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Components of the Financial Statements:
The Income Statement & Balance Sheet




Many Important Financial Statements

* Statement of Changes in Financial Position
* Income Statement

* Balance Sheet

* 10K

* Annual Report

* Etc.

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

Income Statement

* Income Statement: The sum of income-
generating transactions over a stated period
of time (sometimes called Statement of
Operations)

m Revenues (sales, turnover, proceeds)

m Expenses (cost of goods sold, operating expense,
depreciation)

m Profit (income, gross profit, net profit, EBIT)




Operating Expense Element: COGS

* Cost of Goods Sold (or Cost of Sales):

= Includes the direct costs attributable to the production of
the products sold by the company; includes the cost of the
materials and the direct labor costs used to produce the
product

m Does not include indirect expenses, expenses that are not
attributable to specific products, such as distribution costs
and sales force costs

Ref: Investopedia COGS and Cost of Revenue
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Operating Expense Element: COGS

* Cost of Revenue: slightly different than COGS

= Includes the direct costs attributable to the production of
the product; includes the cost of the materials and the
direct labor costs used to produce the product

= AND it includes costs beyond production, such as
distribution and marketing

Ref: Investopedia COGS and Cost of Revenue
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Operating Expense Elements: SG&A

* Sales, General and Administration (SG&A)

m Sales expenses are direct and indirect expenses
directly linked to the sale of product
+ Includes cost of sales personnel, advertising,
promotion, phone, sales expenses
m General and Administration expenses are those
expenses not directly associated with production
or sales of the product

+ Includes wages for non-sales personnel, cost for
utilities, rent, insurance

Operating Expense Element: Other

* QOther: found in various locations

m Depreciation — accounting for the reduction in
value of a tangible asset, e.g. equipment
m Amortization — accounting for the reduction in

value of an intangible asset, e.g. goodwill

* Goodwill — recorded as an asset on the balance sheet,
it is premium paid above book value for an asset
usually attributed to band value, IP or reputation

m Research & Development (R&D)




Income Stateme

nt: Intel 2014

Thres Years Endod Decomber 27, 2014
{In Millions, Share

Except Per

INTEL CORPORATION
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Ref.: Intel 2014 Annual Report, p 50
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Income Statement: General Motors 2014

General Motors Company (GM)

# veatcniist # Add 1o Porttosio [ {50

28.82 +0.29(1.00%) 11-408M EDT - Nasdaq Real Time Frice

Income Statement

Virw: Annual Data | Guaery Data

Get income Suatement for: | GO

All DUmBETs in thousands

Pericd Ending Dec 31, 2014 Dec 31,2013 Dec 31, 2012
Total Revenua 168,929,000 185,427,000 182.256,000
[ e 14212100 a0 a0
Grows Prafit 12,808,000 18,054,000 10.813,000
LT — . . .
‘ Seling General and Admiristrative 12,158,000 12,382,000 14,031,000
Han Recuerryg 120,000 541,000 27,145,000
Cahers
Total Operating Expenses.
Gperating Income or Loss 1,530,000 5131000 120,343,000
Total Ceter rcome Expenses et 1,025,000 51,000 595,000
Eamings Betare erest And Taves 4,648,000 7,792,000 (26,206,000
nkerest Experse 403,000 4,000 489,000
ncorre Before Tan 4,248,000 7.456,000 28,695,000
income Tax Expense 228,000 2127,000 34,891,000
Minorty Interest 69.000) 15,000 52,000
MNet Income From Continuing Ops 6,245,000 6,944 000 7 .500,000

Ref.

: https://finance.yahoo.com/q/is?s=GM-+Income+Statement&annual
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Balance Sheet

* Reports the financial condition of assets and
liabilities of the business at ONE point in time

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

m Liabilities (a claim against the assets)

Balance Sheet Info

m Assets ALWAYS equal Liabilities

m When recording asset value, book value is
recorded, not market value

+ There are different methods of valuing inventory
(LIFO, FIFO)




Balance Sheet: Intel 2014

INTEL CORPORATION
COMSOLIDATED BALANCE SHEETS

(Qwcember 27, 2014, and Decamber 78, 2013
(e Mo, Exep Par Vabus} 2004 m

Cash and cash equivalents ... S ey B T
‘Short-tem myestments 243 58712
Trading assels B 5063 B4
Accounts receivable, nel of alowance for doubiul acoourts of $38 (S8 IN2013) ... 4427 352
Ivenionies ... R - 421 4
Deferred tax assels 1958 2504
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Goodwill 10861 10513

Total § 9195 § 92358
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Short-term debt S 160 § 28
Accounts payabls " 2148 2068
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Agesued ANBRISIG ... o 1002 1021
Defefred income. oy i SFestraiiens 2205 2086
Other secnsed liabillies 4,895 4078

