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The object of this product based thesis is to plan and implement accounting tools for a start-
up company which meet the internal requirements of the company. Along with the tools a
user guide will also be created for the commissioning company.

The commissioning company for this thesis is Heritage Wines Finland which is a privately
owned start-up wine importing company founded in November 2014 but it was not yet
operating at the time this was written. The commissioning company does not have any ac-
counting methods or tools implemented, their accounting experience is low and due to the
costs involved with a start-up company they are trying to cut down costs. The commissioning
company would like to get some form of customizable accounting practices in place with low
cost and user friendly manner.

The theoretical framework of this thesis is divided into four sections; Financial accounting,
management accounting, taxes and duties and project management. The financial accounting
section provides a brief overview of the purpose of financial accounting and and focuses
mainly on the financial statements including the balance sheet, income statement and cash
flow statement. The management accounting section provides and a brief overview of
management accounting practices including budgeting, breakeven calculations and specific
cost methods. The taxes and duties section covers the types of importation taxes and duties.
The project management section covers the project lifecycle and how to manage project by
using the 4D model.

The project can be defined as a successful project since the objectives set at the beginning of
the project were met, the scope remained as defined initially and the project was completed on
schedule due to careful planning. Also the commissioning company was happy for the results
and will use them in their operations.
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ABBREVIATIONS, TERMS AND DEFINITIONS

HWF

Heritage Wines Finland

Free on board (FOB)

Costs of the products plus transportation to the port of the home country

Landed

The cost of goods when they have arrived at the final destination but before any taxes or du-
ties are imposed on the goods

Relabeling

The European Union (EU) has strict rules when it comes to what can and cannot be on any
wine labels, therefore the wines from Australia might have to be relabelled for sale and con-
sumption within the EU

EBIT

Earnings before interest and Taxes

Contribution Margin

Total revenues minus total variable costs

Contribution Margin per unit

Selling price minus the variable cost per unit



1 Introduction

Without accounting a company cannot accurately measure how it is performing, hence the
need for gathering and displaying the information in a useable format is essential for any com-
pany’s success. Accounting not only provides information but it also has tax and legal aspects

which all companies must adhere to.

For a start-up business the idea of sorting, analysing and understanding financial documents
can be a daunting task even though accounting often provides entrepreneurs a clear picture of
their success. Accounting provides essential understandable data not only for profit and loss, it
can also be used to provide information on where things can be done better, where the com-
pany is operating well, the levels of stock, performance and sales to name a few benefits of a

good accounting infrastructure in any company or organization.

This thesis has been commissioned for Heritage Wines Finland which is a start-up wine im-

porting company. The main focus of this thesis is to develop and implement accounting tools
which meet the internal requirements of the company. The tools will be used by the company
for both the pre-operational phase and also as everyday tools for their daily operations, trans-

actions, recordings and measurements.

1.1  Introduction of the commissioning party

Heritage Wines Finland is a privately owned start-up company specialised in the importation
and distribution of wines in Finland. The main focus is in Australian wines but the company
will also be importing wines from all over the world. Heritage Wines Finland target customers
are bars, restaurants, hotels, clubs and event companies located in Southern Finland. The
company plans to also supply wines to Alko which is the national alcoholic beverage retailing

monopoly in Finland.

Heritage wines Finland was founded in Helsinki by an Australian private entrepreneur living in
Finland in November 2013. The company is not yet operating at the time this thesis is written
however the company will begin its operations at the beginning of the 3" quarter of 2014.
Currently the company is privately owned by two entrepreneurs and they are also the only

employees of the company.



1.2 Business problem

Not having a way in which to make budgets, forecasts or calculate costs will be detrimental to
a company’s success. The company will not be able to make any predictions on profit, when
to allocate money, when to save money and not even how much to charge to cover their
costs. If a company does not know how the costs of making or importing the company’s
products, they cannot decide on the selling price. Without knowing their costs, or sales price a
company cannot create any form of budget or plan for the years to come resulting in a com-

pany that cannot begin its operations. (Hussey & Hussey 1999, 171-172.)

Heritage Wines Finland currently do not have any accounting methods or tools implemented,
their accounting experience is low and due to the costs involved with a start-up company they
are trying to cut down costs. The company would like to get some form of customizable ac-
counting practices in place with low cost and user friendly manner. Because the company does
not have any accounting practices in place it will not be able to calculate costs and help with
the set-up of the company. Once they are operational recording the everyday costs and sales

are not possible resulting in the company not being able to measure its performance.

This thesis will help to fix this problem by providing the company with accounting tools
which meet the internal requirements of the company. With these tools the company will be
able to make forecasts on sales and cost, prepare the budgets, calculate their costs, breakeven
point, measure sales, costs and be able to measure their performance and financial status at

given points throughout the year.

1.3  Project objectives (PO) and project tasks (PTs)

The project objective of this product based thesis is to develop and implement accounting
tools for Heritage Wines Finland to be able to start their operations from the accounting per-
spective and become a profitable fully operational company. The project steps have been care-
tully chosen and planned together with the commissioning company. The project timeline is

presented in Appendix 1.

To help reach the project objective and ensure that it is met, five project tasks were created.
These project tasks are designed to help the project throughout the implementation from the

initial start to the completion. The first task in the thesis process is to gather the requirements
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from the commissioning company. The purpose of the first task is to establish the scope of
the accounting tools required. The second task is to collect the relevant literature and infor-
mation to draft the theory framework. The purpose of the second project task is to find out
the correct approach to create the accounting tools on the scope. The third task is to design
and to implement the tools by utilizing the theory and implement the theory into practice. The
outcome of the third task is to get the test version of the accounting tools based on the scope.
The fourth task is to test the tools. The purpose of the fourth task is to find out possible er-
rors and receive feedback for improving the tool. The fifth task is also the final step, involving
the evaluation of the results and closure of the project. The outcome after all the project tasks
are completed is that the accounting tools are ready and cover the requirements for the com-

pany. The project tasks are presented in the table below (Table 1):

Table 1: Project objectives (PO) and project tasks (PTs)

Project

Project Task
Objective (PO) | @ Acc: 138KS

Purpose Output

PT1. Gather
requirements

Establish the
from the com-

scope of tools

Establish the
scope of tools

missioning
company
R Find theh::t:rrfhct Theoretical
. Theor
To develop Y approac _D ® | framework for
and imple- framework accounting the tools
ment account- tools
ing tools for PT3. Designing | Implement the- Comments for
Heritage and building the | ory into prac- developing the

Wines Finland

tools

tice

tool

PT4. Testing the

Find out possi-

Comments for
developing the

tools ble errors
tool
PTS. Resultand | o aity and Account]
. Result an reliability ccounting

Evaluation

Self evaluation

tools ready




1.4  Demarcation, scope and limitations

The outcome of this thesis is a product which is a set of accounting tools created with Excel
and a user guide for the tools. The scope of the project was made in collaboration with Herit-
age Wines Finland and it was agreed that the scope includes the following financial statements
and accounting tools: balance sheet, income statement, cash flow statement, sales & costs tool,
breakeven analysis tool, specific order cost calculator, budgeting tool and Budgeted vs. Actual

tool.

These tools are targeted for a small wine importing company operating as a private trader in
Finland. The tools are created in English for internal use of the company. This thesis is focus-
ing on introducing the tools created and therefore will not describe the planning, implementa-
tion, and testing phases on a detailed level. Any new requirements arising after the define it

phase will not be covered in this thesis.

1.5 Product design and development

This thesis is consisting of four main sections. The first section is the introduction which is
introducing the background of the thesis, the commissioning company, business problem and
the methods to resolve it. The second is the theoretical framework which is exploring the rel-
evant theory from financial accounting, management accounting, taxes and duties, cost flow
methods and project management. The third section is the empirical part which is presenting
and describing what was done in each phase of the project and the actual product of the the-
sis, the accounting tools. The fourth part is the summary which includes feedback conclusion

& results, validity & reliability and assessment and discussion.



2 ‘Theoretical framework

2.1 Accounting in general

Accounting is a key activity in any company regardless of the size or the field in which it oper-
ates. In its broadest form, it can be described as identifying, measuring, recording and com-
municating the economic transactions of organisations. Accounting provides information on
the financial performance of a business for its owners, managers and directors for manage-
ment purposes whilst it also provides information for external stakeholders such as customers,

suppliers, creditors and tax authorities. (Hussey & Hussey 1999, 3.)

Because of its crucial importance in an organisation, and its complexity, accounting can be
divided into two main streams: financial accounting and management accounting. Financial
accounting and management accounting both use the same data sources, but in different ways.
Financial accounting operates around the financial reports and is strictly regulated. Manage-
ment accounting uses the same information but it is not bound by any strict regulations hence
the information and the way in which this information is shown can be decided by the manag-
et or person creating the reports. Although accounting can be divided into these two main
streams, there are some ovetlapping parts between management accounting and financial ac-
counting particulatly in the recording, interpreting and communicating aspects. (Hussey &

Hussey 1999, 3, 10.)

