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Introduction

hen was the last time you received an email and cringed at the muddled

organization and horrible grammar? Or you felt so overwhelmed that

your productivity plummeted? Or how about the last time you were
so unsure about making a big decision that you came across as unprepared or
worse — unprofessional?

Unfortunately, business professionals in all stages of their careers encounter these
situations at one point or another. Although these instances may seem benign on
the surface, they harm your professional reputation, which is hard to reverse.
Would you want to do business with someone who is so unorganized that he con-
stantly misses project deadlines or turns in shoddy work because he’s rushed? Of
course not! Project management and having a solid organizational system are just
a couple of the secrets to success that we discuss in this book.

About This Book

This book provides you with detailed information on topics that will help you gain
the confidence needed to grow and advance in your business life. You'll read about
the ins and outs of the income statement, balance sheet, and statement of cash
flows, how to craft the perfect written document that gets results, how to plan a
project like a pro, and more.

Foolish Assumptions

There’s a time and a place for just about everything and assumptions are no dif-
ferent. First, we assume that you are a business professional and you’re ready,
willing, and able to devote some time and energy into honing your business skills.

We also assume that you have at least a general knowledge of the major software

packages that businesses use and are interested in utilizing them to advance in
your professional activities. If that’s the case, this is the book for you!
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Icons Used in This Book

TIP

©

REMEMBER

LD,
TECHNICAL
STUFF

WARNING

Throughout this book, you’ll find special icons to call attention to important
information. Here’s what to expect.

“If you see people falling asleep during your presentations, bang a book against
the table to wake them up.” Kidding!

This icon is used for helpful suggestions and things you may find useful at some
point. No worries, though: No one will be falling asleep during your presentations
if you take to heart the tip written here!

This icon is used when something is essential and bears repeating. Again, this icon
is used when something is essential and bears repeating. (See what we did there?)

The little Dummies Man is information to share with the people who handle the
technical aspect of things. You can skip technical-oriented information without
derailing any of the hard work you’re putting toward achieving your best profes-
sional self.

Pay attention to these warnings to avoid potential pitfalls. Nothing suggested will
get you fired or arrested (unless you do something like practice mindfulness so
well that you start to nod off while driving or during meetings with the CEO — we
can’t help you there). If you see this icon, slow down and proceed with caution.

Beyond the Book

2

Although this book is a one-stop shop for your professional development, we can
cover only so much in a set number of pages! If you find yourself at the end of this
book thinking, “This was an amazing book! Where can I learn more about how to
advance my career by working on my business skills?” head over to www . dummies.
com for more resources.

For details about significant updates or changes that occur between editions of
this book, go to www.dummies.com, search for Business Skills All-in-One For Dum-
mies, and open the Downloads tab on this book’s dedicated page.

In addition, check out the cheat sheet for this book for tips on making informed
decisions, avoiding common project management pitfalls, building your LinkedIn
network, and more. To get to the cheat sheet, go to www.dummies.com, and then
type Business Skills All-in-One For Dummies in the Search box.

Business Skills All-in-One For Dummies
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Where to Go from Here

The minibooks and chapters are written to stand on their own, so you can start
reading anywhere and skip around as you see fit.

If you don’t know where to start, check out Book 1, Chapter 1. However, if you see
a particular topic that piques your interest, feel free to jump right into its chapter.
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IN THIS CHAPTER

» ldentifying the information
components in financial statements

» Evaluating profit performance and
financial condition

» Knowing the limits of financial
statements

» Recognizing the sources of
accounting standards

Chapter 1

Introducing Financial
Statements

n this chapter, you get interesting tidbits about the three primary business
financial statements, or financials, as they’re sometimes called: the income
statement, the balance sheet, and the statement of cash flows.

For each financial statement, we introduce its basic information components. The
purpose of financial statements is to communicate information that is useful to
the readers of the financial statements, to those who are entitled to the informa-
tion. Financial statement readers include the managers of the business and its
lenders and investors. These constitute the primary audience for financial state-
ments. (Beyond this primary audience, others are also interested in a business’s
financial statements, such as its labor union or someone considering buying the
business.) Think of yourself as a shareholder in a business. What sort of infor-
mation would you want to know about the business? The answer to this question
should be the touchstone for the accountant in preparing the financial statements.

The financial statements explained in this chapter are for businesses. Business
financial statements serve as a useful template for not-for-profit (NFP) enti-
ties and other organizations (social clubs, homeowners’ associations, retire-
ment communities, and so on). In short, business financial statements are a good
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reference point for the financial statements of non-business entities. There are
differences but not as many as you may think. As you go along in this and the fol-
lowing chapters, we point out the differences between business and non-business
financial statements.

Toward the end of this chapter, we briefly discuss accounting standards and
financial reporting standards. Notice here that we distinguish accounting from
financial reporting. Accounting standards deal primarily with how to record trans-
actions for measuring profit and for putting values on assets, liabilities, and own-
ers’ equity. Financial reporting standards focus on additional aspects such as the
structure and presentation of financial statements, disclosure in the financial
statements and elsewhere in the report, and other matters. We use the term finan-
cial accounting to include both types of standards.

