
 
 
 

 Read and understand BWA  

 Question 1 How can I determine from the BWA whether 
my company is at risk? 

Question 2 How do I actually read and interpret a BWA? 

Question 3 How exactly does the BWA reflect the result 
of my company? 

Question 4 How can the informative value of my BWA be 
improved? 

Question 5 Unfortunately, material consumption can 
usually only be determined with considerable 
effort (inventory). Are there simpler alterna-
tives? 

 Question 6 Can I actually use the BWA for controlling? 

Question 7 Is the BWA sufficient to control my company? 

Question 8 What changes does the BilRUG result in for 
the BWA? 

Question 9 Do these changes have an impact on key fig-
ures? 

 

   
   

The business management report (BWA) provides information 
about the financial situation of your company. In the following, 
we answer the most important questions: 

Question 1: How can I determine from the 
BWA whether my company is at risk? 
Basically, you can recognize a possible or emerging threat to 
your company through the BWA, for example, by regularly an-
alyzing the development of the operating and company results. 
If the results decrease over a longer period of time, you should 
"research" the causes. Other signs are falling sales and/or rising 
costs.  

The situation is usually particularly problematic when im-
portant cost items increase more strongly relative to sales or 
total output. Then the economic development is often funda-
mentally endangered. In this case, check, for example, whether 

 the sales department no longer acquires enough orders (has 
the quotation success rate changed?),  

 more products with low profits or contribution margins are 
sold or  

 Your company no longer develops so many new products.  

Cost increases occur, among other things, in the materials area 
due to price increases or in production due to more waste, e.g. 
due to defective machines.  

However, not all critical developments can be identified with 
the "classic" BWA, i.e. the short-term income statement. This is 
because it does not show all business transactions. For exam-
ple, important payment-relevant facts such as repayments, in-
vestments or tax back payments are missing. And, of course, a 
correct interpretation of the BWA is only possible if it is up-to-
date and of a high quality (see question 4).  
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Question 2: How do I actually read and inter-
pret a BWA? 
The most widely used BWA is the short-term income state-
ment, which is based on the structure of the income statement. 

Overview 1 shows an example of a short-term income state-
ment with selective and cumulative presentation. 

In this case, sales and, if applicable, inventory increases or own 
work capitalized are at the top of the BWA. The three items to-
gether make up the total output (1). The cost of materials is 
deducted from this total, leaving the gross profit (2). The gross 
profit must be sufficient to cover all other costs and to achieve 
the desired profit.  

The remaining costs (except the material) are under the gross 
profit. They always start with personnel costs, followed by oc-
cupancy costs, taxes, etc. The sum of all cost types excluding 
material costs is shown under the item total costs (3). If this 
item is subtracted from the gross profit, the operating result 
(4) is obtained. The operating result tells you how successful 
you have been with your activity.  

This is followed by the interest to be paid to the bank and any 
extraordinary income and expenses. These items are then de-
ducted from or added to the operating result to obtain the 
profit before tax (5), from which income taxes are deducted.  

Earnings after taxes, i.e. preliminary earnings (6), show how 
successful your company has been overall in a given period. The 
return on sales (7) is used as a measure. To calculate this, the 
preliminary result is set in relation to sales. In the example, the 
return on sales is 10.76%. Depending on the industry, the value 
can vary considerably. 

Columns 3, 4 and 5 indicate how the individual items of the 
BWA relate to total output (column 3), total costs (column 4) 
and personnel costs (column 5). The three reference values are 
then each set to 100%. Examples from overview 1: 

 29.00% (8) of total output (for the most part equivalent to 
sales revenue in the case of small businesses) is spent on 
personnel. 

 8.84% (9) of total costs are advertising and travel expenses. 

 Total output represents 344.86% (10) of personnel costs, i.e. 
total output is almost 3.5 times personnel costs.  

An important value is the gross profit markup (11). Here, the 
material/goods input is set equal to 100 % and placed in rela-
tion to the operating gross profit. This figure illustrates how 
high the gross profit will be if purchases are made for €100. In 
the example, for every euro you spent on materials, you will get 
back about €1.30 in gross profit. From this you have to cover 
the remaining costs on the one hand and the amount you want 
to retain as profit on the other. 
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Columns 7 to 11 only change the period: the respective values 
now no longer refer to a single month, but - in this example - 
cumulatively to the months January to June. If you do not have 
a seasonal business but a continuous order situation, you can 
estimate the approximate year-end values by multiplying the 
values (doubling them in this example).  