2.2 Financial accounting

Financial Accounting is the day-to-day recording of an organizations financial transactions and
the summarizing of those transactions to provide an accurate picture of the company’s finan-
cial position and performance. The primary objective of financial accounting is the prepara-
tion of financial statements including the balance sheet, income statement and cash flow
statement for the use of the company’s external stakeholders. The balance sheet focuses on
the financial picture as of a given date which is the last day of the measured period whereas
the income statement and cash flow statement focus on the performance over a given petiod
of time. The frequency of these statements depends on the company, country and its account-
ing standards but generally these reports are done monthly, quarterly, biannually or annually.
Even though the primary objective is to prepare them for external stakeholders they are also

useful internally. (Elliot , Horngren, Philbrick & Sundem. 2012, 21-22.)
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The financial statements are drawn up within a regulatory framework meaning that the com-
pany must prepare the financial statements according to legislation and other regulations set
by the International Financial reporting standards (IFRS). In addition, the financial statements
use a number of accounting assumptions which have been established as general principles.
Privately held companies generally have fewer or less comprehensive reporting requirements
and obligations for transparency than publicly traded companies do. (Hussey & Hussey 1999,
3, 5; Elliot et al. 2012, 45.)

2.2.1 Balance Sheet

The balance sheet, also known as the Statement of Financial Position, is a financial statement
that shows the financial condition of a business at a particular point in time i.e. a particular
date. It is essentially a “snapshot” of a company’s financial condition at a given date. It sum-
marizes the company’s assets, liabilities and owner’s equity and shows the amount of cash a
company holds at the close of business on the balance sheet day. These three segments pro-
vide information about a company’s ability to meet its short them operating and debt needs.
The Balance sheet is the only financial statement which applies to a single point in time. (Cou-

to & Nelson 2002,4; Elliot et al. 2012, 22-24, 198.)

The Balance sheet has two counterbalancing sections; one section lists the resources of the
company i.e. everything what the company owns and controls, the other sections lists the
claims against the resources. The resources and claims form the balance sheet equation which
is typically following: Assets (left hand side normally) should equal Liabilities and Owners’
equity (together on the right hand side normally). (Elliot et al. 2012, 22.)

Assets = Liabilities + Owners’ equity (Elliot et al. 2012, 22.)

Assets: An asset is an economic resource which the company owns or controls and expects to
generate economic benefits from its use, i.e. future cash inflows or to reduce or prevent fur-
ther cash outflows (Elliot et al. 2012, 22). Assets must be classified in the balance sheet as
current or non-current (long-term) depending on the duration over which the company ex-
pects to derive economic benefit from its use. Assets that are expected to be realized within

one year from the reporting date are classified as current assets whereas assets which will de-



liver economic benefits to the company over the long term (more than one year beyond the

balance sheet date) are classified as non-current assets. (Elliot et al. 2012, 1606, 345.)

Assets are classified in the balance sheet on the basis of their nature. Current assets can be for
example cash, short term investments, inventories and accounts receivables. Non-current as-
sets can be either tangible or intangible. Tangible assets are assets with physical substance e.g.
furniture, equipment or property whereas intangible assets have no physical substance or ma-
terial value, e.g. a copyright, trademark, patent of goodwill. (Elliot et al. 2012, 166-167, 345-
348, 364.)

Liabilities: A liability is an economic obligation which the company owes to others outside
the company and its settlement involves the transfer of cash or other resources from the
company (Elliot et al. 2012, 22). Liabilities are classified in the balance sheet as current or non-
current (long-term) depending on the duration over which the company intends to settle the
liability. Liabilities which are expected to be settled within one year from the reporting date are
classified as current liabilities whereas liabilities which will be settled over the long term (more
than one year beyond the balance sheet date) are classified as non-current liabilities. (Elliot et

al. 2012, 166, 392.)

Liabilities are classified in the balance sheet on the basis of their nature. Current liabilities can
be for example accounts payable, accrued taxes, notes payable and current portion of long
term debt (one year worth of loan payments). Long-term liabilities are for example bank loans

which are to be repaid over a period that exceeds one year. (Elliot et al. 2012, 392-393.)

Owners’ equity: The owners’ equity is what the owners have invested in forms of profit and
can claim from the company’s assets. The residual nature of owners’ equity can be emphasized

by deducting total liabilities from the total assets. (Elliot et al. 2012, 22, 24.)

There are two common formats for the balance sheet: the Account format and the Report
format. The actual line items appearing in both formats are the same; the only difference is the
way in which the information on the page is formatted. Account format lists the assets on the
left and liabilities on the right, whereas the report format lists the assets on top and the liabili-
ties below. (Elliot et al. 2012, 167.) The figure below (Figure 1) is demonstrating the different

components of the balance sheet in the account format.



Assets (Owned and Used by company) Liabilities (Amounts owed & Find sources

Current liabilities (Short-term in nature)
Accounts payable
Accrued wages
Accrued taxes
Notes payable
Current portion of long-term loan

Non-current assets (Long-term in nature)
Tangible assets

Intangible assets

Other assets

Non-current assets (Long-term in nature)
Bank loan

Balance Balance

Figure 1. Components of the Balance sheet

Every financial transaction affects the balance sheet. The most commonly used method to
keep record of the transactions in a systematic manner is to use a double-entry system. In
double-entry system every transaction involves a debit entry and a credit entry; therefore at
least two different accounts are affected. The other account will be debited because it receives
value and the other account will be credited because it has given value. Every account has two
sides, a right side and a left side. A debit refers to an entry on the left side of an account, and a
credit refers to an entry on the right side of an account. The balance sheet equation format
illustrates the basic concepts of the double entry system by showing at least two entries for

cach transaction and it also emphasizes equation must stay in balance. (Elliot et al. 2012, 24,

104-107.)

2.2.2 Income statement

The income statement, also known as the Profit & Loss statement (P&L), is a financial state-
ment that measures the company’s performance in income over a period of time — usually a
month, a fiscal quarter or a year. It is a report of all revenues, expenses and income of the
company pertaining to a specific time period. The outcome of the income statement is com-

monly referred to as the “bottom line” which is the net income (or net earnings) and is the



amount the company has lost or made during the selected period of time. Therefore the main
purpose of the income statement is to show whether the company made or lost money during
the period being reported. The income statement is also the major link between two balance
sheets because it helps to explain the changes between one balance sheet and another. (Elliot

et al. 2012, 69-70.)

There are two commonly used income statement formats, the single-step income statement
and the multiple-step income statement. The single-step income statement groups all reve-
nues and then lists and deducts all expenses without reporting any intermediate subtotals. The
multiple-step income statement contains one or more subtotals that highlight significant rela-
tionships. Regardless or the presentation format, the net income number is the same. The
multiple-step income statement is generally more commonly used than the single-step income

statement (Elliot et al. 2012, 171-172.)

In a multiple-step income statement there are three commonly used subtotals, gross profit,
total operating expenses and the operating profit. The multiple-step income statement starts
with the separate computation and disclosure of gross profit (also called gross margin), which
is the excess of sales revenue over the cost of inventory that was sold. The next section usually
contains the operating expenses, which is a group of recurring expenses that pertain to the
company’s routine, ongoing operations. After that the operating expenses are being deducted
from the gross profit to obtain operating income (also called operating profit). (Elliot et al.

2012,173.)

Below are examples of single-step income statement (Figure 2) and multiple-step income
statement (Figure 3). As mentioned eatrlier, the net income number is the same in both for-

mats.



Sales 160000 €
Rent revenue 200
Interest revenue 300
Total sales and other revenues 160800 €
Expenses

Cost of goods sold 100000 €

Wages 31750

Depreciation 1000

Rent 5000

Interest revenu 200

Income taxes 9020

Total expenses 147270 €
Met income 13530 €

Figure 2. Single-step income statement (Elliot et al. 2012, 173)

Sales 160000 €
Cost of goods sold 100000
Gross profit 60000 €
Operating expenses

Wages 31750 €

Depreciation 1000

Rent 5000 37750
Operating income 22250 €

Other revenues and expenses

Rent revenue 500 €

Interest revenue 300

Total other revenue 8O0 £

Deduct: interest expense 500 300
Income before income taxes 22550 £
Income taxes 9020

Met income 13530 €

Figure 3. Multiple-step income statement (Elliot et al. 2012, 173)

Apart from showing how much money the company made or lost, the income statement is
good way of showing for companies of any size if the sales are going up or down, gross profit
— how much money is left for the rest of the business after deducting what it cost to purchase
a product, all expenses for the time period it covers, increases and decreases in net income,
how much money is left to grow the business, how much money is left for the owners and
how much is left for to pay debt. The income statement can also be used to review how a
company has performed over different parts of the year, for example although they may have
made a profit over the year they could have lost money some of the months. (Couto & Nel-

son 2002, 6; Elliot et al. 2012, 70.)
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2.2.3 Cash Flow Statement

The cash flow statement, also known as the Statement of cash flows, is a financial statement
that shows where the amount of cash a company holds was generated from and where it has
been spent over a period of time - usually a month, a fiscal quarter or a year. The cash flow
statement records all cash receipts and cash payments and classifies them as financing, invest-
ing, and operating cash flows. The cash flow statement also helps to explain why the balance
sheet items have changed by showing the detailed changes in the cash account. (Elliot et al.

2012, 198.)

