Chapter 9 Terms & Briefs

Financial Statements for a Proprietorship

Component Percentage-The percentage relationship between one financial statement item and the total that includes that item.

An income statement reports financial information over a specific period of time, indicating the financial progress of a business in earning a net income or net loss.

A balance sheet reports financial information on a specific date, indicating the financial condition of a business.  The financial condition of a business refers to its financial strength.  If a business has few liabilities compared to its assets it is strong financially.

The income statement for a service business has four sections:  1. Heading, 2. Revenue, 3. Expenses, and 4. Net income or net loss.

Heading for an income statement contains:  1. The name of the business, 2. The name of the statement, 3. The date of the statement(time period ending).

If net income figured for the income statement is not the same as shown on the work sheet, an error has been made.  No more work should be done until the error is found.

If total expenses exceed total revenue, a net loss is reported on an income statement.  When a net loss is reported, write the words, Net Loss, in the wide column, Subtract the total expenses for the revenue to calculate the net loss.  Record the amount of net loss in the second amount column in parentheses.  An amount written in parentheses on a financial statement indicates a negative amount.

A balance sheet has four sections: 1. Heading, 2. Assets, 3. Liabilities, 4. Owner’s equity.

The heading of a balance sheet consists of 1. The business name, 2. The name of the statement, 3. The date of the statement.

Component percentages on income statements are usually based upon the sales amounts.  Thus the percentage you are trying to calculate are divided by sales.  To make this information useful you need to know acceptable levels of percentages which are usually determined by industry averages.

Summary of Financial Statements:

1. An income statement is prepared using information from the Account Title column and Income Statement columns of a work sheet.

2. Component percentages for total expenses and net income are calculated as shown below.

Total Expenses divided by Total Sales = Total Expenses Component Percentage

Net Income divided by Total Sales = Net Income Component 



Percentage.


3.  A balance sheet is prepared using information obtained from the work sheet’s Account Title column and Balance Sheet columns.  Curent capital to he reported on the balance sheet is calculated as shown below:


Capital Account Balance +Net Income-Drawing Account Balance=Current Capital

