Preparing a Financial Statement: Analysis
Leila Ertel

1

Each of the financial statements attached provides different information. Balance sheets describe assets and liabilities, income/activity statements describe revenues and expenses and the cash flow statement keeps track of depreciation and reconciles accrual accounting back to cash on hand. When viewing all of these financial statements along with the accompanying journal entries, one can make a lot of conclusions about the financial status of the organization or agency.

The balance sheet is a summary of assets and liabilities. It is called a balance sheet because assets must balance with liabilities (A= L+OE). In this case, the beginning balance sheet provides information as of January 1, 2006 and the end balance sheet provides information as of June 30, 2006. By comparing the two you can see that owner equity has increased by $19,340 indicating an increase in the portion of assets actually owned by the organization. Unfortunately, without know what kind of organization this is or what they do; it is hard to say whether this is enough profit to expand services. Still, since the net income would be $38,680 per year, it does seem as though that should be enough to make a small expansion of services (if this occurs over a couple of years). It appears that while the organization has fairly diversified assets (vans, prepaid insurance, pledges received, cash and inventory), it does not have a lot of liabilities, only lease payable and accounts payable. (Finkler, 2005, Chapter 8)

The income or activity statement describes the increase or decrease in net assets by subtracting expenses from revenues. In this case, the organization experienced an increase in net income. This is because there were more pledges received and client fees than there were expenses such as payroll, lease payments, and depreciation expenses. This indicates that the organization is doing well for the six months during this observation. However, we cannot make a long-term conclusion on the profitability of this agency because we do not have information spanning even one full year. For instance, this organization could receive all of its donations at the beginning of the year but have the same expenses all year. If that were the case, this organization would still have a $9,500 net income for the year. While it is a positive number it is still a much smaller profit than if the six month income statement was an accurate view of the entire year. (Finkler, 2005, Chapter 9)

The statement of cash flows is concerned with the viability of an organization and looks at how we get from net income to our current cash position. It asks how money is spent and where it came from to begin with. Unfortunately, while the statement of cash flows is primarily interested in both the long-term and short-term viability of an organization, we only have enough information to analyze six months. Therefore, we can say that this organization viable in short-term and has enough cash to meet any short-term obligations but would need more information to make a statement of long-term viability. It is also important to note that although the organization was profitable during this six month period, it is not necessarily feasible for them to expand services and such an action must be taken only after careful consideration. (Finkler, 2005, Chapter 9)

Works Cited
Finkler, S. (2005). Financial Management for Public Health, and Not-for-Profit 

          Organizations. Upper Saddle River: New Jersey.