The cash flow statement is divided into three main sections: operating, financing and investing
cash flows. The first section is cash flows from operating activities which are major day-to-day
activities that generate revenues and expenses such as making sales, purchases and paying ac-
counts payable. The second section is cash flows from financing activities which helps to un-
derstand managements financing decisions, such as whether to borrow money from a bank to
repay previous borrowings. Third section is cash flows from investing activities which are
transactions from acquire or dispose of long-term assets, such as purchase or sale of a proper-
ty or acquire or dispose of long-term securities that are not cash equivalent, such as provide or

collect cash as a lender or as an owner of securities. (Elliot et al. 2012, 198-199.)

Collecting figures for the cash flow statement can sometimes be a bit problematic. There are
two different approaches when presenting the cash flows arising from operations; the direct
method and the indirect method. The direct method presents cash inflows from customer and
cash outflows to suppliers, employees and other aspects of operations. This information is
contained in the cash book or in the cash receipts and cash payment records used as input to
the bookkeeping records to the general ledger. The indirect method starts with the operating
profit and makes a series of adjustments to arrive at cash flow from operations. Creating the
cash flow statement with the direct method needs more work to identify all the operating
flows from the cash records whereas the cash flow statement created with indirect method can
be created from the opening and closing balance of the balance sheet and the income state-
ment. Both methods are acceptable and both have their pros and cons. (Weetman 2011, 401-
405.)

The figure below (Figure 4) is showing typical operating, investing and financing activities

reported on cash flow statement and the structure of a basic cash flow statement.
11



Sale of property, plant, and equipment

Purchase of property, plant, and equipment

Cash inflows Cash outflows Operating activities
Operating activities Cash inflows
Collections from customers Cash payments to suppliers minus
Interest and dividends collected Cash payments to employees Cash outflows
Other operating receipts Interest and tax paid plus
Other operating cash payments Investing activities
Cash inflows
Investing activities minus

Cash outflows

Sale of securities that are not cash Purchase of securities that are not cash plus
equivalents equivalents Financing activities
Receipt of loan repayments Making loans Cash inflows
minus
Financing activities Cash outflows
Borrowing cash from creditors Repayment of accounts borrowed equals

Change in cash assets

Figure 4. Activities (left) and the basic structure (right) of the cash flow statement

The cash flow statement is important for companies of any size as it can for example help
them to understand the relationship of net income to changes in cash balances - companies
can produce a profit, but still not have a positive cash flow and vice versa. It shows if the
company has enough money to cover day-to-day activities, pay debts on time, need for addi-
tional working capital due to increased sales, it can help predict future cash flows and to un-
derstand how the money is being generated and used on a daily basis. The importance of the
cash flow statement is accentuated with a start-up company because costs will accrue before
the company starts making any income, hence the company needs to be prepared on how to
finance the negative cash flow before the company starts operating. (Couto & Nelson 2002, §;

Elliot et al. 2012, 198.)

2.3 Management accounting

Management accounting is designed to help managers with planning, analysing, controlling
and decision making to maximize the profit whilst also helping a company to meet their inter-
nal accounting needs. Management accounting supports the decision making process through
planning and controlling operations. Planning primarily includes participating in the planning
process at both strategic and operational level based on existing information from history and
an analysis of the upcoming future. This involves the formulation of plans and budgets which
will subsequently be expressed in the financial terms. Planning activities can be for example
planning for the prices of a product, number of employees needed or the quantity of each
product to be sold to make a desired profit. Controlling primarily includes contributing to the

monitoring and controlling of performance through the provision of reports on organizational
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performance. This involves comparison of actual with planned or budgeted performance, their
analysis, and interpretation and then act upon differences that appear significant and measur-

ing the costs. (Black 2009, 243-244; Datar, Horngren, Rajan 2012, 25-26.)

Management accounting is not subject to any regulatory framework hence the format in which
the information is prepared is entirely at the discretion of the users of the information. It is
however important that the users of this information understand the nature and explore the
nature of costs. Since management accounting is not bound by any regulations, the reports
can be prepared when required by the manager, though typically on a daily weekly, monthly,
or yeatly basis. (Black 2009, 244; Datar et al. 2012, 25-206).

2.3.1 Costs

In order to run a business successfully a company needs to know the cost of supplying the
goods or services. There are many forms of costs but generally there are two major classifica-
tions of costs: direct/indirect and variable/fixed. Direct costs are related to a particular cost
object and can be traced to it in an economically feasible way whereas indirect costs are related
to a particular cost object but cannot be traced to it in an economically feasible way. Fixed
costs are costs which do not change and are always the same regardless of the activity levels
whereas variable costs are costs which will change depending on the level of sales or activity.
Cost may be simultaneously direct and variable, direct and fixed, indirect and variable or indi-

rect and fixed. The figure below (Figure 5) is showing examples of the costs in each of these

cost classifications. (Hussey & Hussey 1999, 171; Datar et al. 2012, 50-56)

Asignement of Costs to Cost Object
1

Direct Cost Indirect Cost
i - Cost object - Cost object
Caze of Wine Caze of Wine
Exmmple Eximple Zales
WVariable Cost Trine bottle libles -
aceording to EUT
Cost —
behavior - - Cost object - Cost object
pattern Caze of Wine Caze of Wine
Emmple: Wine Eximple Storage
Fixed Cost representative’s salary | space rent

Figure 5. Example costs in combinations of the Direct/Indirect and Variable/Fixed Cost

classification for a wine distributor
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2.3.2 Selling price and profitability ratios

When a company is calculating their selling prices it is important to look at three figures, the
gross margin, mark-up and net margin. The gross margin is the amount of sales revenue
earned which has led to the gross profit of the company. The amount of gross profit will de-
pend on two things, sales and costs. The closer the costs are to the sales price the less gross
margin and therefore gross profit the company will earn. The mark-up, also called price mar-
gin, is the percentage added to the cost price to calculate the sales price. The net margin is the
profit earned after all overheads have been deducted. To know the variable and fixed costs is
the key for creating a strategic pricing policy which is both competitive in the market whilst

also covering costs. (Black 2009, 213.)

A company defining a mark-up has to take many things into consideration. A price that is too
high will generate more profit per sale but might result in lower sales as it will be too expen-
sive. On the other hand a company might have the reverse where sales are good but the mar-
gin is too low per sale to keep any profit. Therefore an analysis of the market should be done
to understand what the desired consumers are willing to pay for the product and the company

should also to understand the costs so that they can be covered. (Black 2009, 213.)

2.3.3 Specific cost method

If product prices, services, inventory levels and costs are always constant then the costs are
easy to track. This is not always the case and product prices change due to fluctuation in cur-
rencies, inventory levels change for multiple products and other associated costs change then
it can be difficult to measure the actual costs. Cost flow method is a way to measure costs of
goods sold for specific products or services. There are several cost flow methods for assigning
costs such as specific cost, average cost, first-in first-out and last-in last-out. The specific cost
method can only be used when the cost of each unit in inventory is identifiable. If a company
knows when it has purchased a given item it can track the costs which were associated with
that order. Many companies can use this for different reasons such as calculating a new price

or to measure if the current pricing is correct. (Houghton, 2013)

Table 2 shown below is an example of how the specific cost method measures the actual

costs. The example also shows how using other methods such as the average price method do
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not relate accurately to the actual costs as the average cost does not take into consideration the

quantity of units ordered. 9800€ - 9500€ = 300€.

Table 2. Specific Cost Method

Units Per Unit Cost Total Cost
Purchase 1st March 200 X 16 = 3200
Purchases 15th March 300 X 15 = 4500
Purchase 30th March 100 X 18 = 1800
Specific Cost Method Total 600 9500
Average Total 600 X 16,3 = 9800

The specific order method can also be used for calculating the difference in the price when
converting from a foreign currency. The exchange rate between two countries will change
daily meaning the costs for an order will change each time. As shown in Table 3 a small
change in the conversion rate can result in a large difference in the costs, both positively and

negatively.

Table 3. Currency Conversion example

Budgeted for 600 units

Cost of goods $600,00
Transportation $1 000,00
Budgeted Exchange rate 0,61

2 622,95 €

Actual costs

Actual costs of goods $600,00

Transport $1 000,00

Actual Exchange rate 0,68
235294 €

2.3.4 Budget and Budgeting
2.3.4.1 Types of budget and budgeting methods

In a company of any size good management involves reviewing not only past and current per-

formance but also the evaluation of what might happen to the business in the future. To plan

where the company wants to be in the future and how to get there a company should have

some kind of budgetary system which includes setting different levels of plans and budgets. A
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budget is a plan of operations and activities for a defined period of time, stated in monetary
value — in its broadest form, allocation of money for some purpose. It is a plan for action and
can be used to control and plan the company’s activities. It estimates both the revenue and
expenses for a particular period of time and shows how to plan to allocate the resources of the
company in the future. A budget may include planned sales volumes and revenues, resources
quantities, costs and expenses, assets, liabilities and cash flows. At the end of the budget peri-

od, the plan is evaluated and performance evaluated against the agreed objectives. (Black

2009, 295; Hussey & Hussey, 274-275.)

Budgets are usually long-term or short term plans. The long-term plan is usually covering at
least five years and it sets out the strategic objectives of the company taking into consideration
the general market growth, competition, anticipated profit levels and general economic factors
such as global trends in interest rates. The short-term plan is usually covering the next 12
months and it is more detailed and it focuses on the organisational objectives which are com-
patible with the achievements of the long-term plan. Because the short term plan is 1 year it
can coincide with the financial year and is commonly referred to as “The Budget”. To have a
useable budget companies will normally create several budgets which focus on different areas
to combine the information at the end to either a master budget or operating expenses budget.
This is however depending on the nature of the company and how they operate. (Black 2009,
295-296.)