Question 3: How accurately does the BWA re-
flect the result of my company? 
If only the accounting data is reported without corrections or 
adjustments, there can be significant differences between the 
BWA and reality, often 20% deviations and more - in both di-
rections. Reliable corporate management is therefore gener-
ally not possible.  

Only with adjustments at least for important items, such as ma-
terial and personnel, and a correct recording of sales, does a 
BWA reflect the reality in the company relatively accurately.  

Take into account that the BWA is data from the past and a re-
porting date-related presentation. This means that circum-
stances may have changed again by the time the BWA is avail-
able. 

Question 4: How can the informative value of 
my BWA be improved? 

Since only the accounting figures are shown in the standard 
BWA, you need a qualified BWA for controlling purposes. The 
most important criterion of a qualified BWA is the correct ac-
crual of at least the central items. Examples: 

 Depreciation is often not reported on a monthly basis (as 
would be economically correct), but only once as a total per 
year. This means that in most companies, all monthly results 
have only limited significance, since missing depreciation 
during the year quickly "improves" the monthly results by 
several thousand euros.  

 Often the purchase of materials is booked without accruals. 
The result: In the months in which materials are purchased, 
the company result is too bad, in the other months too 
good. The correct approach would be to record consump-
tion rather than purchasing (see question 5).  

 One-time payments, such as vacation or Christmas bonuses 
or insurance premiums, should also be accrued and distrib-
uted over the months.  

In addition to accrual problems, services are also frequently re-
ported incorrectly. These items should also be corrected in a 
qualified BWA: 

 Partial services or advance payments are incorrectly re-
ported as sales.  

 Work in progress is not reported as such in total output and 
receivables that are no longer to be realized are derecog-
nized too late, which makes the result appear better than it 
actually is.  

Talk through all lines and items of the BWA with your consult-
ant and check point by point if and which possibilities there are 
to improve the informative value.  

Note: The BWA is also used by banks to prepare the rating. Also 
for this reason, the timeliness and correct postings of the BWA 
play a major role.  

Question 5: Unfortunately, material con-
sumption can usually only be determined 
with considerable effort (inventory). Are 
there simpler alternatives? 
Material consumption can really only be determined accurately 
with an inventory. This is especially true if your company deals 
with a large volume of semi-finished products. If the effort for 
this is too great (during the year), you can make do with esti-
mates and simplifications as an alternative:  

 Set the average annual value for the cost of materials on a 
monthly basis as well. If there are major fluctuations from 
year to year, you can also select an average value for several 
years.  

 Assume the average material consumption of individual 
products. If, for example, you have an average cost of goods 
of €50 for an article A, €20 for B and €70 for C, you can mul-
tiply these values by the number of products manufactured.  

 The problem is also minimized if you keep purchasing vol-
umes and inventories as low as possible and - as far as pos-
sible - buy to order. 

Question 6: Can I actually use the BWA for 
controlling? 
Yes, you can use a BWA as a controlling tool with restrictions. 
It is true that the standard BWA lacks a view into the future; 
but it is of course possible to create a planned BWA for the next 
year and to compare the planned values with the real results 
on a monthly basis.  

As a controlling instrument, however, a BWA can only be used 
meaningfully if it realistically reflects what is happening in the 
business (cf. question 4). You should also bear in mind that the 
"classic" BWA, the short-term income statement, does not 
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cover all business transactions. In particular, matters that affect 
liquidity are not shown here.  

Therefore, you should at least still use static liquidity. How-
ever, there are also circumstances that are not recorded here, 
e.g. investments, tax arrears, payment dates or current account 
limits. Therefore, it usually makes more sense to create an ad-
ditional liquidity plan and to analyze the open items. 

Note: Your advisor can assist you in preparing a liquidity plan. 

Question 7: Is the BWA sufficient to control 
my company? 
In small businesses, a qualitative BWA, supplemented by a li-
quidity forecast or plan if necessary, is almost always sufficient. 
However, the BWA only ever depicts the entire business as 
such. To be successful in the long term, you should also know 
how much you earn with which products or services, but also 
customers. Only with this knowledge can you sell as many prof-
itable products as possible and expand business relationships 
with valuable customers. 

