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Preface to the Fourth Edition

This book, along with its precusor Managers” Guide to Accounting
and Finance, is 25 years old. Its longevity and popularity may be
attributed to a growing number of readers who have found it
useful, relevant, and readable.

Do you know how to do the following:

Analyse financial statements

Prepare financial forecasts

Estimate the cost of a product

Conduct break-even analysis

Evaluate various alternatives relating to an operating deci-
sion

Develop a budget

Measure business performance

Evaluate a capital budgeting proposal

Determine the appropriate financing mix

Assess the financial impact of changing credit policies
Monitor the debtors position

Evaluate an acquisition target

Manage foreign exchange exposure

Diagnose the levers of value creation

These are some of the important topics covered in this book.
“Almost everything in business eventually boils down to the ru-
pee sign”, so the adage goes. Hence, irrespective of what your
primary area of work is, you need a basic grounding in finance
and accounting.

This book will help you to:

e Understand the financial and accounting reports used in

business

e Appreciate the financial implications of your decision, and

e Communicate meaningfully with your colleagues in the

language of accounting and finance.

This book will thus hone your finance sense which is essential
for your professional or business success. It is divided into five
parts which cover key areas of finance and accounting. A brief
description of these parts is as follows:



viii Preface to the Fourth Edition

Part One provides a firm grounding in financial statements, finan-
cial statement analysis, accounting mechanics, and financial fore-
casting.

Part Two discusses the key concepts, tools, and systems of cost
accounting, budgeting, managerial decision making, and cost
management.

Part Three presents an overview of the financial system, dwells on
the ideas of compounding and discounting, and introduces the
basic risk-return tradeoff in finances.

Part Four covers the key areas of financial management such as
capital budgeting, financing strategy, sources of finance, and
working capital management.

Part Five explores special topics like mergers, acquisitions, and
restructuring, international finance, and value-based manage-
ment. In addition, it provides a primer on macroeconomics.

Changes in the Fourth Edition

Enthused by the encouraging response to the third edition, I
added new material to enrich the book. More specifically, the fol-
lowing enchancements have been made:

e Two new chapters have been added:

e Chapter 8 : Cost Management

e Chapter 20 : Business Performance Measurement
e Five new sections have been added:
Section 1.9 : Financial Statements in the US
Section 2.4 : Standardised Financial Statements
Section 6.3 : Contribution Margin

Section 7.10 : Becoming Budget Savvy
Section 18.2 : Multinational Corporations

In addition, a number of revisions have been made in various
chapters.

Due to the above enhancements, I believe that this book is an
improvement over its predecessor.

I earnestly solicit suggestions and comments from the readers
of the book for improving the next edition.

PrASANNA CHANDRA
chandra@cfm-india.com
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CHAPTER

Financial Statements

Managers, shareholders, creditors, employees, suppliers, lend-
ers, business partners, tax authorities, regulators, and other
interested groups seek answers to the following important ques-
tions about a firm:

o What is the financial position of the firm at a given point of time?

e How has the firm performed financially over a given period of time?

o What have been the sources and uses of cash over a given period of
time?

To answer the above questions, the accountant prepares three
statements, the balance sheet, the profit and loss account, and the
cash flow statement. The balance sheet shows the financial position
(or condition) of the firm at a given point of time. It provides a
snapshot and may be regarded as a static picture. The profit and
loss account reflects the performance of the firm over a period of
time. Finally, the cash flow statement displays the sources and uses
of cash during the period.

Usually a firm has to prepare two sets of statements, one for fi-
nancial reporting and the other for tax purposes. The statements
meant for financial reporting are found in the annual report and
are public; the statements for tax purposes are not public. This
chapter discusses the former, not the latter.

This chapter provides a primer on financial statements. It is
divided into nine sections as follows:

e Overview of business activities

e Basic concepts underlying financial accounting.
e How the accounting model works