There are many types of budgets but the main forms are fixed and flexible budgets. A fixed
budget is a budget which is not changed once it has been established regardless to any changes
which may occur in the company’s level of activity. A flexible budget changes in accordance to
the activity levels and can reflect the different behaviours of fixed and variable costs. A flexi-
ble budget can be used during the planning stage to illustrate the impact of achieving different

activity levels. (Hussey & Hussey 1999, 283-284.).

In essence there are three main reasons for using a budget; tracking income, tracking expenses
and calculating the “bottom line”. The bottom line refers to the final figure, the net income,
which represents if the company has made a profit, broke even or a loss over the measured
period. When all the information has been gathered the budget can also be used to become

more efficient for example by seeing where costs could be cut and expenses can be avoided.
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This however depends on how accurate the companies budgets and forecasts are and how

accurately they are measuring the costs whilst they are operating. (Proctor 2012, 341- 350)

2.3.4.1 Budgeting process

When creating a budget first the limiting factors need to be taken into consideration. A limit-
ing factor is something that will limit and cause constraints on an area for growth. For a small
business with the limiting factor being sales, the process of creating a budget starts with the
creation of a sales budget followed by costs budget, inventory purchase budget, cash budget
and finally ending with the creation of the master budget. The sales budget is created by esti-
mating the sales for the year. After the estimation of the sales a company can work back from
this figure to estimate the associated costs and inventory levels for the cost budget and inven-
tory purchase budget. The cash budget combines all cash related transactions for the sales,
cost and inventory purchase budget to one budget which is important for forecasting the cash
flow. When all the individual budgets have been completed, the master budget can be pre-
pared. This is the compilation of the agreed subsidiary budgets and it also includes budgeted

balance, income statement and cash flow statement. (Black 2009, 297-300.)

The figure below (Figure 6) shows the relationship between the different budgets and the
master budget. A change in one budget will automatically have an effect on another budget

and the final Master Budget.

Sales Budget Cost Budget Inventory Purchase
-— —
Budget
Cash Budget
¥ l ¥
Master Budget

Figure 6. Budgeting process
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2.3.5 Breakeven point analysis

The breakeven point is that quantity of output sold at which the operations of a company turn
from a loss to a profit. The breakeven point is the point where sales exactly cover the costs i.e.
the company makes neither a profit nor a loss. It will help the company to uderstand what
kind of sales they need in order to cover the costs to make a profit. The breakeven point is a
useful concept for planning and control purposes. It can be used used for example for
allocating financial resources in the initial stages when starting a company or in future years

when the operations grow significantly. (Datar et al 2012, 90-91; Proctor, 2012, 106-107.)

For a single product company the breakeven point is shown in terms of sales units and is
calculated by dividing fixed costs by contribution margin. To calculate the break even point in
terms of sales revenue, fixed costs are divided by contribution margin percentage, where

contribution margin percentage is calculated by dividing contribution margin per unit with

selling price. (Datar et al. 2012, 91).

The breakeven point equation for a single product company in terms of numgber of units is

following:
Breakeven — Fized costs
number of umnits Contribution margin per unit

The breakeven point equation for a single product company in terms of revenue is following:

Breakeven Fized costs

[EVEnues Contribution margin %

The relationship between cost and revenues can be illustrated graphically for breakeven point
in terms of sales units in a breakeven chart. Break even chart is the combination of the three

following graphs:
— Tixed Costs (Figure 7)
— Total Costs (Figure 10) (= fixed costs (Figure 7) + variable costs (Figure 8))

— Sales revenue (Figure 9)
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Figure 7: Fixed costs

Figure 8: Variable costs

Total Costs (€/Units sold)

1600
1400
1200
1000 -
800
600
400
200
0 T T T
0 100 200 300
Units

Total costs (€)

400 500

Total Costs

Total costs(€)

Sales revenue (€/Units sold)
2500

2000

1500

1000

Sales revenue
500

0

200 300
Units

0 100 400 500

Figure 10: Total costs

Figure 9: Sales revenue

When combining them all a breakeven chart is formed as shown in the figure below (Figure

11). The yellow line represents the revenue per unit sold. The red line is the fixed costs and

the green line is total costs. The breakeven point is the point where the yellow line and the

green line cross. If this was a true representation of a company they would need to sell roughly

just over 300 units per this select period of time to breakeven.

Breakeven point analysis

2500
2000 Profi
Brezskewven Point rofit
g I
1500 \ .
—_ —
“3_ e — T Fixed Costs
.E 1000 —_— —Tatal Costs
P
~Sales revenue
500 |g——oou Loss —_—
o
0 100 200 300 400 500
Units

Figure 11. Breakeven chart
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Majority of the companies tend to sell more than one product and many of them sell many
different products. The calculation of the breakeven point in a multiple product company is a
bit more complicated but it follows the same logic as in the single product company. To calcu-
late the breakeven point in terms of sales units the fixed costs are divided by weighted average
contribution margin. To calculate the break even point in terms of sales revenue fixed costs
are divided by weighted average contribution margin percentage. In practise companies usually
calculate breakeven point directly in terms of revenues using contribution margin
prercentages. It is important to note that changes in the product mix will result in different

breakeven points. (Datar et al 2012, 90- 91; Proctor, 2012 113)

The breakeven point equation for a multiple product company in bundles is following:

Breakeven point Fized costs

in bundles Contribution margin per bundle

The breakeven point equation for a multiple product company in bundles is following:

Breakeven Fized costs

evenues Contribution margin % for the bundle

2.4 Taxes and duties
2.4.1 Country of Origin

The main factor which will determine the types of taxes and duties imposed on the wines de-
pends on the country of origin of the product. Wines coming from within the European Un-
ion (EU) are subject to less taxes and duties compared to wines coming into the EU from

third party countries (Non EU country). (Tulli 2013.)

2.4.2 Customs Classifications

This, in most countries is normally classified as the Harmonized Commodity Description and
Coding system or HS Nomenclature and is one of the responsible factors influencing the

amount of import duties to pay for. (Tulli 2013.)
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2.4.3 Import Duties

The amount of import duties payable depends on several factors: the tariff schedules of the
importing country, the customs classifications, value of the goods and the origin of the goods.
Generally these duties are calculated as an add on percentage of the total value of the goods
also known as the CIF value. When importing for wine however the duties are different and
involves two calculations. First there is a fee on the size of the wine imported and this is

measured per Hectolitre and then the percentage calculated from the CIF value. (Tulli 2013.)

2.4.4 VAT in Finland

The EU has set regulations that state that the standard VAT rate must be equal to 15% or
higher and the member countries of the EU are responsible for the domestic VAT rates. Fin-
land’s current total VAT is set at 24% (January 2014) and is set to rise sometime in 2014.
(Vero, 2013.)

2.5 Project management
2.5.1 What is a project?

A project can be generally described as a unique and temporary endeavour constituting of
interdependent tasks undertaken to deliver a goal such as a particular product, service or re-
sult. A project has a pre-defined beginning and end which can also be referred as the project
lifecycle. Projects can be any size, from a one-off workshop to a national series of events and
accompanying resources. Whatever the scope, careful project management is essential in order
to achieve the objectives and facilitate the successful planning, design, execution, monitoring,
control and completion of a project. Before starting any project the goal of the project should

be clearly defined. (Marchewka 2013, 13-15; Maylor 2010, 5.)

In the initial stages of a project it is extremely important to produce a detailed project plan.
This will ensure that the project is delivered successfully e.g. on time, on budget and achieving
the goal of the project. A successful project requires regular communication with all project
stakeholders, in order to continue to meet their needs and manage expectations. A post pro-

ject review should be made to assess the benefits, successes, any issues and failures, and if the
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goals and objectives of the project were met within the timescales and on budget. (Marchewka

2013,31-33))

2.5.2 Project lifecycle and the 4-D model

Whether a project is a success or failure can be rarely universally agreed at the end of a project.
To help completing a project successfully, various methodologies have been created; one of
them is the 4-D model. It is a constantly moving model and can be used on different levels of

the project. (Maylor 2010, 32)

The 4-D model is consisting of four identifiable phases and it is a continuous process until the
end goal has been reached. These phases are: Define it, Design it, Do it and Develop it.
Within each of these main phases all the four phases can be repeated to ensure that each
phase is executed properly as each phase is different and have their own characteristics. After
the final development has been completed, a review and close can be conducted to close the
project. (Maylor 2010, 32-34). The project process 4D model is shown in the figure below
(Figure 12).
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Figure 12. The 4-D Model

Define it: In principle the Define it phase begins with the end in mind and the end goal in
mind must also be the perfect result. When defining the project, it is to determine what the
project is about, its reason for existence and intentions that it intends to progress. This is also
the time to consider the possibilities, alternatives and what problems may occur. The activities
related to the define it phase include idnetifying stakeholders, success measurement and

assessing the benefits and requirements for the project. (Maylor 2010, 20-23, 74)

Design it: The design it phase is the stage where the models are established to show what

needs to be developed for the project, evaluate the developments and determine what the
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most reliable process in which to implement to minimise the risks. When evaluating the de-
velopments it is also important to understand from the business point of view why something
will need to be implemented. A request or process might come under scrutiny or seem irrele-
vant but when it has a strong business case behind it, it validates its existence. Having a strong
business case also for a development with evidence will also provide a better understanding of

how the development should operate. (Maylor 2010, 32-33)

Do it: The do it phase is the longest part and also requires the most amount of resources for
the project. It involves implementing the for-mentioned models and plans into reality created
in the define it and design it phase. The do it phase consists of the project plan being a core
process, scope verification, quality assurance, facilitating processes, information distribution

but in essence it is carrying out the project plan by following it. (Maylor 2010, 32-34)

Develop it: After the initial base models have been created in the do it phase further en-
hancements and processes are developed. In the develop it phase the process is developed
alongside with documentation and end-user training. This phase uses the experience gained
from the project to date to make changes to the base models. From the evaluation of the

processes and outcome of the project, further planning, changes and enhancements can be

made for the future. (Maylor 2010, 32-42.)

