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General Comments

Allocations of certain expenses between manufacturing costs and administrative costs vary from company to company. To enhance uniformity in reporting, please use these guidelines when completing the Income Statement:

a.
Purchasing Costs are included in Cost Of Goods Sold, specifically in Indirect Factory Labor

b.
Accounting Costs are included in Selling, General & Administrative Expenses.

c.
Non-manufacturing Personnel Costs are included in Selling, General & Administrative Expenses.

Thus, purchasing salaries should be included in Indirect Labor under Cost of Goods Sold, while accounting and administrative salaries are reported in General Administrative & Clerical Salaries in S,G&A Payroll Expenses.

In small and mid-sized companies, some key employees devote a significant amount of time to more than one function. If, in your judgment, splitting certain employees’ compensation between two or more line items would improve the accuracy of your response, please make your best estimate.

Please enter "0" where the response is actually zero or none. Feel free to estimate; it is better to make an educated guess than to leave a field blank. Please DO NOT combine line items.

DEFINITIONS:

BALANCE SHEET (Question 15)
Assets
a. Cash & Marketable Securities: Cash, certificates of deposit, money-market funds, overnight loans, marketable securities and other short-term investments.

b. Accounts Receivable (trade): Amount due from customer sales, less reserve for bad debts. Notes receivable as a result of loans and advances to officers, employees or affiliated companies should be reported in All Other Noncurrent Assets.

c. Inventory: Raw materials, work-in-process and finished goods.

d. Other Current Assets: Include pre-paid items, cash value of life insurance and all other current assets not reported previously. Any amounts due as a result of loans to officers, employees or affiliated companies should be reported in All Other Noncurrent Assets.

e. Total Current Assets = Cash & Securities + Accounts Receivable + Inventory + Other Current Assets.

f. Fixed Assets – Original Value: Include the original cost of land, buildings, leasehold improvements, machinery, equipment, vehicles and all other fixed assets capitalized on the balance sheet.

g. Fixed Assets – Accumulated Depreciation: All accumulated depreciation applicable to the fixed assets reported above.

h. Net Fixed Assets: Original Value of Fixed Assets minus the Accumulated Depreciation of those capitalized fixed assets.

i. All Other Noncurrent Assets: Include long-term investments, patents, licenses, deposits, loans to affiliated companies, amounts due from officers and employees, goodwill, and all other noncurrent assets not reported above.

j. Total Assets = Total Current Assets + Net Fixed Assets + All Other Noncurrent Assets.

Liabilities And Net Worth
k. Accounts Payable (trade): Amounts due to suppliers and subcontractors within one year.  Trade notes payable beyond one year should be reported in Long Term Liabilities.

l. Notes Payable: Current maturities of long term debt; that portion of principal payments (on mortgages, term loans and other long-term borrowing) due within one year.  Also include amounts due under a revolving credit line, as well as short-term notes and any other forms of interest-bearing short-term debt.

m. Other Current Liabilities: Accrued expenses and all other current liabilities not reported previously.

n. Total Current Liabilities = Accounts Payable + Notes Payable + Other Current Liabilities.

o. Long Term Liabilities: All liabilities not due within one year.  Also include accumulated deferred taxes and investment tax credits.  The current portion (due within one year) of long term debt should be reported in Notes Payable.

p. Loans From Stockholders: Amounts invested in the company as a result of loans and advances from officers/stockholders.

q. Net Worth:  Owners’ equity in the company. In unincorporated businesses, net worth may be termed owner’s capital or partners’ capital accounts.  Corporations should include all shareholders’ equity accounts (common stock, preferred stock, paid-in capital and retained earnings, less cost of treasury stock, if any).  If reporting as a division or subsidiary, show net equity investment of the parent company in this division (the total of the control or capital account for the division or subsidiary) at the end of the year.

r. Total Liabilities & Net Worth = Total Current Liabilities + Long Term Liabilities + Loans from Stockholders + Net Worth. This sum must be equal to Total Assets.

DEFINITIONS:

INCOME STATEMENT (Question 16)
a. Net Sales: Sales revenue for the year, after deductions for returns, cash discounts & allowances.

Cost Of Goods Sold
b. Direct Materials: All purchased materials, including material bought for resale. Also include incoming freight for all such material.

c. Subcontracting: All production activities that are subcontracted out, including heat treating, finishing, etc.

d. Direct Labor: Wages for workers who are directly engaged in producing items for sale (i.e., machine operators). Treat machine set-up costs and heat treating labor as direct labor.  Wages include straight time, overtime, and shift premiums.

e. Indirect Factory Labor: Wages for workers engaged in service operations such as material move men, tool room labor, project management, purchasing, shipping & receiving, etc.  This account should include only factory labor; exclude supervision. Also, do not include machinery or building maintenance labor.
f. Production & Application Engineering Wages, Salaries & Bonuses: Include the wages and salaries, plus bonuses and other incentive compensation, for production and application engineers. Salaries for research and development engineers should be reported below in G & A Payroll Expenses.

g. Plant Supervision Wages and Salaries: Include all individuals in the factory who have the right to hire, fire, discipline and assign hourly rated or equivalent factory personnel. Factory supervision excludes plant operating personnel in the bargaining unit or equivalent. Employees with such titles as Vice President of Manufacturing, Assistant Foreman, General Foreman, Plant Superintendent, and Production Manager should be reported on this line. Also include clerks, stenographers and other office workers assigned to the factory. In addition to regular earnings, overtime premium (if any), bonuses and other incentive compensation of factory supervision and factory office personnel should be reported on this line.

h. Quality Assurance Wages & Salaries: Includes the wages and salaries, plus bonuses and other incentive compensation, for all individuals involved in quality assurance, including the Director of Quality Control as well as inspectors, etc.

