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Board of directors oversight responsibility

— Management has direct responsibility for:
- Financial statements
- Internal control over financial reporting
- Disclosure controls and procedures

— The board and board committees have 
responsibility for oversight:
- Integrity of the company’s financial statements 
- Financial reporting processes

— The board and board committees are actively 
involved in reviewing the financial statements
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What is “oversight”?

— Lead with an appropriate culture and tone
— Support management in having adequate resources
— Understand the operations well enough to understand underlying economics
— Where does oversight end and management begin?
— How much questioning is too much?

- Listen, ask, assess, and challenge
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Financial statements generally include:

What does the 
statement show?

What is the statement called? 

Corporation Foundation Tribal entity

What you own and 
owe, as of a point in 
time

Balance sheet Statement of net assets Balance sheet

Activity during a 
period of time

Income statement 
or 

Statement of operations

Statement of activities Statement of revenues, 
expenditures, and 
changes in fund balance

Equity activity during 
a period of time

Statement of changes in 
shareholders’ equity

Statement of changes in 
net assets

Cash activity during a 
period of time

Statement of cash flows Statement of cash flows Statement of cash flows

Explanatory 
disclosures

Notes to the financial 
statements

Notes to the financial 
statements

Notes to the financial 
statements

Additional 
information

Schedules (optional) Schedules (optional) Management discussion 
and analysis
Schedules (optional)



Balance sheet
01
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Balance sheets

Assets Liabilities Equity

What you own

Assets

What you owe

Liabilities

What’s left

Equity

Balance sheet may be “classified” – current and noncurrent
Current: It will convert to cash within one year
Noncurrent: Everything else

Amounts are generally based on “cost,” and not “fair value”
Cost is a cash-based measure
A typical exception is investment securities, which are at “fair value”
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Balance sheets
Assets
• Cash and cash equivalents – what is in your bank accounts
• Receivables – amounts people owe you
• Inventories – materials held for resale or use
• Contract assets – unbilled revenues
• Deferred taxes – timing differences between IRS and accounting rules
• Investment securities – money market funds, mutual funds, equity securities, and debt 

securities
• Property and equipment – land, buildings, machinery, and equipment, net of depreciation

Liabilities
• Accounts payable and accrued expenses – items payable to vendors and suppliers
• Borrowings – owed to banks and other financial institutions
• Contract liabilities and deferred revenue – amounts received from customers for services not 

yet rendered

Equity
• What’s left for your business and shareholders
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Meeting financial needs
Short-term needs Long-term needs

Can the Company pay its
liabilities as they come due? 

Current Assets/
Current Liabilities = Current Ratio

Current Ratio

Should be greater than 1:1

1.5:1 to 2:1 is considered strong

Capital needs – Buildings, equipment, Long-term 
investment, Debt repayment

Available Resources
Excess current assets
Results of operations

Potential Resources
Long-term financing

How much debt does the Company use to
run its business?

Debt-to-equity ratio

The “healthy” ratio depends on the industry

Alaska Native Corporations tend to be a bit 
below < 1.0

Debt-to-equity > 3.0 is considered highly 
leveraged in many industries

Liabilities/Equity = Debt-to-equity ratio
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Example 
Balance 
Sheet

Current ratio: 
84,452
53,146 = 1.59

Debt-to-equity ratio: 
20,620+51,258

75,840   = .95

Equity is growing



Income statement
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Statements of operations
What did you earn, and what did you spend? 

Operating revenues

Expenses
— Direct costs of operations

— General and administrative expenses

Other income and expense
— Investment income

— Other

Income taxes

Net income (loss)       the “bottom line”

Stay focused on gross profit and the bottom line!
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Example 
Income 
statement

Profit ratio: 
6,493/
190,962 = 3%

The Bottom Line



Changes in equity
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Statements of changes in shareholders’ equity

Beginning equity 

+ Net income

- Distributions

= Ending equity

Equity
is remainder 

of assets, 
after

liabilities are
covered

Does not equate to cash or 
spendable resources

Does not equate to the fair 
value of the company
— Historical cost presumption
— Fair value principles

In a healthy organization, equity 
is growing!
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Example
Statement of changes in equity

Is equity growing? 



Statement of cash 
flows
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Cash flow – Sources and uses

Where did cash come from, and how was it spent? 

Cash inflows Cash outflows

Investing
Sale of fixed assets
Sale of business

Financing
Borrowing of debt
Net borrowing on line of credit

Operating
Customers
7(j) revenue
Interest and dividends
Sale of investments

Suppliers and employees
Interest

Taxes
Purchase of investments

Purchase of fixed assets
Purchase of business

Repayment of debt
Distributions to shareholders

Noncash activities
Disclose items that generated assets or liabilities without cash activity. For example, 
buying a building with a mortgage loan. 
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Example 
Cash Flow 
Statement

Is operating cash 
flow positive? 



Notes to financial 
statements
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Notes to financial statements

Explain the methods used to prepare the financial statements
Describe significant accounting policies used
Provide additional detail about amounts on balance sheets and income statements 
Provide information about commitments, contingencies, litigation, risks, etc.



Thank you

Beth Stuart
Office Managing Partner
emstuart@kpmg.com

mailto:emstuart@kpmg.com
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