Review & Closing: The review and close is done with the company and is to conclude
whether the project was implemented to the company’s demands and if anything needs to be
changed or improved from their review. The define it & design it phase are very important
factors to determine if the project can be closed. Without a good definition of the goal and
scope of the project can lead to the whole process being repeated to accommodate the new
changes or enhancements. In this last step the project is handed over to the company to gen-
erally be ran and maintained by them. The handover of the project includes the completion of
final training, documentation and ensuring the satisfaction of the customer and all stakehold-

ers. (Maylor 2010, 32-34, 365-366.)
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3 The accounting tools

3.1 Phases of the project
3.11 Define it: Defining the scope of the accounting tools

The project and also the define it phase, began in November 2013 with a meeting to discuss
the scope of the accounting tools that Heritage Wines Finland required. Two meetings were
organized to ensure a sound understanding from both sides what should be covered. Based on
the discussion in the meetings the scope of the project was established and following financial
statements and accounting tools were selected on the scope: balance sheet, income statement,
cash flow statement, sales & costs tool, breakeven analysis tool, specific order cost tool, budg-
eting tool and Budgeted vs. Actual tool. The figure below (Figure 13) shows scope of the pro-

ject and the correlation of the tools to the main stream of account.

Sales & Costs tool
Budgeting tool
Budgeted vs. Actual tool
Brake-Even point analysis tool
Specific order cost tool
Future &
«——— Present ——»
(Predictive)

Financial statements:
« Balance sheet

+ Income statement

« (Cash Flow statement

Historical &
* Past >

Figure 13. Heritage Wines Finland Financial Management map

3.1.2 Design it: Planning of the accounting tools

The design it phase started by analysing the different options for the platform of the tools and
selecting the most feasible option. Based on the analysis made it was decided that the tools

will be created with Excel since it is flexible, customizable, can be developed, expanded on in
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the future and additionally the user was familiar with the program and already had an existing
licence. In this phase an initial plan was also made how the tools will work and how the re-

quired functionalities will be covered.

3.1.3 Do it: Implementation of the accounting tools

The do it phase of the project started by building the actual tools in Excel based on the re-
quirements gathered in the define it phase and the plan created in the design it phase. The
implementation required regular reviews, comparison and testing of the functionality of the
results and theory. The testing was done to validate that the researched theory was being im-

plemented in the correct manner and the actual tools were working correctly.

3.1.4 Introduction of the accounting tools

The accounting tools are consisting of two Excel workbooks, ‘HWF - Budgeted figures’ and
‘HWE - Actual figures’, which both contain multiple worksheets. The HWF - Budgeted fig-
ures is used for budgeting purposes and to help make sounds business decisions based on
estimated figures at the initial stages to help set up the company before it begins its operations
and also for planning the future of the company once the company is operating. The HWF -
Actual figures is used for tracking, controlling and providing information based on the actual
figures and holding the basic data for the financial statements once the company is running.
Together these Excel workbooks cover the following financial statements and functionalities

with budgeted and or actual figures.

— Balance sheet

— Income statement

— Cash flow statement

— Sales & costs tool

— Breakeven point analysis tool
— Specific order cost tool

— Budgeting tool

— Budgeted vs. Actual tool
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3.2 Structure and contents of “HWF - Budgeted figures” workbook

HWEF - Budgeted figures workbook is consisting of 19 worksheets. All worksheets in this
workbook are used for budgeting purposes only and therefore the values entered are based on

estimates. The structure of the workbook is displayed in the table (Table 4) below:

Table 4. Structure of ‘HWF - Budgeted figures” workbook

Worksheet: Tool:

1: January Sales & Costs tool

2: February Sales & Costs tool

3: March Sales & Costs tool

4: April Sales & Costs tool

5: May Sales & Costs tool

6: June Sales & Costs tool

7: July Sales & Costs tool

8: August Sales & Costs tool

9: Septebmer Sales & Costs tool

10: October Sales & Costs tool

11: November Sales & Costs tool

12: December Sales & Costs tool

13: Yearly Balance Sales & Costs tool

14: Breakeven Point Breakeven point analysis tool

15: Budgets Budgeting tool

16: Income Statement Financial statement: Income statement
17: Cash Flow Statement Financial statement: Cash Flow Statement
18: Balance Sheet Transactions Financial statement: Balance Sheet

19: Balance Sheet Financial statement: Balance Sheet

3.2.1 Sales & Costs tool (Worksheets 1-13)

The sales & costs tool is used to estimate the sales and costs on a monthly basis throughout
the year and to provide a summary of the sales and costs for the fiscal year. The first 12 work-
sheets are used to enter the forecasted sales and costs for each month of the fiscal year whilst
the 13th worksheet is automatically populated based on the values entered for each month

providing a summarized view of the sales and costs during the fiscal year.

To record the forecasted sales the user needs to maintain sales in cases, additional costs related

to the product, margin and discount. Based on these values entered the tool is calculating the
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estimated total cost of goods sold, selling price and profit. To record the costs the user needs
to enter the costs classified as either a fixed cost or variable cost. Estimated sales are recorded
for each product either on monthly level or as an individual sale per month whereas costs are

recorded only on a monthly level.

The sales & costs tool is an intergal part of the accounting tools as these values form the base
which all other tools are built on in the HWF - Budgeted figures workbook. This tool is
important during the planning process in the set-up phase, because it will help provide the
needed information associated with profit and costs. Figures Figure 14, Figure 15, Figure 16,

Figure 17 and Figure 18 are showing the different parts and format of the Sales & Costs tool.

5
File Home Insert Page Layout Farmulas Data Revlzw e Add-Ins

0102 - %

B
¥ Sales: January 2014

Cost Price  |Addictional costs | Total costs |selling price Selling Price
Type of wine | Cases | Bottles |{per bottle) |{per case) l{per order) Margin |(pre discount) |Discount  |total Profit

536 261 210,88 € 237 149,11 €

1. Januar 2, Februar Al B, une - 7 List. . eptember 10,0 bibrraicdili Bl nber. 13

Figure 14. Sales & costs tool — summary view of sales

Selling Price
total

1142679 € 10555,45€

13131,15€ 13131,15¢€ |
5070,15€
139344€

Figure 15. Sales & costs tool - detailed view of sales
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Total costs in 2014

Figure 18. Sales & Cost tool - Yealry Balance for costs
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3.2.2 Breakeven point analysis tool (Worksheet 14)

The breakeven point tool is used to calculate the point where the sales will meet the costs and
the company will start making a profit. This tool is vital in calculating the selling price and
margin for the products during the set-up phase of the company and it can also be used for
calculating the desired price for new products. The breakeven tool also has some ratios which
show at what point in sales where the company has made enough sales to cover the costs for
the year and also what percentage of costs related to sales are variable costs. Because the com-
pany is selling multiple products it is not possible to calculate how many products have to be
sold to cover the costs. Each unit and product will have a different contribution margin, there-
fore this tool will calculate on how much sales should be done in revenue to cover the costs

for the year. This value is however based on estimates so it is a guide and is not representing

the actual costs.

T v,
| IR AR B 1
File Hi:!fng Inzert Page Layout Formulas

' |calibri

| Year1| Year 2| Year 3| Year 4 Year5
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g Fixed B0 250 00 €
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12 Fixed 34 428,10€
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13 Yariahle 2037234,19€
16 Fined 9467810 €
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18 “ariahle Costs/Revenue Ratio 0,89€
18 Breakeven Point Revenues
4k W g dd, Mevemben. 12, December 14, Budgeted vs.octual M TR GO0, 16, Income Stat
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3.2.3 Budgets (Worksheet 15)

The Budgets worksheet incorporates five budgets which are all used in the budgeting process.

