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Financial Statements
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Companies prepare four financial statements from
the summarized accounting data:

!

Owner's
Income Equity
Statement Statement
7 7

Chapter
1-2

LO 8 Understand the four financial statements and how they are prepared.

Balance Statement
Sheet of Cash
Flows
4




Financial Statements

Review Question

Net income will result during a time period when:
a. assets exceed liabilities.
b. assets exceed revenues.
C. expenses exceed revenues.

@ revenues exceed expenses.

Chapter . .
13 LO 8 Understand the four financial statements and how they are prepared.



Financial Statements

Income Statement

Barone's Repair Shop @ Reports the revenues
Income Statement d f
For the Month Ended May 31, 2008 an expenses ora
specific period of time.

Revenues:
Service revenue $ 5,850 .
Expenses: ® Net income - revenues
Salary expense 2,000 exceed expenses.
Rent expense 400
Advertising expense 250 _
Total expenses 2,650 ® Net loss ZXPCHSCS
Net income $ 3,200 exceed revenues.

Chapter
1-4 LO 8 Understand the four financial statements and how they are prepared.



Financial Statements

Owner's Equit
Income Statement quTy

Statement
Barone's Repair Shop Barone's Repair Shop
Income Statement Owner's Equity Statement
For the Month Ended May 31, 2008 For the Month Ended May 31, 2008
Revenues: Barone's, Capital May 1 $ -
Service revenue $ 5,850 Add: Investment 10,000
Expenses: Net income 3,200
Salary expense 2,000 13,200
Rent expense 400 ess: Drawings 1,000
Advertising expense 250 Barone's, Capital May 31  $12,200
Total expenses 2,650
Net income $ 3,200
Net income is needed to determine

the ending balance in owner's equity.

Chapter . .
15 LO 8 Understand the four financial statements and how they are prepared.



Financial Statements

® Statement indicates the
reasons why owner's
equity has increased or
decreased during the
period.

Chapter

Owner's Equity
Statement

Barone's Repair Shop
Owner's Equity Statement
For the Month Ended May 31, 2008

Barone's, Capital May 1 $ -

Add: Investment 10,000
Net income 3,200
13,200

Less: Drawings 1,000

Barone's, Capital May 31  $12,200

16 LO 8 Understand the four financial statements and how they are prepared.



Financial Statements

Owners' Equity

Balance Sheet Statement

Barone's Repair Sho
- - Barone's Repair Shop

Balance Sheet )

Owner's Equity Statement

May 31, 2008
For the Month Ended May 31, 2008
Assets
Cash $ 6,820 Barone's, Capital May 1  $ -
Accounts receivable 630 Add: Investment 10,000
Equipment 5,000 Net income 3,200
Total assets $12,450 13,200
Liabilities Less: Drawings 1,000

Accounts payable  $ 250 Barone's, Capital May 31 $ 12,200
Owner's Equity /
Barone's, capital 12,200
Total liab. & equity $12,450 The ending balance in owner's equity is
needed in preparing the balance sheet

Chapter . .
1-7 LO 8 Understand the four financial statements and how they are prepared.



Financial Statements

Balance Sheet

Barone's Repair Shop ¢ RCPOPTS the assets,
Balance Sheet lleIIITIZS, and owner's
) S, b equity at a specific date.
Assets
Cash $ 6,820 .
Accounts receivable 630 ® Assets IlSTed. GT. The TOP,
Equipment 5,000 followed by liabilities
Total assets $12,450 and OWHZI"'S CQUITY
Liabilities
Accounts payable 3 250 @ Total assets must equal
Owner's Equity R
Barone's, capital 12,200 TOTC(' IIGbIIITICS and
Total liab. & equity $12,450 owher's eqL“TY

Chapter . .
1-8 LO 8 Understand the four financial statements and how they are prepared.



Financial Statements

Balance Sheet

Chapter
1-9

Barone's Repair Shop
Balance Sheet
May 31, 2008

Assets
Cash $6,820
Accounts receivable 630
Equipment 5,000
Total assets $12,450
Liabilities
Accounts payable $ 250
Owner's Equity
Barone's, capital 12,200

Total liab. & equity $12,450

LO 8 Understand the four financial statements an

Barone's Repair Shop
Statement of Cash Flows
For the Month Ended May 31, 2008

Cash flow from operating activities

Cash receipts from revenues $ 5,220
Cash paid for expenses (2,400)
Cash provided by operations 2,820

Cash flow from investing activitites
Purchase of equipment (5,000)

Cash flow from financing activities

Investment by owners 10,000

Drawings by owners (1,000)

Cash provided by financing 9,000

Net increase in cash 6,820
Cash balance, May 1 -

| Cash balance, May 31 $ 6,820




Financial Statements

® Information for a
. . . Barone's Repair Shop
Sp@CIfIC pemOd Of Time. Statement of Cash Flows
For the Month Ended May 31, 2008
® Answers the followi ng. Cash flow from operating activities
) Cash receipts from customers $5,220
1. Where did cash come Cash paid for expenses (2,400)
ff‘O m? Cash provided by operations 2,820
Cash flow from investing activities
2. What was cash used Purchase of equipment (5,000)
fOFO Cash flow from financing activities
) Investment by owners 10,000
Drawings by owners (1,000)
3. What was the change Cash pr‘govidZd by financing 9,000
in the cash balance? Net increase in cash 6,820
Cash balance, May 1 -
Cash balance, May 31 $6,820
Chapter

1-10 LO 8 Understand the four financial statements and how they are prepared.



Financial Statements

Review Question

Which of the following financial statements is
prepared as of a specific date?

@ Balance sheet.
b. Income statement.
c. Owner's equity statement.
d. Statement of cash flows.

Chapter . .
1-11 LO 8 Understand the four financial statements and how they are prepared.



Financial Statements

Discussion Question

Q19. "A company's net income appears directly
on the income statement and the owner's equity
statement, and it is included indirectly in the
company’s balance sheet." Do you agree? Explain.

See notes page for discussion

Chapter . .
1-12 LO 8 Understand the four financial statements and how they are prepared.



Accounting Career Opportunities

Public Accounting
Careers in auditing and taxation serving the general public.

Private Accounting
Careers in industry working in cost accounting, budgeting,
accounting information systems, and taxation.

Opportunities in Government
Careers with the IRS, the FBI, the SEC, and in public
colleges and universities.

Forensic Accounting
Careers with insurance companies and law offices to conduct
investigations into theft and fraud.

Chapter . . . .
1-13 LO 9 Explain the career opportunities in accounting.



Copyright

Copyright © 2008 John Wiley & Sons, Inc. All rights reserved.
Reproduction or translation of this work beyond that permitted
in Section 117 of the 1976 United States Copyright Act without
the express written permission of the copyright owner is
unlawful. Request for further information should be addressed
to the Permissions Department, John Wiley & Sons, Inc. The
purchaser may make back-up copies for his/her own use only
and not for distribution or resale. The Publisher assumes no
responsibility for errors, omissions, or damages, caused by the
use of these programs or from the use of the information
contained herein.

Chapter
1-14



