Overview: WWA Financial Statements

The Basics

If you can read a nutrition label or a baseball box score, you can learn to read basic financial
statements. If you can follow a recipe or apply for a loan, you can learn basic accounting. The
basics aren’t difficult and they aren’t rocket science.

This handout is designed to help you gain a basic understanding of how to read WWA's
financial statements. It will not train you to be an accountant but it should give you the
confidence to be able to look at a set of financial statements and make sense of them.

“Show me the money!”

You may remember Cuba Gooding Jr.’s line from the movie Jerry Maguire, “Show me the
money!” Well, that’s what financial statements do. They show you the money. They show you
where WWA’s money came from, where it went, and where it is now.

There are three main financial statements. They are: (1) balance sheets; (2) income
statements; (3) cash flow statements.
e Balance sheets show what WWA owns and what it owes at a fixed point in time.
¢ Income statements show how much money WWA made and spent over a period of
time.
e C(Cash flow statements show the exchange of money between WWA and the outside
world also over a period of time.
Let’s look at each of the three financial statements in more detail.

Balance Sheet

A balance sheet provides detailed information about a
company’s assets, liabilities and business equity. Below is a sample of WWA'’s Balance sheet.

e Assets are things that WWA owns that have value. This typically means they can either
be sold or used by WWA (or its chapters) to provide services or host fundraising
events, frequently for generating revenue or conducting its mission. Cash itself is an
asset to WWA, whether it is held by the chapters, or by the state level. Assets include
physical property, such as equipment and inventory. It also includes things that can’t
be touched but nevertheless exist and have value, like money that is owed to WWA,
such as Accounts Receivable. Real estate (e.g., Abrams) is a Fixed Asset. Some assets
are “restricted” to only be used for a specific purpose (such as AWA, or Abrams) or
because we know we have upcoming expenses to be paid with this monies (such as
buying guns/prizes to fulfill our obligations to the calendar winners).
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e Liabilities are amounts of money that WWA owes to others. This can include all kinds
of obligations, like money we owe to a supplier, rent for use of storage lockers, money
owed to suppliers for inventory we've already received, or to account for the online
credit card monies owed to the chapters for their events. Liabilities also include
payroll WWA owes to HRP, or taxes owed to the government. Liabilities also include
obligations to provide goods or services to customers in the future (such as calendar

prizes).

e Equity is sometimes called capital or net worth. It's the money that would be left if
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WWA sold all of its assets

and paid off all of its
liabilities. This leftover
money belongs to the
shareholders, or the
owners, of the WWA. It’s
interesting to think who
that might be... (in a non-
profit like WWA, such a
concept has less meaning
than in a for-profit
organization, which has
Owners and
Shareholders).

Liabilities & Equity are
lumped together on the
balance sheet because
their combined total
should equal the total
assets of WWA at any
given moment, as
described below:

The following formula summarizes what a balance sheet shows:

ASSETS = LIABILITIES + EQUITY

A company's assets have to equal, or "balance," the sum of its liabilities and
shareholders' equity.

WWA'’s balance sheet is set up like the basic accounting equation shown above. On the top of
our balance sheet, WWA list our assets. On the bottom, we list liabilities and equity.
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A little more detail:
Assets are generally listed based on how quickly they will be converted into cash.

e Current assets are things a company expects to convert to cash within one year. Cash is
already “converted” and is listed first. A better example is inventory. Broadly, WWA
expects to sell our inventory for cash within one year. _“State Unrestricted” money is
generally the cash we have sitting in the bank that is immediately available for use.

o Fixed assets are those assets used to operate our “business” but that are not available
for immediate sale, such as the Abrams property, office furniture and trailers, etc.

e “Depreciation” is an accounting tool to spread the initial cost of an asset over a certain
period of time to reflect the loss in value of that asset, over time, as its useful life is
shortened by that use. (It can be a confusing topic that goes beyond the scope of this
document)

e Other assets are primarily our endowment funds.

Liabilities are generally listed based on their due dates. Liabilities are said to be
either current or long-term.
e Current liabilities are obligations a WWA expects to pay off within the year.
o Accounts Payable - what have we been invoiced but nit yet paid off
o Accrued Liabilities - primarily the expected purchases necessary to fulfill our
Calendar purchase
o Deferred Chapter Bank Accounts and Chapter Credit cards reflect the funds
necessary to reconcile chapter accounting.
o Other Liabilities -

Equity is the financial value of WWA considering what it has for Assets, less what it has in
Liabilities. Again. If we were to liquidate everything WWA owns (Assets), and then pay off our
bills (Liabilities), Equity is what we’d be left with. So a good check is to compare Assets with
Liabilities plus Equity--they should match. Back to the equation above:

Assets = Liabilities + Equity

A balance sheet shows a snapshot of WWA assets, liabilities and equity for a given moment in
time, at the end of the reporting period. It does not show the flows into and out of the
accounts during the period. For that, we look to the Income Statement, sometimes referred to
as a “P&L” (profit and loss).

