Accounting - The Balance Sheet
-
profit is almost always the reason why businesses operate

-
the profits are used to expand the business, increase wage of employees, or used by the owners for their own personal use.
-
a balance sheet is used to show the financial position of the business on a particular date.
-
a balance sheet shows all of the assets and liabilities of a business.

-
assets:  items of value owned by a business or an individual.

-
liabilities:  debts of a business

-
the income statement measures the profit or the loss of a business over a period of time.   For example, it would show how much money was gained or lost in one year.

-
owners compare income statements from year to year to help them make decisions about their future plans AND how their business practices may be improved.

-
financial statements are prepared by businesses for three main groups:

1.
business managers

-
use financial statements to determine if business is growing

-
business decisions can have grave consequences and should not be taken lightly.  If an owner decides to increase production, he/she must hire more workers, buy more equipment, etc.

-
an owner might also have to decide whether to lay-off employees or not.

-
analysis of financial statements makes these types of decisions much easier

-
financial statements can also be used to try to make businesses more efficient

2.
investors and lenders

-
investors and lenders use financial statements to determine if investing in a certain company is a good idea or not

3.
the government

-
will use financial statements provided by companies to ensure the proper amount of tax is being paid
-
agencies will examine financial statements when new businesses are starting out.
-
financial statements can be used to determine who to give grants to.  A grant is money given to someone that does not need to be paid back.

Preparing a Balance Sheet
-
keeps track of assets, liabilities, and owner’s equity.

-
owner’s equity is the original investment plus the profit or loss from that year.

-
ASSETS = LIABILITIES + OWNER’S EQUITY
-
when preparing a balance sheet, there are specific rules to follow:  
1.
Heading

-
identifies the business

-
type of financial statement

-
date

-
3 separate lines, each item centred

2.
Assets

-
contains the heading ASSETS
-
assets are listed in order of liquidity (most liquid first).  For example, Cash is listed first, Accounts Receivable second, building last because it could be hard to sell.
-
each asset is listed by name and by amount

-
list individual names alphabetically by last name under Accounts Receivable.  Indent names

-
need to be accurate to the cent

-
every amount must have a name to explain it

-
a single line under a figure indicates that the figure is to be added to or subtracted from the figure(s) above
-
a double line means all calculations are completed.
3.
Liabilities

-
similar to assets

-
a name and an amount must be shown for each liability

-
listed in the order in which they are to be paid.  Accounts Payable are usually listed first since they are short term debts.  List items alphabetically

-
long term loans such as mortgages are listed next.

4.
Owner’s Equity

-
owner’s equity is the value of the business to the owner
-
listed below the liabilities section (1 blank line first)
-
use title Owner’s Equity.

· list each owner separately and provide an amount
Sample Balance Sheet
Steve’s Pizza
Balance Sheet

December 31, 2006
ASSETS
LIABILITIES
Cash

Pizza Wholesale Ltd


Equipment

Building

OWNER’S EQUITY

Land


Steve Switzer, Equity





TOTAL LIABILITIES
TOTAL ASSETS

AND EQUITY


Balance Sheet – Sample Math
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	6
	ASSETS
	
	LIABILITIES
	

	7
	Cash
	
	Accounts Payable
	

	8
	Accounts Receivable
	
	   Pizza Wholesalers Ltd
	

	9
	   Joe’s Place
	
	Bank Loan
	

	10
	   Waldo’s Deli
	
	Mortgage on Building
	

	11
	Supplies
	
	TOTAL LIABILITIES
	

	12
	Equipment
	
	
	

	13
	Building
	
	OWNER’S EQUITY
	

	14
	Land
	
	Steve Switzer, Equity
	

	15
	
	
	
	

	16
	
	
	TOTAL LIABILITIES
	

	17
	TOTAL ASSETS
	
	AND EQUITY
	


Balance Sheets
1.
Prepare a balance sheet for home-owner Carole Anselmi using the following information:  Assets:  Cash $4 800.00; Investments $12 000.00; Car


$18 000.00; Furniture $35 000.00; House $210 000.00.  Liabilities:  Bank Loan


$15 500; Mortgage $85 000.00.  Owner’s Equity:  Carole Anselmi, Equity


$179 300.  Use today’s date.

