How to Tell If Your Financial Statements are Wrong - In as Little as 60 Seconds

By: Ruth King

Grab your latest financial statements (Balance Sheet and Profit and Loss Statement).

Then answer these 10 questions:
1. Are you on an accrual basis?

This means you see accounts receivable, accounts payable, and inventory (if you have
inventory) on your balance sheet. QuickBooks tells you whether the statement is
printed on a cash or an accrual basis in the upper left hand corner. If you are not using
QuickBooks or if you don’t see accounts receivable, accounts payable or inventory on
your balance sheet, your financial statements are probably not accurate - from an
operations basis (they may be from a tax basis - but the IRS doesn't run your business
on a day to day basis). Accrual accounting is critical for good financial analysis and

spotting minor issues before they become major crises.

2. Does your balance sheet balance?

Assets should balance liabilities plus net worth (or equity). If it doesn’t, then someone
is not putting entries into your accounting system properly or QuickBooks needs to be

rebalanced (you usually get a notice that it is not in balance).

3. Do you have negative cash on your balance sheet?

You can't have negative cash in your checking account - the bank would charge you
large fees and close your account. More than likely you have a lazy bookkeeper who
prints out all the checks at once and sends them out when there is money to pay the

bills. Don't print checks unless you have money in the bank to cover them.
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4. Is your inventory (if you have it) the same number every month or is it not on the
balance sheet?

The likelihood that inventory is the same value each month is likelihood of winning the
lottery. Inventory changes every day depending on the materials ordered and the

materials used to produce products and services.

5. Do you have negative payroll taxes on your balance sheet?

The IRS more than likely doesn't owe you money. Your state revenue department more
than likely doesn't owe you money. This is a bookkeeping error. Get the accounting for

your payroll expenses correct. It affects your entire financial statement.

6. Do you have negative loan balances on your balance sheet?

The bank doesn't owe you money for your loan payments. Again, a bookkeeping error.
This usually happens when the entire loan payment is deducted from the loan balance.
Part of the payment is principal and part is interest expense. Make sure the interest
expense shows up on your P&L and the principle reduction is shown on your balance

sheet.

7. Do you have a negative gross profit on your Profit and Loss statement?

Gross profit is sales minus cost of goods sold. Unless you knowingly have a loss leader
like some supermarket sales that lure you in to the store by, for example, selling a

gallon of milk for $1, you don't purchase a part for $10 and sell it for $8.

The only time this might happen, and it is rare, is when all you do in a month is
warranty work. Then you have almost no revenue and large costs for providing the

warranty to your customers.
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8. Do you have no rent expense (or utility expense or any expenses that you know

you pay every month)?

Make sure these bills are recorded each month. You have to pay your rent every month

or your landlord will kick you out of your office.

9. Is your net profit on your profit and loss statement the same as your current

retained earnings on your balance sheet?

If not, then you have a problem. The net profit on your P&L should be exactly the same
as the current retained earnings on your balance sheet. If it isn’t then someone is

probably making journal entries that should not be made.

10. Do your aged accounts receivable and aged accounts payable balance reports

match the values shown on your balance sheet?

They should match exactly. If they don’t then someone is putting journal entries into

the system to cause the imbalance. Find out why.

In less than two minutes you can find the answers to these questions. Start here. You'll
make better business decisions and spot minor problems before they become major

crises.
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Need more help?

Invest in my books: The Courage to be Profitable: Get and Stay Profitable in Less than 30
Minutes a Month https://amzn.to/3sbLloj

Profit or Wealth? Simple Rules for Sustainable Business Growth https://amzn.to/3ACe]gM

Or take these classes:

e DPrice for Profit (on-line) https://gavt6le2.pages.infusionsoft.net/

e Make Your Financial Statements Fun and Sexy (on-line)

https://kevo2jfo.pages.infusionsoft.net/

e Building Profit and Wealth (classroom) https://hyf9eql7.pages.infusionsoft.net/

Why is Ruth King qualified to write this report?

For the past 30+ years Ruth has been instrumental in helping businesses grow profitably
through consulting, speaking, training, books, and Operations Manuals. Her book, The
Courage to be Profitable, is a #1 best seller and was recognized as one of the 37 books all
start-ups should read (joining the books of Napoleon Hill, Stephen Covey, Dale Carnegie,
Richard Branson and others). She is honored to be in the company of great authors.

Ruth is especially proud of one company owner she helped climb out of a big hole. He
started with a negative $400,000 net worth 20+ years ago and is still in business
today...profitably and with a positive net worth.

Another one started working with her when the company had $750,000 in revenues. She
helped them grow profitably for 16 years until they sold the company for $9 million in cash.

Ruth knows how to help company owners get and stay profitable! It starts with

understanding your Profit and Loss statement and balance sheet.
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