Income Statement

An income statement is a report that shows how much revenue WWA earned over a specific
time period (either a month, or a year, or year-to-date—sometimes all three). An income
statement also shows our costs and expenses associated with earning that revenue. The literal
“bottom line” of the statement usually shows WWA'’s net earnings or losses. This tells you how
much the WWA earned or lost over the period.

To understand how income statements are set up, think of them as a set of stairs. You start at
the top with the total amount of sales made during the accounting period. Then you go down,
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one step at a time. At each step, you make a deduction for certain costs or other operating
expenses associated with earning the revenue. At the bottom of the stairs, after deducting all
of the expenses, you learn how much WWA actually earned or lost during the accounting
period. This is called “the bottom line.”

Below is a sample of WWA'’s Income Statement, or “P&L”. It shows the current month'’s
results on the left (Dec 2018) and “Year-to-date” on the right. On both sides, it compares
actual financial performance with the budget that was approved at the beginning of the fiscal
year of 2018. For each of these periods (Month, and year-to-date) it shows the variance (the
difference) between What was expected, and What actually happened. [It is useful to look
down this “variance” column for large numbers (especially on a percentage basis). Large
differences beg questions about what happened, and what that means for the future financial
considerations.]
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with grants (x2).

The next set of lines is money WWA (or its chapters) spent to directly generate the
Gross Sales numbers above. These are the Cost of Sales (COS) for chapter events and
state events.

When you subtract the COS from the Gross Revenues, you are left with Gross Profit.
It's considered “gross” because there are certain expenses that haven’t been deducted
from it yet.

The next section deals with operating expenses. These are expenses that go toward
supporting a company’s (i.e., WWA'’s) operations for a given period - for example,
salaries of administrative personnel and costs of delivering services. WWA breaks
those costs down into Development (fundraising), Program Services (Habitat
restoration, education, and on-the-ground type work) and Administrative costs.
Finally, the “Bottom line”—what’s left over after deducting Operating Expenses from
Gross Profit—we call it Net Income. In a business, Taxes and any Interest expenses
would be subtracted from this, but WWA, as a non-profit, and with no loans, does not
have either of these.

Hopefully, there is a positive Net Income (can be thought of as ‘profit”), but there can also
be an “operating loss”. Unlike a business with shareholders who seek to benefit from the
company’s profits (that is, receive their share of the profit), non-profits like WWA tend to
roll their net income back into the delivery of services and goods.

Cash Flow Statement

Cash flow statements report WWA's inflows and outflows of cash. This is important because
we need to have enough cash on hand to pay expenses and purchase assets (like inventory) at
the moment we need to pay the bills. While an income statement can tell you whether WWA
made a profit over a period of time, a cash flow statement can tell you whether we generated
cash in a timely way to be able to pay our bills.
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WWA'’s balance sheet and income statement.

Specifically, WWA's cash flow statement compares the Net Income line from our income
statement (at the top of the Cash flow statement), with the change in Current Assets drawn
from our balance sheet, to determine whether we had a net increase or decrease in our “cash
position”. The term “working capital” essentially refers to the assets and liabilities brought
over from the Balance Sheet. By considering the changes in current assets & current
liabilities over the period, with the monies held in our banking account at the beginning of the
period, we determine whether WWA has enough monies to pay its bills.

Developing WWA’s annual Budget

Just like you may prepare a weekly, or monthly or annual budget for your household, WWA
prepares an annual budget for the organization. This allows us to set goals for revenues (such
as chapter goals) and manage expenses (such as salaries or contributing to habitat projects).

Generally, the annual budget process involves the staff and Board leadership reviewing the
financial results of the previous year, and making broad assumptions about the financial
impacts of the coming year’s activities, both in revenue and expenses. The resulting budget is
presented the form of a projected—or forecasted— income statement for the year. This
budget should be reviewed and approved by the Board of Directors, as it has significant
strategic implications for WWA, such as where to make investments (staff, projects) and
where there are financial risks to WWA (such as chapter and grant revenue).

For the most part, WWA has taken a conservative approach in its budgeting. This year (in the
absence of a staff Executive Director), the President and Administrative Director considered
the 2018 net revenues generated by the chapters, projected the revenues from grant activities
and considered the expected costs for the organization.
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amounts needed to achieve the event goal and the event super goal. It concludes by showing
what was produced by the event last year, and the date it is scheduled for this year (if it
known).

The “2019 Budget” numbers are then imported into the Income statement format for the
budget, and expenses are estimated to round out the budgeting process. The 2019 budget is
shown on the next page. This document shows what WWA hopes will be the income
statement for the end of the year 2019. Actually, this would be a relatively conservative
budget—we hope that we'll have a better Net Income than that document reflects: by
achieving event Goals, or even, Super Goals, while containing annual operating expenses.
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