2.
Prepare a balance sheet for Gala Gallery, using the following information.  Assets:  Cash $18 400.00; Gina Blackwell owes $6 575.00; Manuel Cartier owes $4 850.00; Inventory $246 500.00; Furniture and Equipment $87 000.00; Building $245 000.00.  Liabilities:  Owed to Omega Art Dealers $42 600.00; Bank Loan $37 420.00; Mortgage $110 000.00.  Use the basic accounting equation to calculate the equity for owner Gloria Gray.  Use today’s date.

3.
The Corner Store is a neighborhood grocery, milk, and confectionery store.   Its account balances are as follows:  Cash $14 600.00; Bank Loan $22 400.00; Equipment $52 000.00; Mortgage $96 000.00; the business owes Sam’s Wholesalers $15 900.00; Olga’s Snack Shop owes the business $8 000.00; Building $192 000.00; Inventory $86 000.00; Delivery Truck $28 000.00.  Prepare a balance sheet for the Corner Store, which is owned by Mark Ottman.  Record the accounts in the proper order. Use today’s date.

4.
Speedy Catering is owned by Angus MacLean.  The account balances are as follows:  Equipment $43 750.00; Inventory $24 265.00; Bank Loan $24 000.00; Trucks $105 250; Building $78 000.00; Speedy owes Maritime Produce


$15 420.00; Mortgage $45 000.00; Cash $21 425.00; Furniture $5 240.00; Fundy Cleaners owes Speedy $1 950; Speedy owes Eastern Bakers $16 924.00.  Prepare a balance sheet, using today’s date.

5.
Prepare a balance sheet for Hamburger Haven owned by Boris Molanian.  The account balances are as follows:  Bank Loan $37 291.12; Inventory $37 251.91; Cash $26 524.32; Mortgage $105 600.00; owed to Western Supply $23 721.17; Luigi’s Catering owes the restaurant $3 652.29; Equipment $68 492.40; Building $247 692.00; Furniture $59 784.00; Donna’s Day Care owes the restaurant $250.00.  Use today’s date.

6. Prepare a balance sheet for Arts Associates, owned by Fred Zimmerman.  The account balances are:  Photo Services Ltd. owes Arts Associates $34 00.00, Supplies  $16 000.00, Mortgage $22 750.00, Building $65 000.00, Kodak owes Arts Associates $4 850.00, Studio Equipment $32 000.00, Bank Loan $10 500.00, Cash $8 000.00, and Inventory $22 500.00.  Use today’s date.
7.
Prepare a balance sheet for Kingston Pharmacy, owned by Frances Wallace.  The account balances are:  Medical Wholesalers owes Kingston Pharmacy $22 610.00, Mortgage $50 800.00, Furniture $19 610.00, Building $125 000.00, Chemical Supply Co owes Kingston Pharmacy $5 810.00, Delivery Truck  $20 525.00, Medical Supplies $84 175.00, Car Loan $10 250.00, Equipment  $38 420.00, Cash $10 410.00.  Use today’s date.

8.
Prepare a balance sheet for Dr. Noah Body.  Accounts are as follows:  $36 000.00 Cash, $17 250.00 in Furniture, and $2 430.00 in art.  He owes $14 000.00 to Johnson and Johnson and $4 325.00 to Moibles furniture.  Supplies worth


$13 000.00.  He still owes $72 000.00 on his office building.  Equipment is worth $575 000.00.  Use today’s date.
9. Prepare a balance sheet for Ogden Enterprises, owned by Matt Ogden.  The account balances are as follows:  Land $200 450.00; Bank Loan $67 840.00; Cash $50 000.00; Alex Smith owes Ogden Enterprises $2 346.00; 

Mortgage $150 100.00; Ogden owes Embury  Consultants $4 598.00 and Hostess Chips $25 672.00; Furniture $26 223.00; Building $175 000.00; Amanda Williams owes Ogden Enterprises $2 275.00.  Use today’s date.
10. Prepare a balance sheet for Cimon’s Sports Store, owned by Ben Cimon.  The account balances are as follows:  Cimon’s Sports Store owes Duncan Chocolate $17 505.00 and Turner’s Equipment $4 598.00; Land $197 500.00; Building

$167 000.00; Jennifer Pelletier owes Cimon’s Sports Store $3 645.25;
Cash $50 000.00; Bank Loan $64 540.00; Premdeep Singh owes Cimon’s Sports Store $3 245.75; Equipment $22 785.36; Mortgage $160 525.00.  Use today’s date.
The Income Statement
-
income statement identifies profits / losses over a period of time.
A.
a service business provides only services.  It does not buy and resell goods for a profit.  Examples include dry cleaners, video rental stores, etc and businesses owned & run by lawyers, doctors, stockbrokers, and consultants.

