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PREPARING AN INCOME STATEMENT

Prepare an income statement for a service business.
Calculate and analyze financial ratios using income statement
amounts.



REPORTING FINANCIAL INFORMATION

X Information obtained from general ledger

X Before data can be utilized, it must be summarized, organized, and
reported

X Financial accounting
O Reporting information to external users
O Bankers, creditors, government agencies, etc.

X Managerial accounting
O Reporting information to internal users
O Company managers and officers
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PREPARING AN INCOME STATEMENT FROM INFORMATION ON A WORK SHEET

X Information needed to prepare the income statement is obtained

from the work sheet.
Account balances are

'Income Statement reports
over a PERIOD OF TIME

s Supplies Expense

18 Net hireome




HEADING OF INCOME STATEMENT

CENTER THE NAME OF THE
COMPANY ON THE FIRST LINE.

Delgado Web Services

Income Stqtement
For Month Ended January 31, 20--

v CENTER THE DATE OF THE CENTER THE NAME OF THE
REPORT ON THE THIRD LINE. REPORT, INCOME STATEMENT,
ON THE SECOND LINE.



REVENUE, EXPENSES, AND NET INCOME SECTIONS OF AN INCOME STATEMENT

REVENUE E AMOUNTS
- FOUR SECTIONS: g e
EXPENSES | Reve gl AMOUNT
HEADING
agi CALCULATE
g - R EV E N U E NET INCOME
ToTaL E XP E N S ES —lg():::szz
EXPENSES

NET INCOME
NET INcoMEQ®) SiNeLE RuLe -, DousLE RuLs -

SINGLE RULE

' Recorp NET INCOME



ANALYZING AN INCOME STATEMENT

X Revenue is generally compared to:
O Total expenses
O Netincome

X Financial ratio
O A comparison between two components of financial information is called.
O Divide by total sales for ratios on income statement

X Ratio analysis
O The calculation and interpretation of a financial ratio

X Vertical analysis
O Reporting an amount on a financial statement as a percentage of another
item on the same financial statement

WHY? Check financial health of business!
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ANALYZING AN INCOME STATEMENT

Delgado Welr Services

Income Statement
For Mounth Ended Jannary 31, 2{1--

Total Expenses Ratio
= Total Expenses + Total Sales = Total Expenses Ratio
e $2,658.00 + $5,820.00 = 45.7%

Advertising Expense $ No more than 48.0%
Cash Short and Over
Conpmnnications Expense
Equipment Bental Expensc
Insurance Expense

Revenne:

L+

Miscellaneons Expense

o | s | LA | G

Supplies Expense

Total Expenses
Net Income

Net Income Ratio
Net Income + Total Sales = Net Income Ratio
$3,162.00 + $5,820.00 = 54.3%
No less than 52.0%




INCOME ST

REVENUE q
ACCOUNT
TITLES Q

ToraL ._
REVENUE

NET Loss./

More than one sale
account?
List account balances
IN
first amount column
Total and list total In
right amount column

NET Loss

. REVENUE
AMOUNTS

ToTrAaL OF
REVENUE
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CHECK YOURSELF!

List the four sections of an income statement.
Heading, revenue, expenses, and net income or net loss

What is the formula for calculating the total expenses ratio?
Total Expenses divided by Total Sales equals Total Expenses Ratio.

What is the formula for calculating the net income ratio?

Net Income divided by Total Sales equals Net Income Ratio.
(0]
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PREPARING A BALANCE SHEET

* Prepare a balance sheet for a service business organized as a
proprietorship.



PREPARING A BALANCE SHEET FROM INFORMATION ON A WORK SHEET
X Screenshot of business financial condition on a SPECIFIC DATE

X Information needed to prepare the balance sheet is obtained from the work sheet.

Account titles are
obtained from the work

sheet’s Account Title
column.

| | FOUR SECTIONS:
| Accownils hu eririnhle 4 ”I” Hﬂ‘ _LJ
_Il ::::r {:i:;h IEIrAICe 1 "lzll:: :::: l I § H EAD' N G

ABOOE

i ..-'-'h'l;.';.lin;lfm_;__;nhfs'- U"_:;riruul_}ur‘l;hh _-_’4# | ; | | 1 H 5 H-H— R EVE N U E

ol Michael Deleado, Capital 2 Hl” L
1w Michael Delgado, Drazeing

EXPENSES

7 — I NET INCOME




HEADING OF A BALANCE SHEET

CENTER THE NAME OF THE
COMPANY ON THE FIRST LINE.

Delgado Web Services

Balance Sheet

January Si, 20--

- CENTER THE DATE OF THE CENTER THE NAME OF THE
REPORT ON THE THIRD LINE. REPORT, BALANCE SHEET, ON
THE SECOND LINE.



ASSETS AND LIABILITIES SECTIONS OF A BALANCE SHEET

AccoOuNT TITLES LiaBiLITY AMOUNTS

ACCOUNT

TITLES LIABILITIES

Assets || Liabilities

ASSETS

Cash

AssSET AMOUNTS - ToTAL - SINGLE RUL' TOTAL OF
LIABILITIE LIABILITIES



OWNER'’S EQuUITY SECTION OF A BALANCE SHEET

AccOuNT TITLE
OWNER'’S EQuiTY

Delgado Web Services

Jahgary 31, 20-- CAPITAL
AMOUNT

Liabilities |

| 2 '_Lﬁm Aduts. Pay.—Canyon Office Sfp. 1/2|0}00| /

Pvn‘l,r Cash EEH Accts\Pay.—Mountain Graghic Arts nlll |
| Accts. Rec —",l'am Street \rrmu s 0(00| Total Lix l:ru'jhr -.E. 00
=| Owner's _ﬂ” Y EII SlNGLE
0|00|| Michael Deleado, Capital 0l ,

Pl ep.rud Insurance
_[ Total Assets

COMPARE
ToraLs

- ToTtAaL LIABILITIES ToraL OF LIABILITIES
AND OWNER'’s EQuITY AND OWNER'’S EQUITY

ASSETS
-)TAL OF ASSETS




OWNER'’s EQuiTY REPORTED IN DETAIL ON A BALANCE SHEET

BEGINNING
CaprPiTaL AMOUNT

BEGINNING CAPITAL

NET INCOME DrawING

Total Liabilities I-l...l
Owner’s Equity / | I-.
Michael Delgado, Capital, January 1 2,000.00 |-. Bl DiFFERENCE
Net Income 3,162.00
Less Michael Delgado, Drawin 1,150.00 2,012.00
WNMichael Delgado, Capital, January 31
Total Liabilities and Owner’s Equity

& Enoine Capital & SNGLE @) CuRRENT CAPITAL

& ToraL LiseiLimiEs RULE AMOUNT
AND OWNER’S EQuUITY



CHECK YOURSELF!

List the four sections on a balance sheet.
Heading, assets, liabilities, and owner’s equity

What is the formula for calculating current capital?

Capital Account Balance plus Net Income (or less Net Loss) less
Drawing Account Balance equals Current Capital.
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