #fnd".'is" or c4J .".....
The decision tII8t se1S the terms of excII8nQe betwelli a~ end
a seller

The orIglnello8n amounl wI1hout InIenIst or au.. di8lges

A condl1lon8l offertng or sec:wI1Ies th8t 8I1ows a~ to IsIue
unregistered sec:wI1Ies

SpecIflc directions to ClII1Y ouI compsny glIIIIs, poIIdes end
procedures

Costs Incun'8d In cleveIopment of 11M prodllcts: 1111 Iss,
equipment, test equipment, Plutol)1l8S, iSS SIrctl end dev slllIJII"lt,
etc.

The 8lC 55 of the seIBng pIlce over .. the costs end eapelllSl
Inc:umId In making a S81e

see Add Test RatIo.

A meIhod of showing a relallollshlp bell l8en two numbers or se1S
of numbers

Compelison of stgnIIIc8nt numbers from the tIn8nd8I st , meslls,
such 8S currenl nsllo, net quick, retum on IIlIi '".It, ek:. for
dedsloil-malling

S8Ies on credit for en lICCOUIIlIng pertod divided '" the .....
IICCOUIlls receivlIbIes betlllC8

An lIlI.-nent to revise the existing debt '" IncunIng 11Mdebt th8t
Inc:orporetes or pays off en 8llisIiI1lI debt

Specl8I alloc8llons of Qpbl th8t .-ely l8ke three forms.
stBtulory rs SSMIS 818 melnl81ned '" benlls. Ilol"" III I MIS
818 alklcllted to vertous lICCOUIlls to Plated lICIIIInst dePl8C:t8llon of
8SseIS or b8ckIebt '-. I.lqcdy ..SIMIS .. funds held to
guerentee the IIV8IIabIIIty of funds to meet upeded cI8Ims,
including Bad Debt R8S8IV8S, RBIS"" forQu8llty CIeIms, ek:.
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Net profit divided by totalllS5lls. A melSl.. of jiulllablly

....13

The sales volume at which COlIts 8f8 exaclIy equaJ to sales. The
exact tonnula Is:

Flud CoIaI(1-(UnIt V...... ca.wna PrIDe)

sales on credIl 8f8 sales made on 8ClCOUI'4, shipmellis agaillst
Invoices to be paid later.

A promise of some vaJue pledged to 8IllIUI'6 loan I8JI8YIIItR.
S8curlly may be provlded by collateral or a uu-8IlIee.

The slrildng of a belance bet\leen two or mont IllNlng
mutual dealings wllh one anolher. Also, the peyment of a deIll
beIance by the debtor to the credIlor

Legal instJUmenl(s) recaIYed by persOll1, 1MUh.... or legal
.nlIlIes In l8tum for capital invested by them Inlo a COijlOl.... or
benk

capital and have not been aIIoc:ated to a specItIc IJUl1lOS6 and not
paid out as dlYldends to the 0WII6IS. Also Ilnown as undivided
eamings. When Illtalned eamlngs ... negative, the COIIlJ1811Y has
accumulaled losses.

Net profit divkIed by net WOIth or tolaI equity - yet another I'II68SIII8
of protilabIllIy

Net protlls divided by sales, another mea.... of jiolllalllly

Nannally used to cIIslInguIsh beIt.en Ihort-Ienn and IOI1G 181"1,
when refen1ng to asseIs or."'" DeIInIIIoiB vary ......
dlffenlnt companies and accountanIs handle this In ways.
AccounIs payable is always • Ihort-Ienn 1IabIIy, and cash
aceounls recalvable and 1mIenI0IY always Short....... AT III'
Most COInpan!eS call any deIll of than one ,... tIlml stlort-
tann debl Assets that depnlciate over mont than one ,.. (e.g.,
pI8nt and equipment) 8f8l1Sl1811y IeIng-tenn asseIs.