These budgets are all interlinked and have to prepared in the order in which they are present-

ed in the excel worksheet. The budgeting process begins with the preparation of the sales

budget followed by the inventory purchase budget, costs budget and cash budget. Based on

these four budgets a master budget will be prepared. Some of the values are then populating

automatically in the financial statements (income statement, cash flow statement and balance

sheet). Different levels of profit and sales can be calculated using the budgeting tool with dif-

ferent mark-ups and sales performances to find a good medium where sales are good and the

level of return per sale covers and surpasses the costs.
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Rirot rair 103231,20€ 10231,20€ 10231,20€ 10231,20€ 10231,20€ 10231,20€ 10 231,20€ 10331206 10231,20€ 10331,20€ 10231,20€ 10231,20€
Chardonnay TE56,008 T656,008 FEE6,00£ TH56,00€ 7 656,006 FE56,00€ FE56,00E TE56,00£ TE56,008 7656,00% TH56,00€ FESE,00E
Shiraz 55816,008 £916,00& 5816,00% £916,00 € 5816,00%€ 5816,008 5916,006 5816,008 5916,00& 5816,00% £916,00 € 5816,00%&
Chardonnay 5E563,00€ 568,006 5568,00% 5 563,00 € G 568,006 5563,00€ 5 568,006 5563,00€ 5 568,006 GE56B,00% E 563,00 € 5 568,00
Shiraz 5046,00€ 5086,00€ 5046,00% 5086,00 € 5046,00€ 5046,00€ 5086,00€ 5046,008 5086,00€ 5045,004 5046,00€ 5046,00€
Cabernat Mariot 4524,00€ 4524,00€ 4524,00% 4524,00€ 4524,00€ 4524,00€ 4524,00€ 4524008 4524,00€ 4524,00% 4524,00€ 4524 00€
Vardelho 4176,00€ 4176,00€ 4176,00€ 4176,00€ 4176,00€ 4176,00€ 4176,00€ 4176,00€ 4176,00€ 4176,00€ 4176,00€ 4176,00€

W4 v v [ 13 Nowember. ;32,0 3 en point WM d6. Income Staternernt i Flow. Statement. - 18 heet transactions 19, H

Figure 19. Budgets - Sales & inventory purchase budget
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Cost Budget

Morth
Jarary Febriary Marsh April May Jure July Augzet September  Ogtober Mowember  Desember
Irwertory Purchasss 158702,24€ 154122244 154122,24€ 154122,24€ 154122244 154122,24€ 154122244 154122,24€ 154122,24€ 154122,24€ 16415424 154122,24¢
Fined Costs 8730006 ©730,006 8730006 BFI00E  =730005 S7I0006€  BFI0006  B7YIO0E  SII00E 7006 BIOE  BFIO00E
Variable Coms 3102806  2821,61€  307537€ 20821616  282161€ 2821614 2021,61€ 2821616 2821616  282161€ 2821514 20821,61%
Sub-total 171535,044 16G673,05€ 165929,21€ 165673956 16567305€ 16567905 165673854 160673056 165673856 165673854 175705.85€ 166673,85¢ | 2004233805
ExtraCosts
Extra &
Extra @
ExtraC
ExtraD
Extra €
Income Statermet
Extra Expeross 44500,00€  34500,005 500,006  S7S0,00€ 5750005  5750,006  5750,005 5750006  4500,00€ 4500006  4500,00€  6500,00€
SubTotal 44558,00€  34712,005 33040,006  57s100€ 5754005  5813,00€ 11116005  5853,006  451700€ 4538005 473700  6R4L00€
Total Costs 216193,045 200385855 198968,216 171434856 171427856 171486856 176799856 171625856 170190856 170211856 180443856 172314856 | 2171472805

Cash Budgat

February July September  Dctober November  December

Beginnirg Cash 143 690,1
Cazhfromsales 195 470,534
Gash from Asc Rec | |

Extra Cash payments I LN .3 PR, D, | S L /A S,
Bark Loare € £ < £ - £ £
Total Cashrflows 4BST0,565 226705,005 241673,21€ 262625,50% 287207,30€ 314234,03€ 339160,75€ 367077475 391794308 417930824 444217658

Estirmted soshoutfiows:
Irwentary Purchases 159702,244 154133,24€ 15413329 154122346 15412234€ 154123,24% 154133,24€ 15613334€ 154122348 154122246 16415424€ 154133,24¢
Ops rating Espe rees 5533250€ 4605161 31305076 1730161€ 1730161 17301,61€ 1730L61€ 1730161 16051616 16051L51€ 16051615  19051,61§
Other Experses 3 2 z € : c 3 )
\Wastage & Promotioral
Loan Repayments
Cazhirwestmerts < < € 3
Total CashOutflows. 21663504 200293,85€ 175518,21€ 171798956 17153385€ 171543854 171553856 17176385€ 170263856 170243854 18051585€ 172323,85¢

Cash Surplus/ Defisit

30235516 26423,246  6EISS,00€ 90826726 115 763,45€ 142690,176 157605,906 195313636 331520346 247747076 263 701,796 399845,53€

E
Master Budget

January February Warch april ey June July August September  Octaber November  Decembar

Cashiromsales 221670566 196470,58€ 304250,37€ 136 470,50€ 196 47058€ 196 470,58€ 196470506 196470534 196470,58€ 195470,586 196 470,586 136 470,554

Extra Ordirery Income

Cashfrom Acc Rec 15 000,00€ 11000008 G - £ 2000008 - € 300000 - € G - € 12000008

Total Revenue U36E70,06€ 196470,58€ D1CUO057E 19647008 196470,55€ 198470,58E 196470,08€ 1954700RE 196470,58€ 196470,58€ 19647008 oORAT0ERE| 2433827324
Exparses

Irwe rary Purcheses 159702,24€ 154122,24€ 154122,24€ 154122,34€ 154122,34€ 154122,24€ 154123246 156122,24€ 154122,24€ 154123,24§ 164154,24€ 154122244

Variable Costs 270,006 9730006 8730006 870006  O7IO00E  G7000€  G7I0006  SYIO0E  G7IN0E 87006 @TI00E  ©7I000E

Fized Costs 310280€  382L61€ 30750976 2931616 3021LF1€ 3820616 2831616 203161€  202061€ 2021616 2031616 3021614

A Payable

Other Exparses

Tota | Experses 171 535,04 € 1ESE73,85€ 16592871 € 165E73,85€ 1EGE7S,85€ 1ESEVI,BSE€ 1ESE73.8E5€ 165E7S,85E€ 1E5E73,85€ 165E7SEBSE 17570585 155573,EE€| ZDDQEBEJEI[IéI

WA H mber

Figure 21. Budgets - Master budget

3.2.4 Income Statement (Worksheet 16)

The Income Statement worksheet is a financial statement used to measure the company’s per-
formance over a forecasted period of time. This worksheet will accompany the master budget
to show the level of performance that can be expected if the budget is matched. The income
statement calculates the net earnings by obtaining the sales and costs figures entered in work-
sheets 1-12 and deducting the extra costs manually entered in this worksheet. The outcome of

the incomes statement is to measure the net earnings for the measure period.
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= AR HUF - Budgeted figures - Micrasaft Excel

File Home  Insert  Pag Formulas:  Data Sdd-Ins
Q18 b
A & [ 0 E F G H |
1
# 1 Income Statem ent
= 2014
4 January February March April May Iune July August September  October Hovember  December
0 Het Revenues 2167056€ 1965470566 20425097 € 19647058€ 19647058€ 19647055€ 19647055€ 19647050€ 19647050€ 19547050€ 19647050€ 195470506
L Costs of Revenue 178381196 16795760€ 173018214 167857,60€ 167857,60€ 16785760€ 16785760€ 16785760¢€ 167957606 167057606 167057606 167857604
7 Gross Profit 1547956 € 28512576  3043276€  2851257€ 2351257€  2851257€ 2851257€  26851257€ 26512576 28512976 28512976  2851297¢

8 Extra Operating Enpenses
EN Sales & Marketing

SN Wastage/Sarples

I8 sdministration £ 1 000,01 1 £ 10 3
‘PN Total Operating Expenses - € - 00 € - 00 - 575000€ - E575000% - - - - 000E - L00E - AS0000E - 00 £
“EN Earnings sub total \36€ 2401297 € 503276 €  2276297€  2276297€ 276297 € 276287 € 22762 3401297 € 2401297 € 24013, 24 012,97 £
‘LN Extraordinary Income,/ (Expenses) 0,00 € -3 0 € -5 000,00 £ 2 £
{0 Het Earnings Before Taxes - € - S98703€ | 2003276€ | 2276297€  2276297€ | 2276297€ 2276297€  2276297€  2401297€ | 2401297€  2401297€ | 2201297 €
Tl Taxes 2

S Met Earnings
18

€74 » ¥ | zduNovemben, a1, T e R N e T e S el 16. Income Statement 6 nent . 18. Balan

Figure 22. Financial Statement - Income Statement

3.2.5 Cash Flow Statement (Worksheet 17)

The Cash Flow Statement worksheet is a financial statement used to record all estimated
transactions which affect cash or cash equivalents owned by Heritage Wines Finland over a
forecasted period of time. The cash flow statement helps to track where cash would be gener-
ated from and where it would be used on a daily basis. The cash inflows and outflows are rec-
orded manually by the user for each month providing the user with the “End of Month Clos-
ing Balance” i.e. how much cash and cash equivalents the company would hold. The cash flow
statement is a continuously rolling worksheet meaning that the “Cash at start of month” is
automatically being populated based on the value in the “End of Month Closing Balance” for
the previous month. The cash flow statement is divided into three sections for operating fi-
nancing and investing. The operating sections is for the day-to-day transactions, the financing
is for managing financial decisions, i.e. whether or not to take a bank loan, and the investing
section is for investment activities undertaken by the company. The cash flow statement was
implemented using the direct method which presents the transactions as either cash flowing
into the company from sales from its customers or as cash flowing out of the company in the

form of paying suppliers, employees and other aspects of operations.
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HF - B

