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Components	of	the	Financial	Statements:	
The	Income	Statement	&	Balance	Sheet	
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Many	Important	Financial	Statements	
•  Statement	of	Changes	in	Financial	Posi<on	
•  Income	Statement	
•  Balance	Sheet	
•  10K	
•  Annual	Report	
•  Etc.	

•  In	this	segment	we	will	focus	on	the	Income	
Statement	and	the	Balance	Sheet	

3 

CTL.SC2x - Supply Chain Design  Lesson:  SUPPLY CHAIN FINANCE  

Income	Statement	
•  Income	Statement:		

n  Describes	how	the	assets	and	liabili<es	were	used	
during	the	period	or	…the	sum	of	income-
genera<ng	transac<ons	over	a	stated	period	of	
<me	

n  Revenues	(gross	sales,	turnover,	proceeds)	
n  Expenses	(cost	of	goods	sold,	cost	of	sales,	
opera<ng	expense,	deprecia<on)	

n  Profit	(income,	gross	margin,	gross	profit,	net	
profit,	EBIT)		
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Income	Statement:	Intel	2014	

5 Ref.: Intel 2014 Annual Report, p 50 
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Opera<ng	Expense	Element:	COGS	
•  Cost	of	Goods	Sold:		

n  “The	direct	costs	aVributable	to	the	produc<on	of	the	
goods	sold	by	a	company.	This	amount	includes	the	cost	of	
the	materials	used	in	crea<ng	the	good	along	with	the	
direct	labor	costs	used	to	produce	the	good.”			

n  “It	excludes	indirect	expenses	such	as	distribu<on	costs	
and	sales	force	costs.”			
	
Also	referred	to	as	"cost	of	sales.”		
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Ref: Investopedia COGS and Cost of Revenue 
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Opera<ng	Expense	Element:	COGS	
•  Cost	of	Revenue:	

n  “The	total	cost	of	manufacturing	and	delivering	a	product	
or	service.”			

n  “Different	from	COGS	because	it	includes	costs	outside	of	
produc<on,	such	as	distribu<on	and	marke<ng.”	
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Ref: Investopedia COGS and Cost of Revenue 
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Op	Expense	Elements:	SG&A	

•  Sales,	General	and	Administra<on	(SG&A)	
n  Sales	expenses	are	direct	and	indirect	expenses	
directly	linked	to	the	sale	of	product,	including	
cost	of	sales	personnel,	adver<sing,	promo<on,	
phone,	sales	expenses.	

n  General	and	Administra<on	expenses	are	those	
expenses	not	directly	associated	with	produc<on	
or	sales	of	the	product,	including	wages	for	non-
sales	personnel,	cost	for	u<li<es,	rent,	insurance.		
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Income	Statement:	General	Motors	2014	
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Ref.: https://finance.yahoo.com/q/is?s=GM+Income+Statement&annual 
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Opera<ng	Expense	Elements:		Other	
•  Other:	can	be	found	in	SG&A	or	in	different	
loca<ons	on	the	income	statement	usually	as	
an	opera<ng	expense	
n  Deprecia<on	–	accoun<ng	for	the	reduc<on	in	
value	of	an	asset,	e.g.	produc<on	equipment	

n  Amor<za<on	–	accoun<ng	for	the	reduc<on	in	
value	of	an	intangible	asset,	e.g.	goodwill		
w (E.g.	Facebook	paid	$1B	for	Instagram	with	only	11	
employees	and	almost	no	assets,	$19B	for	Whatsapp)	

n  Research	&	Development	(R&D)	
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Balance	Sheet	
•  The	financial	condi<on	at	ONE	point	in	<me	

n  Assets	(something	owned	of	measured	value...but	
not	always	material)	

n  Liabili<es	(a	claim	against	the	assets)	

n  Assets	ALWAYS	equal	Liabili<es	

n  When	recording	asset	value,	book	value	recorded,	
not	market	value	
w Different	methods	of	valuing	(LIFO,	FIFO)	
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Balance	Sheet:	Intel	2014	

14 Ref.: Intel 2014 Annual Report, p 52 
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Supply		Chain	transac<ons	affect	both	
Income	Statement	and	Balance	Sheet	
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•  A	company	sells	a	product	for	$10,000	cash;	the	product	
cost	$2,000	to	produce	and	deliver	

•  How	would	this	impact	the	income	statement	and	balance	
sheet	upon	delivery?	

