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BEHIND THE SCREEN 

Dordt grad 

3 years in public 

accounting 

Originally from 

Washington  
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OUR TEAM 
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FS 
FUNDAMENTALS
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OBJECTIVES 
Understand the 3 main financial 

statement reports and their 

importance

Understand the difference between 

cash and accrual reporting 
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WHO CARES?

Tool for management 

Lenders 

Estate/Retirement Planning
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Basics

3 main reports 
Balance Sheet  Value

Income Statement  Profitability 

Statement of Cash Flows  Cash in/out

Recordkeeping
FS are only as valuable as info used to 

prepare them 
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BALANCE SHEET
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BALANCE SHEET OVERVIEW 

Financial position at a specified date

Reflects all past transactions 

Purpose
Financial health 

Own vs. owe 

Assets = Liabilities – Owners Equity
Difference in assets & liabilities indicates solvency at a 

certain date
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ASSETS 
Owned resource with economic value that is expected to produce 

a future benefit 

Asset vs. Expense
 Timing 

 The full cost of an asset is not written off immediately in period purchased 

 Depreciated or expensed over a defined period of time 

 Expenses have a direct effect on taxable income, assets have an indirect 
effect on taxable income

Asset Classes

Valuation
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ASSETS
Current (Live < 1 Year)

Cash 

A/R 

 Inventories 

 Investment in Growing Crop 

Noncurrent (Life > 1 Year) 
Machinery, Equipment, Livestock

Real Estate 

Coop Stock/Retains 
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LIABILITIES & EQUITY 
Liabilities 

Classes 

All claims against the business 

Equity (Net Worth)
Equity = Total Assets – Total Liabilities 

Reflects money that would be returned to 
shareholders/members if all assets were liquidated and 
debts paid 

 Net income is reflected in OE section 
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EQUITY 
Components: Beginning equity, Net income, 

owners contributions (cash/property), owner 
distributions (dividends, cash, property, etc)

Increases when a profit is generated and 
retained (rather than distributed to owners)or 
money contributed 

Decreases when a loss is generated and 
cash/property is distributed to owners
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LIABILITIES & EQUITY 

Current (Due within 1 year) 
 AP 

Line of Credit 

Current portion of LT debt 

Noncurrent ( Due beyond 1 year)
Term loans (portion due after one year)
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Not retained earnings because not 
a corporation, a partnership. 

Profitability of operations reflected 
on balance sheet here, therefore 
affecting the value of the company.
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INCOME 
STATEMENT
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INCOME STATEMENT 
 Shows income and expenses for a period of time (quarterly, monthly, annual) 

 Purpose
 Lender/investor/management analysis 

 Profitability  

 Components 
 Revenue 

 Operating income

 Cost of goods sold  

 Gross Profit 

 Operating expenses 

 Other income/expenses 
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INCOME STATEMENT & 
BALANCE SHEET 

 Should be prepared for the same periods because of the link between the 
two 

 Every period income is closed to Equity( a balance sheet account)
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STATEMENT OF 
CASH FLOWS 
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STATEMENT OF CASH FLOWS 
Purpose 

Critical questions 
Where did we obtain funds? 

Are we expanding faster than we can generate 
funds? 

What is our ability to repay our debt obligations 
(creditors)? 

Reconcile Net income to cash balance 
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STATEMENT OF CASH FLOWS 
Components 

Operating activities 
 Net income/loss 

 Increases/decreases in current assets and liabilities 

 Depreciation 

 Investing activities 
 Asset expenditures 

 Coop retains 

 Financing activities 
 Changes in long term liabilities(debt) & equity 

 Beginning/Ending cash balance 
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CASH & 
ACCRUAL
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ADVANTAGES OF CASH 
REPORTING

Simplicity 

Tax benefit  FS manipulation 

Prepay expenses 

Defer income 

Timeliness 
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ADVANTAGES OF ACCRUAL 
REPORTING

Why Do It?

More Lenders Are Requiring It

More Accurate-Removes the “Games” We Play to 

Tax Plan

Allows for Benchmarking

Decision Making 

Assessing profitability, risk, cost of production,etc. 
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CASH METHOD 
Recognizes revenue when payment is 

received regardless of when the revenue is 
actually earned 

Expenses cash when paid, regardless of 
what period it’s for 

Doesn’t accurately reflect “true” costs of 
operation
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ACCRUAL METHOD 

Recognizes revenue when earned 
rather than when cash is received 

Books expenses when incurred rather 
than when paid 

Key concept: accrual accounting 
seeks to match revenues and expenses 
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SIMPLE EXAMPLE- DECEMBER  
 Facts: 

 Deposited November milk check for $500 in December, actual revenue for milk shipped in 

December is $600, which was deposited in January 2020.  

 Paid feed bill of $50  for November, December feed bill of $65 not paid until January 2020. 

 Received a bill for $30 supplies purchased in early December, not due (and won’t be paid ) until 

January 2020. 
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BEYOND THE 
BASICS
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ACCRUAL ACCOUNTS

New accounts  Accrual accounts
Accounts Payable 

Accounts Receivable 

Inventories 

Prepaid Expenses 

Accrued Expenses 

Investment in Growing Crop 
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INCOME STATEMENT 
Profit & Loss

Accrual Tax

Revenue From Operations 5,423,384 5,406,082 

Operating Costs & Expenses

Crop & Other Expense 3,909,926 4,685,587 

Depreciation 211,137 667,301 

Total Expense 4,121,063 5,352,888 

Net Income Before Taxes 1,302,321 53,194 
Income Tax Provision (434,620) (8,299)

Net Income 867,701 44,895 
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ASSETS 
Balance Sheet

Accrual Tax
ASSETS
Current Assets

Accounts Receivable 4,084,402 -
Inventory 307,898 -
Income Tax Receivable 4,522 -
Income Tax on Deposit 2,080 -
Prepaid Expenses-Crop Input 788,788 -
Commodity Account 62,412 72,163 

Total Current Assets 5,250,102 72,163 
Fixed Assets

Property & Equipment 2,762,417 2,712,770 
Accumulated Depreciation (772,437) (2,305,701)

Net Fixed Assets 1,989,980 407,069 
Other Assets 2,900,699 2,900,699 
Total Assets 10,140,781 3,379,931 
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LIABILITIES & EQUITY 
Balance Sheet

Accrual Tax
LIABILITIES & EQUITY
Current Liabilities

Bank Account (Overdraw) 48,762 48,762 
Current Notes Payable 2,899,414 2,898,397 
Current Deferred Income Tax 1,761,224 -

Total Current Liabilities 4,709,400 2,947,159 
Long-Term Liabilities

Notes Payable 353,016 353,016 
Non-Current Deferred Income Tax 538,190 -

Total Liabilities 891,206 353,016 
Equity

Stock 3,672,474 36,470 
Net Income 867,701 43,286 

Total Equity 4,540,175 79,756 
Total Liabilities & Equity 10,140,781 3,379,931 
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A FINAL NOTE 

Usefulness of FS 

Garbage in = garbage out

Your Operation
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QUESTIONS? 
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