-
there are 3 sections on an income statement for service businesses:

1.
Revenue



(List largest to smallest)

-
income received by the business.  Examples include:

-
cash for renting a movie

-
cash for a ticket to a play, sporting event, etc.

-
cash for food from cafeteria.  

2.
Expenses



(List alphabetically)

-
amounts of money paid out in order to produce goods or services than earn revenue for the business.

-
commonly include:  salaries, rent, electricity, telephone & supplies

-
each industry has its own set of additional expenses:

-
printing, postage for businesses selling by mail

-
gas, oil, repairs, insurance for taxi companies

-
hotel, air plane, food expenses for companies with large sales departments


3.
Net Income

-
difference between revenue and expenses.

-
also called net profit.

-
a net loss occurs when a business has more expenses than revenue
-
since owners don’t usually draw a salary, the net income represents the income of the owners
Service Business Income Statement:


Heading
-
identify business, type of statement, and period of time

-
each piece of info is on its own line and is centred

-
single underline -->  a calculation has yet to have been made.  

· double underline -->  calculations are completed.  

Revenue
-
subtitle Revenue is placed at left margin of statement

-
examples include:  fees, commissions, hourly rates, etc.

· largest source of revenue listed first, others listed below in descending order of value, each one on its own line.  A  total is calculated

Expenses
-
subtitle Expenses placed below Revenue and against left margin

-
list each expense individually and then calculate a total.

-
expenses listed alphabetically or by other method

Net Income
-
Net Income = Total Revenue - Total Expenses 

-
some money used by the owner for personal spending and some money might be reinvested back into the business

-
taxes paid on this amount

-
this amount also represents the earning power of business

B.
a retail business buys goods at one price and sells them at a higher price.

-
retail businesses must subtract the cost of goods sold from the revenue to calculate profit.

-
retail businesses must also pay wages, rent & other fixed & variable expenses.  

-
must also subtract these expenses from revenue to calculate profit.

-
retailer must set price high enough to cover costs and expenses.

Retail Business Income Statement


-
2 sections, each having its own equation:

Revenue - Costs = Gross Income 
Gross Income - Expenses = Net Income


Heading
-
same as for Service Business.  Income Statements produced at year end and interim statements produced after 3 and/or 6 months

Revenue
-
written against left hand margin.  List each source of revenue individually and calculate a total.   The largest source of revenue is listed first.

Costs of Goods Sold
-
list individually and calculate a total.  Remember - only include costs for the relevant time period.  Costs of Goods Sold are listed alphabetically.

Expenses

-
list separately in alphabetical order.  List amounts and calculate a total.  
Net Income
-
Gross Income - Expenses = Net Income


-
this amount is how much money is left after paying for expenses and costs.

-
must pay tax on this amount.