i. Plant Payroll Taxes, Group Insurance, Fringe Benefits: Include FICA, Workers’ Compensation, and all other governmentally required benefits, as well as group medical insurance, group life insurance, pension and profit-sharing contributions, vacation pay and other benefits for manufacturing employees.

j. Shop Supplies: All factory supplies not found in or on the product, for example, oil, grease, cutting fluids, rags, gloves, clothing, etc.

k. Perishable Tools: Materials and maintenance costs of tools, dies, jigs, fixtures, and patterns that are normally expensed. Also include depreciation and amortization of any such items that are capitalized by your company.

l. Utilities: Cost of heat, light, power, water and other utilities related to manufacturing.

m. Plant Repairs and Maintenance: Labor (including maintenance supervision), materials and supplies used in factory maintenance work covering machinery, buildings and grounds.
n. Insurance: Business liability, casualty, real estate and equipment, not group insurance.

o. Depreciation: Depreciation charges for all buildings, equipment & vehicles used in manufacturing.

p. All Other Manufacturing Expenses: All other manufacturing related costs not specified above.

q. Total Cost Of Goods Sold: Total of all categories described in lines b. through p.

r. Gross Profit = Net Sales minus Total Cost Of Goods Sold.

Selling Expenses
s. Sales Salaries, Commissions & Bonuses: All compensation – salaries, commissions, bonuses and/or other incentives – paid to salesmen who directly contact customers, plus all or a proportionate amount of the compensation of any district or regional managers whose prime responsibility is direct selling. Also include sales service and estimating employees, all sales and marketing executives, sales supervisors, sales administrative personnel, sales office personnel and personnel in market research, forecasting and product planning. Do not include payroll taxes or fringe benefits.
t. Plant Payroll Taxes, Group Insurance, Fringe Benefits – Sales & Marketing: Include FICA, Workers’ Compensation, and all other governmentally required benefits, as well as group medical insurance, group life insurance, pension and profit-sharing contributions, vacation pay and other benefits for sales & marketing employees.

u. Commissions Paid (Outside Distributors/Representatives): All commissions paid to outside sales representatives, agencies, agents and others not on the company payroll.

v. Travel & Entertainment: All transportation costs (airline and train travel, taxicab, car rentals, leased automobiles and aircraft, as well as depreciation and operating costs for company-owned automobiles and aircraft), lodging, meals and incidental expenses for sales-related activities.

w. Advertising & Promotion: All advertising and sales promotional expense, such as media advertising, catalogs, price lists, brochures, facilities lists, exhibits & any other sales promotional activities.

x. All Other Operating Expenses: Include sales and marketing office expense, depreciation of office equipment, telephone and any other operating expense not included above. Policy price adjustments for warranty problems should also be reported on this line.

y. Total Selling Expenses: This is the total of all categories described in lines s. through x.

General & Administrative Expenses
z. Management Salaries & Bonuses: Salaries, bonuses and other compensation paid to a proprietor, partners, the company President, General Manager, Executive Vice President, Chief Financial Officer, Director of Human Resources and any other executive and management personnel not reported in manufacturing cost, selling and marketing expense, or research and development and product design expense. NOTE: If the compensation of a proprietor or partners is taken out of net profit, please allocate a reasonable amount for the managerial services rendered and report that amount on this line. Adjust total expenses and net profit accordingly. If reporting as a Subchapter S corporation, please exclude the amount of owners’/officers’ compensation actually attributable to taxes on corporate earnings. Adjust total expenses, pre-tax profit, income tax, and after-tax profit accordingly.

aa. General Administrative & Clerical Salaries, Wages & Bonuses: Total compensation for all general administrative employees, including accounting and other administrative personnel not specifically mentioned above. 

ab. Plant Payroll Taxes, Group Insurance, Fringe Benefits – Administration: Include FICA, Workers’ Compensation, and all other governmentally required benefits, as well as group medical insurance, group life insurance, pension and profit-sharing contributions, vacation pay and other benefits for executive, management, office and clerical employees.

ac. Professional Services: Legal, auditing, actuarial and other contracted consulting and professional services, except patent attorney fees.

ad. Bad Debt Losses: All write-offs of bad debt and allowance for bad debts made during the year.

ae. All Other Operating Expenses: Include sales and marketing office expense, depreciation of office equipment, telephone and any other operating expense not included above. Policy price adjustments for warranty problems should also be reported on this line.

af. Total General & Administrative Expenses: Total of all categories described in lines z. through ee.
ag. Total S, G & A Expenses = Total Selling Expenses + Total General & Administrative Expenses.

ah. Operating Profit = Gross Profit minus Total S, G & A Expenses.

ai. Other Income: All income generated from interest on short-term and long-term investments and from trade financing, royalty income, gain on disposal of capital assets, and other income not directly attributable to gear manufacturing operations.

aj. Interest Expense: All costs of borrowing money, such as interest paid to banks or to holders of corporate bonds.

ak. Other Non-Operating Expenses: Costs, such as loss on disposal of capital assets, which are not directly related to gear manufacturing operations. Extraordinary expense, such as a major plant reconfiguration, should also be included.

al. Profit Before Taxes = Operating Profit + Other Income – Interest – Other Non-Operating Expenses.

am. Income Taxes (Local, State, & Federal): Income taxes applicable to Profit Before Taxes reported above. Operating divisions whose results are consolidated for tax reporting purposes should estimate the taxes due for their operation, based on the federal corporation income tax formula for an individual company. Proprietorships and partnerships should estimate applicable taxes on a similar basis. Subchapter S corporations should estimate income taxes on a similar basis and adjust management compensation accordingly.

an. Net Profit After Taxes = Profit Before Taxes minus Income Taxes.  This item represents total net income before dividend payments.
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