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Many expenses are a combination of payments and invoices or charges not
yet paid (accounts payable).

e Depreciation and amortization are never a cash expense.

Assets, Liabilities, and Equity

The money illusion may affect balance sheet accounts as well. The accounts receiv-
able shown on a balance sheet may not be 100 percent collectible. The allow-
ance for doubtful accounts (potential bad debts) is an estimate. Also, the amount
shown for land, buildings, and other assets may not represent the true cash value
of these items.

Even the Cash account may not represent the potential cash position. Cash
might be inflated because the payment of accounts payable and other liabilities
has been deferred. Cash might be understated because short-term investments can
always be sold to bolster the cash vOm:.wo:. goﬁmn consideration is that the cash
position of a company does not reflect :m.voﬁ.oﬁ_bm power.

The equity section of a balance sheet is composed of cumulative net income of
the present and the past, which does not relate to cash. The stock issued amounts
relate to the original issue date and amount; those funds have long been spent.
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Exhibit 4.

Statement of Cash Flows

net result of cash receipts minus cash payments. If cash receipts exceed cash pay-
ments, the cash flow is positive, also called a cash inflow, meaning cash has been

* Operating Activities
®* Investing Activities
*  Financing Activities
The ending cash shown on the SCF must reconcile with the cash shown on the

balance sheet. Note that the ending cash of $34,9Q0 on the SCF in Exhibit 7 is equal
to the cash amount on the balance sheet in Exhibit 6.

Operating Activities : h used
The OPerating activities section shows either the cash provided or cas

om the pr imary day-to-day operating activity of a busimijssér(f:lc: :a;':sstg;xg;ti,
the Primary day-to-day operating activity is cash generate
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Exhibit 3 Statement of Owner’s Equity for a Proprietorship

Xeg g -
\0ga St Deb;s ?teakhouse ' "
: ment of Owner’s Equj
ed, For the Year Endeg Decembe? 3%’ 20X2
' Deb Barry, Capital—January 1, 20x2
Add Owner’s Investments during the year L '008
: Add Net Income for the year e
e 155 Vi nded December 31, 20X2 37,000
ot Less Withdrawals during the year 1;(8)’000
5 Deb Barry, Capital—December 31, 20X2 $ 98 goog
Notes: :
F 1. The net income figure is from the Statement of Income illustrated in Exhibit 1
( 2. The ending capital amount is transferred to the Bal i ;
] e ey alance Sheet illustrated
|

I
" Exhibit 4  Statement of Retained Earnings for a Corporation

‘ Deb’s Steakhouse, Inc.
: Statement of Retained Earnings
For the Year Ended December 31, 20X2

 Retained Earnings, January 1, 20X2 $43,000
~ Add Net Income for the year ended December 31, 20X2 15,000
- Less Dividends Declared during the year 2
| A a N9 L0y $58,000

*®tained Earnings, December 31, 20X2

tatement of Income illustrated in Exhibit 2.
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| This difference can be accounted for as follows:
Owner'ssalary Ay
Owner’s fringe benefits ke o
Total |

i e

Fixed Charges

The fixed charges section of the statement of incorr}e includes rent, Propery
property insurance, interest expense, and depreciation, Fixed charges \
expenses that are incurred regardless of whether the business s Open gr g,
and they remain relatively constant even with changes in sajes volume,

Income Before Income Taxes

For a corporation, fixed charges are subtracted from income before fiyed
nee :

: emen? Of Income reveals the net income (0f lo&?opﬂ
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- odit Card Fees. This item includes the. K

for central billing and collection of credit card accounts,
ating Supplies. This item represents supplies that have

not includable as inventory. These include cll;gning, pap;gﬁt“ :f:ldba:rds:rpe-

lies. The statements of income for Deb’s Steakhouse list_dpeféti;lg Supplies as

a single line item. However, large operations may list the categories i
supplies separately on the statement of income. . e e

Advertising. Markfzting is th_e more general term used to describe the varied
expenses incu}'red in pro.motmg a restaurant operation to the public. Items listed
under marketing vary with the needs and requirements of individual properties.
Deb’s Steakhouse is a small operation, so its marketing expenses consistently
include only advertising costs such as newspaper ads, circulars, and brochures.
Therefore, it is more appropriate and informative for that operation to list Adver-
tising instead of marketing as the operating expense item on the statement of
income. Large restaurant operations, on the other hand, may incur significant mar-
keting expenses in such areas as sales, advertising, and public relations. It would
be appropriate for these properties to list the term Marketing as a direct expense
line item on the statement of income.

Utilities. This line item includes the cost of electricity, fuel, water, ice and refrig:
eration supplies, waste removal, and engineer’s supplies. Note, however, that the
Utilities item does not include fuel used for cooking purposes. The cost of energy
used for cooking purposes appears as a separate line item. If electricity or gas i
used as kitchen fuel and for heating and lighting, it is necessary to use meter read
ings or to estimate usage to isolate kitchen fuel expense.

Repairs and Maintenance. This line item includes the cost of plastering, painting
decorating, repairing dining room furniture and kitchen equipment, plumbin,
and heating repairs, and other maintenance and repair expenses.

Income Before Fixed Charges and Income Taxes

The figure for income before fixed charges and income taxes is used to measur
the success of operations and the effectiveness and efficiency of managemen
Therefore, this section of the statement of income is extremely important to mar
agement. This figure is calculated by subtracting total operating expenses from tt
gross profit figure. : A
Note in Exhibit 1 that, for a proprietorship form of business organizatio
this section of the statement of income reads as “Income Before Fixed Ch?rges
Income taxes are not mentioned because a proprietorship do?s not pay incon
taxes—the owner does. A proprietorship’s business income is reported on ti

OWner’s personal income tax return. :
. The difference between the proprietors
{icome taxes (IBIT) is as follows:

hip and corporation income befo
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Net Income (or Loss)

The following sections discuss these categories in some detail and provide a
brief explanation of the line items appearing within them. Exhibits 1 and 2 point
out the differences between statements of income prepared for proprietorships
and those prepared for corporations.

Revenue

Revenue results when products and services are sold to guests. The total revenue
figure on the statement of income indicates the actual dollar amount that guests
have been billed for products and services offered by the hospitality property.
Revenue is not income. Revenue appears at the top of the statement of income;
net income (or loss) appears at the bottom. Income results when total revenue
exceeds total expenses. A loss results when total expenses exceed total revenue.
Exhibits 1 and 2 show the total revenue figure for Deb’s Steakhouse at $170,000.
Note that revenue generated by food sales ($120,000) is listed separately from rev-
enue generated by beverage sales ($50,000). Distinguishing the major sources of
revenue allows management to identify the separate contributions of the food
operation and the beverage operation to the establishment’s total gross profit.

Cost of Sales

The cost of sales section of the statement of income shows the cost of merchan-
dise used in the selling process; it does not contain any cost for labor or employee
meals. Since the revenue appearing on the income statement for Deb’s Steak-

house resulted from sales of food and beverages to guests, the cost of sales figure
($53,000) represents the cost of food and beverage merchandise served to guests. Cost of

sales can also be called cost of goods sold.

Gross Profit

Gross profit is calculated by subtracting cos
Gross profit is sometimes referred to as g70ss

t of sales from net revenue (net sales).
margin or gross margin on sales.

Gross profit is an intermediate income amount from which operating expenses

and fixed charges are deducted to arrive
enough to cover all of these expenses f

at net income. Gross profit must be large
r the business to earn a net income.
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It is customary for companies whose stock is publicly traded to issue an elegz
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