
Chapter 7
Financial Statements for

a Sole Proprietorship
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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.
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Reporting Financial Information
✘ Information obtained from general ledger
✘ Before data can be utilized, it must be summarized, organized, and 

reported
✘ Financial accounting

○ Reporting information to external users
○ Bankers, creditors, government agencies, etc.

✘ Managerial accounting
○ Reporting information to internal users
○ Company managers and officers
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Preparing an Income Statement from Information on a Work Sheet

4

✘ Information needed to prepare the income statement is obtained 
from the work sheet.

Account titles are obtained from 
the work sheet’s Account Title 
column.

Account balances are 
obtained from the work 
sheet’s Income Statement 
columns.Income Statement reports 

over a PERIOD OF TIME



Heading of Income Statement

Center the date of the 
report on the third line.

3

Center the name of the 
company on the first line.

1

Center the name of the 
report, Income Statement, 
on the second line.
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Revenue, Expenses, and Net Income Sections of an Income Statement

6

Expenses 4

14Double Rule

Single Rule11

9
Total of 
Expenses

13 Record Net Income

Revenue 1 Account Title2 Expense Amounts6

Revenue
Amount

3

10 Calculate 
Net Income

12Net Income 7Single Rule

Total
Expenses

8

Account 
Titles 5

Four sections:
Heading
Revenue
Expenses

Net Income



Analyzing an Income Statement

✘ Revenue is generally compared to:
○ Total expenses
○ Net income

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

✘ Ratio analysis
○ The calculation and interpretation of a financial ratio

✘ Vertical analysis
○ 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

Net Income Ratio 
Net Income ÷ Total Sales = Net Income Ratio

$3,162.00 ÷ $5,820.00 = 54.3%
No less than 52.0%

Total Expenses Ratio
Total Expenses ÷ Total Sales = Total Expenses Ratio

$2,658.00 ÷ $5,820.00 = 45.7%
No more than 48.0%



Income Statement with Two Sources of Revenue and a Net Loss

Revenue 1

Total
Revenue

5

Account 
Titles 2

Revenue
Amounts

3

Record Net Loss 7

Total of
Revenue

4

Net Loss 6

More than one sale 
account?

List account balances 
in 

first amount column
Total and list total in 
right amount column



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.

CHECK yourself!
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Preparing a Balance Sheet

• Prepare a balance sheet for a service business organized as a 
proprietorship.
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Preparing a Balance Sheet from Information on a Work Sheet
✘ Screenshot of business financial condition on a SPECIFIC DATE

✘ 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.

Account balances are 
obtained from the work
sheet’s Balance Sheet 
columns.

Four sections:
Heading
Revenue
Expenses

Net Income



Heading of a Balance Sheet

Center the date of the 
report on the third line.

3

Center the name of the 
company on the first line.

1

Center the name of the 
report, Balance Sheet, on
the second line.

2



Assets and Liabilities Sections of a Balance Sheet

Liabilities4

9 Total of 
Liabilities

Assets1

7 Single RuleTotal 
Liabilitie
s

8

Account Titles2 Account 
Titles5

Liability Amounts 6

Asset Amounts3



Owner’s Equity Section of a Balance Sheet

Single
Rule

4

Compare 
Totals

9

Owner’s Equity1 Account Title2

Total of Assets6 7 Total Liabilities
and Owner’s Equity

Total 
Assets

5

Total of Liabilities
 and Owner’s Equity

8

Capital 
Amount

3

Double
Rule

10



Owner’s Equity Reported in Detail on a Balance Sheet

Drawing 4

Beginning Capital1 Beginning 
Capital Amount

2

Difference
6

7 Ending Capital Single 
Rule

5

Total Liabilities
 and Owner’s Equity

9

Net Income3

Current Capital 
Amount
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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.

CHECK yourself!
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