The philosophy behind the need for standards is that all businesses should follow
uniform methods for measuring and reporting profit performance and reporting
financial condition. Consistency in financial accounting across all businesses is the
name of the game. We won’t bore you with a lengthy historical discourse on the
development of accounting and financial reporting standards in the United States.
The general consensus (backed by law) is that businesses should use consistent
accounting methods and terminology. General Motors and Microsoft should use
the same accounting methods; so should Wells Fargo and Apple. Of course, busi-
nesses in different industries have different types of transactions, but the same
types of transactions should be accounted for in the same way. That is the goal.

Setting the Stage for Financial Statements

8

This chapter focuses on the basic information components of each financial state-
ment reported by a business.

Offering a few preliminary comments
about financial statements

Realistic examples are needed to illustrate and explain financial statements,
which presents a slight problem. The information content of a business’s finan-
cial statements depends on whether it sells products or services, invests in other
businesses, and so on. For example, the financial statements of a movie theater
chain are different from those of a bank, which are different from those of an air-
line, which are different from an automobile manufacturer’s, which are different
from — well, you name it.
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REMEMBER

The classic example used to illustrate financial statements involves a business
that sells products and sells on credit to its customers. Therefore, the assets in
the example include receivables from the business’s sales on credit and inventory
of products it has purchased or manufactured that are awaiting future sale. Keep
in mind, however, that many businesses that sell products do not sell on credit to
their customers. Many retail businesses sell only for cash (or accept credit or debit
cards that are near cash). Such businesses do not have a receivables asset.

The financial statements of a business do not present a history of the business.
Financial statements are, to a large extent, limited to the recent profit perfor-
mance and financial condition of the business. A business may add some his-
torical discussion and charts that aren’t strictly required by financial reporting
standards. (Public corporations that have their ownership shares and debt traded
in open markets are subject to various disclosure requirements under federal law,
including certain historical information.)

The illustrative financial statements that follow do not include a historical nar-
rative of the business. Nevertheless, whenever you see financial statements, we
encourage you to think about the history of the business. To help you out in this
regard, here are some particulars about the business example in this chapter:

¥ It sells products to other businesses (not on the retail level).
¥ lItsells on credit, and its customers take a month or so before they pay.
¥ It holds a fairly large stock of products awaiting sale.

¥ Itowns a wide variety of long-term operating assets that have useful lives
from 3 to 30 years or longer (building, machines, tools, computers, office
furniture, and so on).

¥ It has been in business for many years and has made a profit most years.
¥ It borrows money for part of the total assets it needs.

¥ It's organized as a corporation and pays federal and state income taxes on its
annual taxable income.

¥ It has never been in bankruptcy and is not facing any immediate financial
difficulties.

The following sections present the company’s annual income statement for the
year just ended, its balance sheet at the end of the year, and its statement of cash
flows for the year.
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REMEMBER

Looking at other aspects of reporting
financial statements

Dollar amounts in financial statements are typically rounded off, either by not
presenting the last three digits (when rounded to the nearest thousand) or by not
presenting the last six digits (when rounded to the nearest million by large cor-
porations). We strike a compromise on this issue and show the last three digits for
each item as 000, which means that we rounded off the amount but still show all
digits. Many smaller businesses report their financial statement dollar amounts
to the last dollar or even the last penny, for that matter. Keep in mind that having
too many digits in a dollar amount makes it hard to comprehend.

Actual financial statements use only one- or two-word account titles on the
assumption that you know what all these labels mean. What you see in this chap-
ter, on the other hand, are the basic information components of each financial
statement. We provide descriptions for each financial statement element rather
than the terse and technical account titles you find in actual financial statements.
Also, we strip out subtotals that you see in actual financial statements because they
aren’t necessary at this point. So, with all these caveats in mind, let’s get going.

Oops! We forgot to mention a few things about financial reports. Financial reports
are rather stiff and formal. No slang or street language is allowed, and we’ve never
seen a swear word in one. Financial statements would get a G in the movies rating
system. Seldom do you see any graphics or artwork in a financial statement itself,
although you do see a fair amount of photos and graphics on other pages in the
financial reports of public companies. And there’s virtually no humor in financial
reports. However, Warren Buffet, in his annual letter to the stockholders of Berk-
shire Hathaway, includes some wonderful humor to make his points.

Income Statement
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First on the minds of financial report readers is the profit performance of the busi-
ness. The income statement is the all-important financial statement that summa-
rizes the profit-making activities of a business over a period of time. Figure 1-1
shows the basic information content of an external income statement for our
company example. External means that the financial statement is released outside
the business to those entitled to receive it — primarily its shareowners and lend-
ers. Internal financial statements stay within the business and are used mainly
by its managers; they aren’t circulated outside the business because they contain
competitive and confidential information.
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