Farmulas Data

Cash Flow Statement

March

February April May June

Cash at start of Month - 166 288,39 € - 1264783 € 6359275 € 228613,72€ 37625430 €

Sales Cash

Cazh from Acc Rec
Capital

Loans

Total Cash In 10 000,00 € 5556217 € 15382275€ 2ATA4372€ 42508430€% ST272483€

Cash Qutflows
Insventary

Rent

ages

Office Expenses
AdvertisingMarketing
Ao Payahble
Loan Payments
Taxes
hiscellaneous
Total Cash Out

176 268,59 € 65 230,00 € 120 250,00 £ 39 230,00 € 48 530,00 €
o Q2

63 592,75€ 226 613,72€ 376 254,30 € 528 494,88 £

44 230,00 €

End of Month Closing Balancq- 166 288,39€ - 1264783 €

14, Br paint 15, Budgets 16, Inc

Figure 23. Financial statement - Cash flow statement

3.2.6 Balance Sheet (Worksheets 18-19)

The Balance Sheet worksheet is a financial statement used to shows the financial status of the
company at a single point in time i.e. on the last day of the month. It does this by comparing
all the assets the company owns, e.g. cash, inventory, property, against its liabilities and own-
ers’ equity e.g. bank loans, accounts payable and money invested by the owners. Creating the
balance sheet requires two worksheets; “Balance Sheet Transactions” and “Balance Sheet”.
The balance sheet transactions worksheet is used to maintain the transactions in the double-
entry format and to calculate the key figures which are required to form the balance sheet.
These key figures are then populated to the balance sheet worksheet to form the actual bal-

ance sheet.
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Year 2014

Transaction Record

Description of Transaction Cash  Accounts  Inventory Oth:
Receivable Cur
Ass

er
rent
et

Car

Property Other Non-
Current
Assests

Balance 31th December
Loan

Car Purchase

Payment Received Acc RBec
Pay Accounts Payable
Inventory Purchase
Owner Cash Investment
Monthly Loan Payment
sales

30000 10000

lisbilities 4 Oumers' Equity
Current Lisbilities Won- Current Lisbilities
Motes Accounts Other Loan Other Non- Paid in Retained
=|Payable Payable Current Current feapital Earnings
Liabilities Liabilities
40000 + 11000 10000

89700

Balance 31st hanuary

Total

12000 25000 15000
141700

4000

12000

40000 +

26000 10000

131700

Figure 25. Financial Statement - Balance sheet
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| 1 |Heritage Wines Finland Balance sheet 2014

2

_3_ Assets F1st Jan 28th Feb 31stMar 30 Apr 31 May 30 Jun 31l 31st Aug 30 Sep 31 0ct 30 MNou 31 Dec

=

|5 | cash B9700 84400 7Ol00 73300 68500 63200 57900 52600 47300 11000 5700

| & | accounts Receivatile 0 10000 20000 30000 40000 50000 0000 70000 G000 90000 -100000

|7 | Inventory 12000 24000 35000 45000 £0000 72000  $4000 96000 103000 124000 136000

| & | Other Current Assets 25000 25000 25000 25000 25000 25000 25000 55000 56000

a | Total Current Assets 126700 123400 120100 500 113500 6500 103600 101000 &7700

El e e e e

11| car 15000 30000 45000 60000 75000 90000 105000 120000 135000 150000 165000 180000

112 | Propery 0 0 i 0 0

|13 | Other Assets 0 0 i i 0

14 | Total Nan- 105000 | 120000 185000 150000 165000 160000

15

| 16 [Total Assets 223600 235300 251000 262700 274400

==l

18 |Liabilities 31st Jan 28thFeb 31stMar 30Apr 31May 30Jun  31Jul  3F1st dug 30 Sep 310ct 30 Hov 31 Dec

|19 |Eurrent Liabilities N - i - i

20 | Motes Payable 4000 4000 4000 4000 4000 4000 4000 4000 4000 4000 4000 4000

21| Accounts Payatie 12000 24000 36000 45000 60000 72000  S4000 96000 1030000 124000 136000 145000

22 | Other Current Liabilities | 0 0 0 i ] 0 0 o 0 0 0
Total Current Liahilities 16000 28000 40000 52000 84000 74000  $3000 100000 112000 129000 140000 152000
-Burrent Liabilities y

25 | Loan 49700 49400 49100 48800 48500 48200 47300 47500 47300 47000 46700 45400

| 25 | Other Non-Current Liabilities 40000 40000 40000 40000 40000 40000 40000 40000 40000 40000 40000 40000

27|  Total Non-Cumrent Lisbilities 9700  B3400 89100  88BO0  GESO0  BEZO0 7800 BTS00 87300 HFOO0 85700 86400

o Equity

29 | Paid in Capital 26000 26000 26000 26000 26000 26000 26000 26000 260000 26000 26000 26000

30 | Retained Eamings 10000 10000 10000 10000 10000 10000 10000 10000 100000 10000 10000 10000

31 Total Dwner's Equity 86000 56000 36000) 36000 56000 36000 36000 36000 86000 35000 35000 86000

32

| 33 |Total Liabilities and Gumer's Equity 141700 153400 165100 176300 188500 200200 211900 223600 235300 251000 262700 274400




3.3 Structure and contents of “HWF - Actual figures” workbook:

HWEF - Actual figures workbook is consisting of 20 worksheets. All worksheets in this work-
book are used for recording actual figures and to provide detailed information and financial

statements for the company. The structure of the workbook is displayed in the table (Table 5)

below:

Table 5. Structure of HWF - Actual figures Workbook

Worksheet: Tool:

1: January Sales & Costs tool
2: February Sales & Costs tool
3: March Sales & Costs tool
4: April Sales & Costs tool
5: May Sales & Costs tool
6: June Sales & Costs tool
7: July Sales & Costs tool
8: August Sales & Costs tool

9: Septebmer

Sales & Costs tool

10: October Sales & Costs tool

11: November Sales & Costs tool

12: December Sales & Costs tool

13: Yearly Balance Sales & Costs tool

14. Budgeeted vs Actual Budgeted vs. Actual tool

15: Breakeven Point Breakeven point analysis tool

16: Income Statement Financial statement: Income statement
17: Cash Flow Statement Financial statement: Cash Flow Statement
18: Balance Sheet Transactions | Financial statement: Balance Sheet

19: Balance Sheet Financial statement: Balance Sheet

20: Specific Order Cost Specific Order Cost tool
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3.3.1 Sales & Costs tool (Worksheets 1-13)

The sales & costs tool is used to record the actual sales and costs on a monthly basis through-
out the year and to provide a summary of the sales and costs for the fiscal year. The first 12
worksheets are used to enter the actual sales and costs for each month of the fiscal year whilst
the 13th worksheet is automatically populated based on the values entered for each month

providing a summarized view of the sales and costs during the fiscal year.

To record the actual sales the user needs to maintain sales in cases, additional costs related to
the product, margin and discount. Based on these values entered the tool is calculating the
total cost of goods sold, selling price and profit. To record the actual costs the user needs to
enter the costs classified as either a fixed cost or variable cost. Sales are recorded for each
product as an individual sale per month whereas costs are recorded only on a monthly level
categorised under variable or fixed costs providing the company with an accurate record of all

the sales including how much was sold and to whom throughout the month.

The sales & costs tool is an intergal part of the accounting tools as these values form the base
which all other tools are built on in the HWF - Actual figures workbook. This tool is valuable
to Heritage Wines Finland, because it will provide the needed information associated with
profit and costs. The layout of the Sales & Costs tool in the HWF - Actual figures workbook
is the same as in the HWF - Budgeted figures workbook.

3.3.2 Budgeted vs Actual tool (worksheet 14)

The Budgeted vs Actual tool is used to measure how the company is performing compared to
what they have budgeted. This is done by comparing the budgeted sales and costs for each
month against the actual sales and actual costs for the month. The values for the budgeted
sales and budgeted costs come from the HWF - Budgeted figures sales & costs tool worksheet
whilst the actual sales and actual costs are populated from the HWF - Actual figures sales &
costs tool worksheet. The main purpose of the tool is for Heritage Wines to track with the
sales and costs throughout the year. During the start-up phase business decisions have been
made based on the budgeted sales & costs, any significant differences in the actual sales or

costs from the budget will result in actions to be acted upon.
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t  Formulas  Data R

B g
{8 Budgeted Sales vs Actual Sales

Budgeted vs Actual
January Eebruary March dpril. bay June July Auzust Septernber October Novernber December Year

Budgeted Sales 206 66273€ 196470,58€ 204250,97€ 19647056€ 196470,50€ 196470,58€ 19647058€ 196470,56€ 196470,58€ 19647056€ 19647058€ 196470,56€ 237563949¢€
S actual sales 237149,11€ 208787,72€ 22123567€ 20422811€ 173721,51€ 186769,11€ 20193341€ 20319255€ 164 05522€ 10808511€ 100613,26€ 21350533€ 240423830€
M Difference 30466,38€  1231714€ 1698489€  7755,53€ - 2274907€ - 968147€ 5462836  6661,97€ - 11615366 - §39446€ - 15657,92€  1703475¢€ 28598,82€

Budgeted Costs 16812646 € 167957,60€ 17361821% 167957,60€ 167957,60€ 167957,60< 167957,60€ 167957,60€ 167 957,60€ 167957,60€ 167957,60€ 167957,60€ 1882492,03¢€

Actual Costs 191170,20€ 17773815€ 18840240% 17407L36< 149509,70€ 16037579< 17235280 17336926€ 15814196< 161389,77< 15GG9561€ 18169661€ 1904714,19¢€
EM Difference 2304583¢  078050€ 1458M00€  611425¢ - 1835780 - 7ERAA0E  459520¢  SAL16AE - 9RISESE - E567,85€ - 1286200% 13730014 2220216¢€
il fudgeted Revenue 38 556,27 € 2851297 € 30432,76€ 2851297 € 2851297 € 2851297 € 2851297 € 2851297 € 2851297 € 2851297 € 2851297 € 2851297 € 49314746 €

Actual Revenue 3 58 € 29 7

M Difference

12, December

.9, 5aptember_ 10, ¢ 11 Noyerber..

