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Chapter 7 

Primary Business Goal 

• Are to make a profit!! 

–Tracking their financial 
information is the only way to 
know if this is a fact 
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Chapter 7 

Keeps the Business IN BUSINESS 
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Chapter 7 

Financial Controls 

• Managing capital requires special skills 

• The financial goal for your business is to yield 
high rate of return for your money 

• Financial control starts with a comprehensive 
record-keeping system 
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Reports a Business Uses 

• 3 main financial-management 
cornerstones 

1. The Balance Sheet 

2. The Income Statement (Profit & Loss) 

3. The Cash-Flow Statement 
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Chapter 7 

Balance Sheet 
Tracks Accumulated Net Wealth: 

Assets 

Current Assets  

Checking 12,483.27 

Accounts Receivable 1,380 

Total Current Assets 13,863.27 

Equipment 12,462.83 

Total Assets 26,326.10 

Liabilities & Equity 

Liabilities 

Current Liabilities 

Credit Cards 2,178.34 

Sales Tax Payable 819.60 

Total Current Liabilities 2,997.94 

Bank Loans 10,817.24 

Total Liabilities 13,815.18 

Equity 12,510.92 

Total Liabilities & Equity 26,326.10 



Chapter 7 

Profit & Loss Statement 

Tracks Income and Expenses: 

Income 
Labor 6,685.00 
Job Materials 1,862.27 

Total Income $8,547.27 
Expenses 

Supplies 247.54 
Utilities 327.43 
Rent 1,725.50 
Payroll 4,425.56 

Total Expenses $6,726.03 
Net Profit $1,821.24 



Chapter 7 

Cash Flow Statement 

• This report relates actual flow of cash through your 
business 

• Summarizes the operating, investing, and financial 
activities as they relate to the inflow and outflow of 
cash 

• Cash flow charts a business’ performance over a 
specific accounting period 
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Understanding the Flow 

• Businesses must keep track of their Cash Flow 
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Cash 
Flow 

Invoices 

Receipts 

Purchases 

Supplier 
Invoices 

Loans 

Outstanding 
Sales Orders 
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Users of Financial Information 

Internal 

• Owners-to assess the benefits of 
their investment 

• Managers-to records, plan, 
control, analyze and evaluate 
activities 

• Employees-to look at the security 
of their employment 

External 
• Government-ensures legal/tax 

obligations are met 

• Competitors-measures 
performance against others 

• Supplies-to know the prospects of 
customers before supplying 

• Customers-After-sales support & 
warrantees 

• Local community-relies on 
businesses for wealth creation 

• Investors-check the value of their 
investments 
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Handling Cash 

• To avoid losing money - cash receipts must be 
tracked 

• Safeguarding cash 

– Preventive internal control 

– Detective internal control 

– Corrective internal control 

• Handling a cash drawer 

– Daily/Weekly/Monthly Reconciling 
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Depositing and Transferring Funds 

• Making deposits 

– Endorsements 
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– Deposit forms 

– Lockboxes 
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Preparing Checks 

• Checks prepared individually 
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• Computer generated checks 

• Special checks 
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Transferring Funds Electronically 

•  Electronic funds transfer 
– The use of a computer network to transfer 

funds from one party to another 

• Deposits 
– Payroll 

– Government payments 

• Payments 
– Single use 

– Regular withdrawals to pay bills 
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Chapter 7 

Reconciling a Bank Account 

• Purposes of a bank reconciliation 

– Verify deposits and cleared checks  

– Identify outstanding checks and bank charges 

– Determine the cash balance 

• Bank statement and company records 

• Steps in preparing a reconciliation 
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This reconciliation shows 
five outstanding checks. 
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Technology Connection 

• Electronic check processing 

– A machine electronically scans checks 

– The file is transmitted to a check processing 
company 

– The data then travels through an electronic 
network for financial transactions 

– At the appropriate banks, accounts are increased 
or decreased 
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Employee Payment Plans 

• Salary and wages 

– Gross pay 

– Deductions 

– Net pay 

– Overtime 

• Commission and other plans 
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Employee Benefits 

• Paid time off 

– Holidays and 
vacation days 

– Sick days 

• Group insurance 

– Health, life, and 
disability insurance 

– COBRA 

 

• Retirement plans 

– Defined benefit 
pension plans 

– 401(k) and 403(b) 
plans 

• Other benefits 
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Focus on Business 

• IRA 

– Stands for individual retirement arrangement 

– Offered by banks, investment firms, and other 
financial institutions 

– A personal savings plan that is not sponsored by 
an employer 

• Traditional IRAs 

• Roth IRAs 
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Payroll 

• The amount of salary, wages, or other 
payments for work due to employees 

• Payroll tasks 

– Calculating deductions and changes in salary, 
commissions, or overtime 

– Updating attendance and paid leave data 

– Processing payments 

– Creating tax reports 
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Chapter 7 

Deductions from Earnings 

• Deductions required by law 

– Federal income taxes 

– Social Security and Medicare deductions 

– State or local income taxes 

• Voluntary deductions 

– Health insurance and retirement plans 

– Charitable donations and other items 
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Payroll Records 

• Employee earnings records 

– Earnings 

– Deductions and net pay 

• Wage and Tax Statements (W-2 form) 

• Payroll register 
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This earnings record 
shows payroll data for 
one employee. 

Back 
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This payroll register 
shows earnings data for 
several employees. 


