Lecture #14
November 25th, 2016

Finance Defined

Finance – Science of the MANAGEMENT of money and other assets.

Financial management 
· “Conducting all financial matters of the organization in a way that ensures that funds are used in a proper and efficient manner.”

Financial Reporting (derived from the accounts)
· Used to provide the most useful financial information for decision making
· Management… financial accounting

Relating this to class – Financing

· Step 1 in financial management is to figure out how to FINANCE the organization
· We’ve considered
· External
· Internal

One way to manage… and/or to understand financing

· Look at all the financials
· Different language with NPOs

Balance Sheet

· A balance sheet generally contains the following standard classifications
· Assets:
· Current assets
· Long-term investments
· Property, plant, and equipment
· Intangible assets
· Liabilities:
· Current liabilities
· Long term liabilities 
· Shareholders equity:
· Share capital
· Retained earnings

· Assets = Liabilities + shareholders equity


Financial statements

· Liquidity, profitability, growth and financing
· How flexible or liquid is the organization?
· How profitable is the organization?
· What are the growth rate and growth potential of this organization?
· How is the business financed?

Financial statements continued
· Interesting way to think about the financial statements is the way they are articulated.
· When financial statements are put together they tell a story about the business

Profit and Loss planner is used to:

· Asses managements financial abilities
· Asses OPERATING performance
· Make comparisons year to year
· Make comparisons with competitors

Ascertain

· Revenues

· Primary activities
· Operating revenues

· Secondary activities
· Non-operating revenues

Expenditures

· Sales and marketing
· Advertising
· Telemarketing
· Tradeshows
· After Sales 
· Buyer research
· Web management

· Research and Development
·  Innovation
· Testing
· Experimentation

· General and Administrative
· HR 
· Executive salaries
· Accounting department
· Stationary


Profitability Ratios

· Measures ‘profit’ derived from sales
· Also considers whether business is covering costs and making an acceptable profit
· BEST to compare YOUR results year to year (YOY)

(Posted slide on Sakai) Lets look at:

· Is the organization making money at the base level? On the product or service being sold??

· Gross margin = gross profit/net sales or revenue = 90,000/187,000 = 48.12%

· Is the org making money at an operational level? After factoring office expenses?

· Operating margin = operating income/net sales or revenues = 72,000/187,000 = 38.5%

· Is org making money at bottom line? How much income is generated for each dollar of revenue?

· Slight problem with this case…
· We can’t look at the NET PROFIT MARGIN because? WHY???
· Haven’t paid taxes
· [bookmark: _GoBack]So: Net profit margin = net income/net sales or revenue = 57,600/187,000 = 30.8%
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