•  Revenue	would	increase	by	$10,000	
•  Cost	would	increase	by	$2,000	
•  Net	income	would	increase	by	$8,000	
•  Cash	(Current	Asset)	would	increase	by	$10,000	
•  Inventory	(Current	Asset)	would	decrease	by	$2,000	
•  Retained	Earnings	would	increase	by	$8,000	
Note:  This is a gross simplification of the accounting transactions 
which are not complete; this is for general illustration purposes only. 
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Connec<ng	Income	Statement	and	
Balance	Sheet	
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The	net	income	
from	the	Income	
Statement….is	
equal	to	the	
increase	in	
Retained	Earnings	
on	the	Balance	
Sheet.		This	shows	
a	direct	connec<on	
between	the	two	
reports.	

Ref.: Intel 2014 Annual Report 
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Assets	
•  Current	Assets	-	short-term	in	nature,	liquid	assets,	can	be	

converted	into	cash	in	the	next	accoun<ng	period	
n  Accounts	Receivable	
n  Inventory	
n  Marketable	securi<es	
n  Prepaid	expenses	

•  Long-term	Assets	
n  Plant,	property,	equipment	
n  Other	fixed	assets	
n  ‘Goodwill’	
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Liabili<es	
•  Current	Liabili<es:	obliga<ons	to	be	paid	in	the	next	

accoun<ng	period	
n  Accounts	Payable	
n  Accrued	Expenses	–	an	expense	before	it	is	paid	(wages,	interest	in	

loans,	taxes)	
n  Notes	Payable,	Short-term	Bank	Debt	(line	of	credit)	

•  Long-term	Liabili<es	
n  Debt	(bonds,	mortgage)	

•  Equity	(Owner’s	Equity):	capital,	funding	for	the	firm	from	
sources	other	than	liabili<es	
n  Paid-in-capital	
n  Retained	Earnings	
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Key	Points	
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Key	Points	
•  The	Income	Statement	provides	a	summary	of	the	
flows	in	(revenue)	and	out	(expenses)	of	the	firm	over	
a	period	of	<me;	the	net	difference	between	the	
revenue	and	expense	being	the	profit	or	loss	of	the	
firm.	

•  The	Balance	Sheet	gives	a	snapshot	of	the	assets	and	
obliga<ons	of	the	firm	at	a	single	moment	in	<me.	

•  Together,	the	Income	Statement	and	Balance	Sheet	
provide	a	basic	–	but	not	complete	–	understanding	of	
the	performance	of	the	firm.			
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Questions, Comments, Suggestions? 
Use the Discussion….. 

jrice@mit.edu 
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Sources,	Image	&	Reference	Informa<on	
•  References	
•  Intel	2014	Annual	Report	
•  General	Motors	2014	Annual	Report	as	found	at	

hVps://finance.yahoo.com/q/is?s=GM+Income+Statement&annual	
•  Investopedia	COGS	and	Cost	of	Revenue	reference	found	at	

hVp://www.investopedia.com/terms/c/cogs.asp	

•  For	more	informa.on	on	these	topics,	see:	
•  Hawkins,	David,	Corporate	Financial	Repor<ng	and	Analysis:	Text	and	Cases	3rd	ed.,	Irwin,	1986		
•  Higgins,	R.	Analysis	for	Financial	Management.	10th	ed.	McGraw-Hill	Irwin,	2011	(or	11th	ed.,	2015),	see	

Chapter	1	
•  Anthony,	R.N.	and	Breitner,	L.K.	Essen<als	of	Accoun<ng.	10th	ed.	Pren<ce	Hill,	2009,	see	pages	1-66	[this	

is	a	workbook	that	you	should	work	through,	it	is	not	enough	just	to	read	it!]	
•  Anthony,	R.N.	and	Breitner,	L.K.	Core	Concepts	of	Accoun<ng.	10th	ed.	Pren<ce	Hill,	2010,	see	pages	1-43	

[this	book	provides	a	summary		of	the	Essen<als	book,	but	the	reader	should	go	through	the	Essen<als	
book	first	for	complete	coverage	of	the	material]	
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