Figure 26. Budgeted vs Actual tool

3.3.3 Breakeven Point (Worksheet 15)

The breakeven analysis tool is automatically populated from the values entered into the actual
sales & costs tool. The tool automatically calculates the costs, revenues, breakeven point in
sales and the variable costs/Revenue Ratio. The main purpose of this tool is to find the break-
even point and provide information to the user to see if their costs are too high or if their
margin is too low. As the actual sales and costs are being recorded the breakeven point can be
accurately calculated. Based on this information the company can obtain more information on
their costs for the year, variable costs and profit retained from the sales. This will provide val-
uable information for later years as they can compare results from year to year and try to im-
prove. Layout of the Breakeven Point in the HWF - actual figures workbook is the same as in

the HWF - Budgeted figures workbook.

3.3.4 Income Statement (Worksheet 16)

The Income Statement worksheet is a financial statement used to measure the company’s per-
formance over a period of time and is based on the actual figures entered throughout the year.
The income statement measures the performance during each month throughout the year and
for the year as a whole. The income statement calculates the net earnings by obtaining the
sales and costs figures entered in worksheets 1-12 and deducting the extra costs manually en-
tered in this worksheet. The outcome of the incomes statement is to measure the net earnings
for the measure period. The layout of the income statement in the HWF - actual figures

workbook is the same as in the HWF - Budgeted figures workbook.
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3.3.5 Cash Flow Statement (Worksheet 17)

The Cash Flow Statement measures all transactions which affect cash or cash equivalents
which the company owns. These values have to be manually entered by the user and are split
into two sections, cash inflows and cash outflows. Any payments on credit or sales on credit
are not to be recorded here until they have been turned into a cash payment or cash sales. The
cash flow statement is a continuous calculation which takes the previous months into consid-
eration as they will have an influence of and later figures. The layout of the cash flow state-
ment in the HWF - actual figures workbook is the same as in the HWF - Budgeted figures

workbook.

3.3.6 Balance Sheets (Worksheet 18-19)

The Balance Sheet worksheet is a financial statement used to shows the financial status of the
company at a single point in time i.e. on the last day of the month. To keep an accurate meas-
ure of the balance sheet each transaction has to be recorded for each month. Balance sheet is
comparing all the assets the company owns, e.g. cash, inventory, property, against its liabilities
and owners’ equity e.g. bank loans, accounts payable and money invested by the owners. Cre-
ating the balance sheet requires two worksheets; “Balance Sheet Transactions” and “Balance
Sheet”. The balance sheet transactions worksheet is used to maintain the transactions in the
double-entry format and to calculate the key figures which are required to form the balance
sheet. These key figures are then populated to the balance sheet worksheet to form the actual
balance sheet. Each entry for each month has to be maintained correctly all the entries have an
impact on the balance sheet. The layout of the balance sheet transactions and balance sheet in
the HWF - actual figures workbook are the same as in the HWF - Budgeted figures work-
book.

3.3.7 Specific Order Cost Tool (Worksheet 20)

The Specific order cost tool calculates the actual costs which have been incurred for a specific
otder. Due to the exchange rate, CIF fees, taxes and duties it can be hard to know how much
an actual order will cost for the company. This information can then be reviewed with the
sales figures to see if any corrections need to be made to the costs or selling price as the reality
of the margin may not reflect what was previously calculated. This tool can also be used for

calculating the cost of a new product. If a new producer agrees to sell a wine to Heritage
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Wines Finland for X amount, they can use this tool to find out the landing cost of the wine in

Finland and in turn the selling price to their customers. The main benefit for this tool will be

for tracking the actual prices compared to the budgeted and or estimated costs.

Step1: Currency convertor (per case price)

[Wine

Verdelho
Customs duty (per pallet)

Werdelho LH

120,00€

Chardonnay

240,00 €

Finot Moir

180.00€

120,00

Storage fee (per pallel)

12,00€

24,00€

18,00 €

0€| 12,00

rein | Fett Werdol |

Transportwithin Finland {per pallet)

Manual Entry (er product)

Step 3: Order cost calculation

15,00 €

30,00 €

7250 €

0E] 1500

Cabelling
Case Price (per bottle) |Gross cost FOB
E 205568€
4111,36€
8122272¢€
6 167,04 €
4111,36€
411136 €

Figure 27. Specific order cost tool

Freight
344,00 €
698,00 €

1 376,00
1032,00€
688,002
698,00€

Extra costs
9510
1990206
338040 €
2098530 €
189030 €

108030€]

Total costs

339478€
576056 €
1367912€
1018434 €
678956 €

678956 €
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Canded
(per hottle)

Promt Profit Profit
(per order) _|(per bottie) per case)
335678€| B8] 10508€

768 43087| sese| ere3e
1538 B68173E sE5e| B7.032
5511306 sese| erpae
434087 € se5e| 67,038

434087 €]

565€

6783€




4 Summary

4.1 Conclusion & Results

The objective of this thesis was to develop and implement a set of accounting tools for Herit-
age Wines Finland so that they can start their operations from the accounting perspective. In
practise this means that the company needs to be able to handle their own accounting practis-

es in both the pre-operational phase and also as everyday tools for their daily operations.

The project can be defined as a successful project since the objectives set at the beginning of
the project were met, the scope remained as defined initially and the project was completed on
schedule due to careful planning. Also the commissioning company was happy for the results

— the product of this thesis.

42 Validity & reliability

The tools which were created had to be relevant to the business, implemented with the correct
theory in place whilst also being customized to meet the requests of the commissioning com-
pany. To ensure the validity and reliability of the tools, open communication was frequently
used between the two parties involved to avoid any misunderstandings or any gaps. The tools
were also properly tested from the functional and theoretical point of view by the developer

of the tools and the commissioning company.

4.3 Assessment & Discussion

After the completion of the project the commission company was satisfied with the results
and benefits they gained from the tools. They received what they had requested, a customized
personal tool which they can use for their company, the tool is easy to use, modify and up-
grade whilst also providing them with the information they need to run the business success-
tully and make sound business decisions. Some of the tools will also help Heritage Wines Fin-

land to calculate certain estimates in the pre-operational phase.

There have been ups and downs during the project. At the beginning I was a bit confused on

the thesis writing process, did not allocate enough time for the writing of the thesis and I un-
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derestimated how much effort it would actually take. I was not always able to meet with my
advisor when I required some guidance however once I was able to propetly meet my advisor
I was able to get back on track with writing the thesis in the correct way. Combining this the-
sis with fulltime work and fulltime university classes was also a big challenge as there wasn’t

always enough time for me to cover everything.

To summarise the thesis and the tools I feel the thesis has met its goals. I am also happy with
the results from the work as I can see how they will be used and benefit the company but if I

was to re-do the thesis again I would plan a bit more and allocate more time the writing phase.

The verbal feedback from the company was positive and they could see the immediate bene-
fits of this thesis to their operations. They commented that they would use the tools as they
were intentionally set up to be used. They would use them to help calculate the selling prices
during the set-up phase and run multiple forecasted sales with different margins. When opera-
tional they plan to use the tools in their daily operations to record sales, costs and took on
track with what they have budgeted. They were especially pleased with the monthly recording

where they could record individual sales for each wine.

I found the project interesting and challenging but rewarding at the same time. Whilst writing
this thesis I learnt a lot about accounting, how accounting can be used in all aspects of a com-
pany’s business and how important accounting is to all companies of all sizes. I also learnt
about the life cycle of a project from the start to completion and how projects are managed. 1
feel that the experience gained from both the accounting and the project management theory
will be a useful asset for years to come in my personal career. In my own personal work I have
to deal with projects, schedules and deadlines. This thesis has given me more understanding of
the way projects are managed from a higher level. Due to the very busy schedule I have also
learnt a lot about prioritizing work and giving items deadlines which should be met. I feel that
my own work will benefit from this as I know have a better understanding of the way in which
projects are ran, the importance of a good schedule and meeting the deadlines. I can use the

experience gathered from this thesis to better myself in my own work.
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Appendix 1

The project timeline
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