Service Business 

Income Statement
LEE ANN’S LAWN SERVICE
Income Statement

For the Year Ended December 31, 2006

REVENUE
 
Fees

$160 000.00
EXPENSES


Equipment Repairs
$7 500.00


Rent
18 000.00


Supplies
14 000.00


Wages
$46 000.00
TOTAL EXPENSES

85 500.00

NET INCOME

$74 500.00

Franchi’s  Service Centre

Income Statement

For Six Months Ended June 30, 2006
REVENUE

Repair Fees
$225 000.00


Gasoline Sales
220 000.00


Parts Sales
95 000.00
TOTAL REVENUE

$540 000.00

COST OF GOODS SOLD


Gasoline and Oil
160 000.00


Parts
50 000.00
TOTAL COST OF GOOD SOLD

210 000.00
GROSS INCOME

330 000.00

EXPENSES


Advertising
7 000.00

Equipment Repairs
9 500.00

Insurance Expense
6 000.00


Interest Expense
12 000.00


Office Expenses
25 000.00


Rent
30 000.00


Supplies
22 000.00


Utilities
6 500.00


Wages
$95 000.00
TOTAL EXPENSES

213 000.00
NET INCOME

$117 000.00
Income Statements
1.
Prepare an income statement for the month of January 2003 for Peter Moss.  The accounts are as follows:  Fees received $16 000.00; Advertising $420.00; Rent $800.00; Supplies $1 475.00; Utilities $750.00; Wages $4 200.00.
2. Prepare an income statement for six months, ending June 30, 2004, for Imaginative Hair Design.  The accounts are as follows:  Fees received:

$117 542.00, Salaries $32 426.00; Rent $6 000.00; Advertising $1 462.00; Supplies $12 647.00; Utilities $6 194.00; Insurance $1 200.00.

3.
Prepare an income statement for the year ended 2003 for Cinescope Theatre.  The accounts are as follows:  Rent $24 000.00; Ticket sales $209 250.00; Advertising $14 000.00; Rental paid for films:  $76 000.00; Janitorial services:  $26 420.00; Rental fees received for rental of the theatre for meetings:  $12 925.00; Rental received from concession stands:  $16 520.00.

4.
Reid’s Groceteria sells grocery and confectionery items.  Mr. Reid owns the building and all of the furniture and equipment.  He is now 56 years old and would like to retire soon.  Use the following information to prepare his income statement for the past year, ending on December 31, 2003.  Taxes on building:  

$9 600.00; Advertising $8 692.00; Delivery expense:  $16 864.00; Sales 


$406 452.00; Utilities $6 924.00; Cost of goods sold:  $211 962.00; Wages


$84 600.00.

5.
Prepare an income statement for Little Creatures Pet Shop for the year ended December 31, 2003.  The accounts are as follows:  Wages $72 695.37; Sale of pets $146 942.41; Rent $16 800.00; Cost of pet food:  $38 594.36; Fees received for pet-sitting:  $82 575.50; Advertising:  $9 175.00; Sale of pet food 


$78 416.27; Cost of pets:  $55 921.47; Utilities $8 293.28.

6.
Bretton Associates, a law firm, had revenue from two sources - $734 000 from 
fees earned, and $19 600 from investments.  Their expenses included rent


$29 200, legal paper $1 952, telephone $9 450, car expenses $36 920, office services $232 500, and professional advice $72 250.  Prepare an income statement for the year ended July 31, 2003.

7. Do an income statement for Gonzo’s Tattoo Parlour and Body Piercing for the month ending November 30, 2003.  He charged people $7 485 for tattoos and
$4 355 for piercings.  His expense included $2 300 for a python snake he will use as a mascot, $450 in ink, $300 to replace needles, $50 in snake food and $ 1 850 in wages paid to part time employees.  His utility bill for the month was $45, his phone bill was $72 and the rent for his building was $2000.  He also paid $1 200 in advertising.  Determine his profit or loss for the month.
8.
Do an income statement for the Bicycle Emporium for the month ending November 30th, 2003.  They sold $600 worth of equipment (which cost them $450) and sold $37 000 worth of bicycles (which cost them $23 000).  They charged their customers $2 500 for repairs.  They had to pay $4 600 in wages, spent $2 300 on a computer, paid $56 for their phone services and $200 for their utilities.  They also had to pay $1 500 for a bank loan.

9.
Prepare an income statement for Golda’s Clothing Store, a retail operation, for the year ended December 31, 2003, using the following information: natural gas
$1 127, Cost of Casual Wear $27 750, Fees earned from clothing repair $40 500, wages $32 500, telephone $642, sale of Formal Wear $100 265, taxes $4 000, Cost of formal wear $45 000, electricity $1 275, rent $15 000, Sale of Casual Wear $75 275, Fees earned from giving fashion advice $25 000, Supplies $1 920.
10.
Do an income statement for Ray’s Video for the month of November 2003.  He made $2 100 from the sale of videos (which cost him $500); $670 from the sale of snacks (which cost him $370) and $8 500 from video rentals.  He paid $2 300 in taxes.  His phone bill was $50, his utility bill was $75.  He paid $1 300 in wages and paid the bank $3 000 for a loan payment.