The prerequisite is that the prices are calculated. And a post-
calculation is also certainly useful to check whether the 
planned sales can actually be realized. For regular customers, a 
customer contribution margin calculation should be prepared.  

Last but not least, successful management of a company also 
involves answering the question of how you want to remain 
successful in the long term. So ask yourself the following ques-
tions as well:  

 Are you well positioned for the next few years with the cur-
rent portfolio?  

 Are you targeting the right customers?  

 Are you able to develop new products on a "sufficient" 
scale?  

The BWA is only of limited help in answering these questions. 
At best, you can see from it that, for example, the sales of indi-
vidual products are decreasing and that you must act to offset 
this development.  

Question 8: What changes does the BilRUG 
result in for the BWA? 
The German Accounting Directive Implementation Act (Bil-
RUG), which companies must apply for the first time for the 
2016 financial year, has resulted in numerous changes. Two 
issues are most important for the BWA: 

 Firstly, revenue has been redefined and expanded. A distinc-
tion is no longer made between revenue from ordinary and 
extraordinary activities. For example, income from rentals 

and canteen sales, rental income from company apart-
ments, income for patents or licenses, the provision of labor 
or grants for customer-related tools are now added to sales. 
Taxes directly related to sales, such as energy or alcohol 
taxes, on the other hand, must be deducted from sales.  

As a rule, extraordinary expenses must be distributed in ac-
cordance with the regrouped revenues. If, for example, can-
teen revenues are allocated to sales revenues, the same 
procedure must be followed for the associated cost of ma-
terials. 

 On the other hand, extraordinary income is no longer in-
cluded. As a consequence, the extraordinary income is allo-
cated to sales or other operating income, depending on the 
circumstances. Dunning fees or the early termination of a 
lease agreement for a fee are allocated to other operating 
income. In the case of other circumstances, the allocation 
has not yet been conclusively clarified, such as the question 
of where orders for materials or non-cash bonuses for cus-
tomer loyalty programs should be regrouped. In addition, 
there are always different interpretations, even among ex-
perts, regarding the allocation of individual business trans-
actions. Otherwise, extraordinary expenses are usually allo-
cated to other costs. 

It is imperative that the consultant be consulted for the neces-
sary changes and regroupings to avoid errors and later correc-
tions. 

Question 9: Do these changes have an impact 
on key figures? 
The corporate result (profit/loss) does not change overall as a 
result of the regroupings and changes. However, the charac-
teristics of important key figures do change: 

 As sales revenue tends to rise, the return on sales, for exam-
ple, falls as a result.  

 EBIT (earnings before interest and taxes) and the EBIT mar-
gin will also fall in most cases. The exception is if the deduct-
ible excise taxes offset or even exceed the revenue in-
creases. In practice, however, this is rather unlikely. 

 The gross profit margin may also be affected if canteen rev-
enues are counted as sales revenues from 2016. In this case, 
the materials etc. required to generate the revenue must 
also be reported under purchased services. 

 If cafeteria revenues are treated as sales, cafeteria invento-
ries must also be reported in the balance sheet as "normal" 
inventories. 

 If, for example, receivables from rental income are still out-
standing, this can have an impact on the receivables ratio, 
turnover rate, liquidity ratios, operating cash flow and work-
ing capital. 
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Incidentally, the reclassifications must be explained in the 
notes unless they are of minor significance. The aim is to rec-
oncile the previous year's result with the "new" result accord-
ing to BilRUG.  

Take into account that the changes may also mean that (em-
ployment) contracts have to be adjusted if, for example, em-
ployees receive variable remuneration that is dependent on 
the achievement of a certain value (e.g., the return on sales or 
EBIT). Contracts with banks may also have to be adjusted if, for 
example, agreements (financial covenants) have been made 

under which loan conditions are linked to the achievement of 
certain key figures.  

Last but not least, numerous accounts or account allocations 
have to be checked and adjusted internally on a regular basis, 
both in the income statement or BWA and in the balance sheet 
(here, among other things, trade receivables and payables).  

Be sure to have your consultant support you in implementing 
the BilRUG in order to keep the workload as low as possible and 
to avoid mistakes in the application. 

 

All information and data in this client information sheet have been com-
piled to the best of our knowledge. However, they are provided without 
guarantee. This information cannot replace individual advice in individual 
cases. Translated by DEEPL 
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