C8st1, sec:urItIes, bank accounts, 8CCOUIlIll I1ICaIdbIe. iIMnIDIy,
buSiness equipment • asseIs that last ... than one ,... ...
expensedor~

Costs that are illQll'l'6d over and above the un- JIIIJI'OII one JIIYI
an employee as ft1IJIe"...,... TheIe may COl I I of Items suc:II
as vacaIIon, health berienls and pplSioIB. Tllis is also lel""ee1 to
as PfIYI'OIIIJunIM.

A form of~ CIIV8IlIzatlon In which a lingle __ has tot8I
conlroI over his or her own IIusIMa and makes aI the
rnanagemenl dedsIooB

The abIIIIy to repay all deIlle

A measure of ClOfIIP8/ISOI1; Indudes IIIIIIlbers, '-orPPIl8lI111gas

M....lng Your 8 ....n...
Management Accounting

Return On Assets

Return On
Inw.t..... (ROI)

Return On &ales

&ales BINk-Even

8aIeB On er.dlt

8ec:urIty

ShottT.....

Shott T..... All lis

SOle Propdetorshlp
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M-lIlIlng Your au.1_ .....M
Management Accounting

straight Une A method of deprecl8llng lIfI asset IMll1Iy over lis UIlIfulIife. The
Depreciation deprecl8llon amount Is calculated by dividing lhe dlIPnIClable value

by lis useful life. The depreciable value Is lhe pun:hase pIlce of
lhe asset minus lIfIY salvage or scrap value lhe asset wlI have III
the lIfId of lis life.

snc.gIc: An agreement wIIh .1CIlher cornpIny to UIldeItake bU*l8SS
Partnerships endeavors together or on ll8llh Cllher's blIhaIf; can .. for lInanc:Ing,

sales, malbting, distrlbullon, or other aclIvIlIes. Chedc govellling
laws for restraints c:oncaming this Issue.

TUM Payable Taxes owecf but not yet paid

Ternplatla A predeftnecl "proglllll1" or document that contains labels, l'ormulas
and Olher elements so thai all you need to do Is enter JOlII' data In
lhe COITIlC:I places

T...-nart A WOld, p/II8M, symbol or deIlgn. or ClIIIII*IalIon lheolllOf, whICh
idenIIfIes and dlstingulsha lhe SOlInlIl of lhe goods or _ vices of
one peIty from those of others.

T...... A__ of Rlpellled resuIls sllowIng a peltem

Trend Analysis A comparison of resulls from dllf_d time pedOds In llId8r to
identify a pattern

Unit Vallable Cost The specific labor and matelIaIs ISSt":IIIlM wIh a single unIl of
goods sold. Does not Include gml8nll CMII1Iead

Units .....-even The unit sales voJume at whICh lhe tbaad and V8IIabIe ClIIIls _
exac:lIy equal to sales. The formula Is: .

UBE. FIud -eal(Un1l Prlca UnIt Val t I ....,

Variable costs These lIfII COIls thai vary dInIc:Uy wIh sales "'*-. Eui'.....
would Include: production labor. material. sales CORW. I 'Ill" and
W81T8nty expense.

Variable hil8nllt A nIt8 which may.. c:hanged due to dlailg8S In lhe cost ofcapIbiI,
RMa ftnanc:lal mailc8lCOiIdlllons or blink I1IllIS

Variable RMa Loan A type of loan wII8i1llhe liltelest .... Is tied to a gm..... Index,
allowing lhe nIt8 to .. adjUsted to dlailg8lln lhe .-bI

VarianCII The dllfenlnc:e betu~ lhe budgeted or ..... lIiIIOIft and lhe
actual amount

VenIU.. C8pllaIIst Individual or linn who invest:l money In new .Itellllis II

Worldng capital Cunent assets lea cumIilt IIablIIIes; _ 0pefaIIng Woildiill
capital

The proc BSI or lhe -.. of clIIcouiilq or willing down accounrs
or notes niCliIIvable or payable
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