Total current abilities 16019 13568

Long-term debt 12007 13185

Long-term deferred tax liabilities 3775 437

3278 2972

Temporary equity anz —

Prefemed stock, $0.007 par vake, 50 shares authorized; none issued
Comman slock, 50001 par vakie, 10,000 shares sihorized. 4,757 shiares lssued and 4,748 shares
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Accurmulated olfes comprehensive income (loss) 5 i 666 1243
Rotained eamings ... eveeeee. 3318 35477
Total stackhoiders equiy ... .. O 1~ S T
Total liabilties, temporary equity, and stackholders’ equity ... eeeeeeo. § 1856 § 92268

Ref.: Intel 2014 Annual Report, p 52

L 1nll
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Assets

* Current Assets - short-term in nature, liquid assets, can be
converted into cash in the next accounting period
= Accounts Receivable
= Inventory
= Marketable securities
= Prepaid expenses

* Long-term Assets
m Plant, property, equipment
m Other fixed assets
= ‘Goodwill’




Liabilities
* Current Liabilities: obligations to be paid in the next
accounting period

= Accounts Payable

m Accrued Expenses — an expense before it is paid (wages, interest in
loans, taxes)

= Notes Payable, Short-term Bank Debt (line of credit)
* Long-term Liabilities
= Debt (bonds, mortgage)
* Equity (Owner’s Equity): capital, funding for the firm from
sources other than liabilities
m Paid-in-capital (from initial investments)
= Retained Earnings (company income)

Supply Chain transactions affect both

Income Statement and Balance Sheet
* 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

* Netincome 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.

16




Connecting Income Statement and Balance Sheet

AMAZON.COM. INC

CONSOLIDATED BALANCE SHEETS
(i millions, except per share data)

i i AN IN.COML INC.
Change in Retained 7 ALZONCOM. INC 7
CONSOLIDATED STATEMENTS OF OPERATIONS
Cument assets:

Ea n | n gs (fro m A (in millions, except per share data)

Markerable securiies

Balance Sheet) o s Do)

Accounts seceivable. uet N 20 R 1 N
Total cument asse| Vet Product sales $ 70,080 § 60,903
Property and equspment, net Net service sales 18.908 13,549
= Goodwill Total net sales 88,988 74452
Other asscts Operating expenses (1):
N t . f el 2w Cost of sales 62752 54,181
LiaBmiTy cac
etincome (from | Fulfiloco 10765 55
Accounts payable Marketing 4332 3133
Income Statement) oo Tecimolos and oo 975 6565
Uncamed revemse General and administrative 1,552 1,129
Total current liabi Other operating expense (income). net 133 114
Lagimadit Total operating expenses T 8880 73,707
Otler loni-term iabilitics _
A . : aad outingeacies] 10COME from 178 745
This shows a direct | s s et ncome » s
Preferred stock, $0.01 gar v Interest expense (210) (141)
connection Authorized shares — 50| Other income (expense), net (11s) (136)
S Total non-operating income (expense) (289) (239)
“omumon stock, $0, Vi —_—
between the two Cormmon stock, $001 130 ¥ 1, o1 (loss) before income taxes @ 506
Aunthonzed shares — 5,
tssued shages 438 o] PTOViSion for income taxes (167) (161)
r.e o r.ts Outstanding shares — 4| Equity-method investment activity. net of tax 37 (m)
p . Treasury stock. atcost | Net income (loss) (241) § 274
Additional paid-in capitsl
Accumulated other comprehensive loss
$1949_$2190=_$241 Retained eamings
Total stockhiolders equary
Toral inbilitics and stockhokders’ couaty
Ref.: Amazon 2014 Annual Report 17

Key Points




Key Points

* The Income Statement provides a summary of the
flows in (revenue) and out (expenses) of the firm over
a period of time; 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
obligations of the firm at a single moment in time.

* Together, the Income Statement and Balance Sheet
provide a basic — but not complete — understanding of
the performance of the firm.

Questions, Comments, Suggestions?
Use the Discussion.....

A W4 B MIT Center for . .
\ I 4 Transportation & Logistics jrice@mit.edu
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Sources, Image & Reference Information

¢ References
*  Amazon 2014 Annual Report
. Intel 2014 Annual Report

*  General Motors 2014 Annual Report as found at
https://finance.yahoo.com/q/is?s=GM+Income+Statement&annual

*  Investopedia COGS and Cost of Revenue reference found at
http://www.investopedia.com/terms/c/cogs.as

*  For more information on these topics, see:

*  Hawkins, David, Corporate Financial Reporting and Analysis: Text and Cases 3™ ed., Irwin, 1986
. Higgins, R. Analysis for Financial Management. 10t ed. McGraw-Hill Irwin, 2011 (or 11t ed., 2015), see
Chapter 1

*  Anthony, R.N. and Breitner, L.K. Essentials of Accounting. 10t ed. Prentice 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 Accounting. 10t ed. Prentice Hill, 2010, see pages 1-43
[this book provides a summary of the Essentials book, but the reader should go through the Essentials
book first for complete coverage of the material]
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