FINANCIAL STATEMENTS FOR SOLE PROPRIETORS
Achievement Standard 90978 – External Exam: 4 Credits

	Content studied in Standard

	Content
	Reading - ‘Accounting Foundations for NCEA Level 1
	Revision Questions

(Pages 49-68)

	Income Statement with classification of expenses appropriate to the business activities
	Pages 102 – 105 and Pages 124 - 125
	Q2(b), Q3, Q4,Q5, Q6,Q14(b) & Q15(a)

	Balance sheet
	Pages 105 and 130 -131
	Q7, Q8,Q9,Q10,Q14(c) & Q15(b)

	Cash Budget (note changes). You can do the questions given, but do them as a budget using the same information in the question.
	
	Q11,Q12,Q13,Q14(d) & Q15(c)

	Balance day adjustments

· Accrued Expenses(interest or wages)

· Accrued Income (interest received or dividends received)

· Prepayments

· Depreciation

· Income in advance

· Accounts payable

· Accounts Receivable


	Pages 105 - 119
	These are covered in the questions above.

	
	
	


You will need to be able to prepare the following :
Remember:

· Income Statement (Statement of Financial Performance) – measure profit/loss (surplus/deficit for a club) for a period 
· Balance Sheet (Statement of Financial Position) – Shows what assets and liabilities  and owners equity (accumulated fund for a club) the business has at a point in time 
·  Cash Budget – Shows where cash is expected  to come from and how it expected to be spent over a period 
Revising:

· The starting point is to commit to memory the layouts. Use the notes contained here. Use extra reading to help clarify them. There is a reference to pages in the ‘Accounting Foundations for NCEA Level 1’ book. 

· The next stage is to practice answering questions

· There are revision questions from the Green NCEA Level 1 Revision Guide.

· Completing the last two or three exams on this topic and…marking them is also excellent revision.

When preparing financial statements:

· Carefully read the question and find out what you need to do

· Determine if it is for a trading firm or a service firm as this will affect the layout of your income statement. A trading firm has sales in their income where as a service firm has fees received.
· Complete the balance day adjustments.

· Classify the items on the trial balance. Remember that Expenses, Drawings and Assets are always on the debit/left side of the trial balance and Liabilities, Income and Owner’s Equity are on the right/credit side of the trial balance.

· Accumulated Depreciation is a contra (like a negative) asset and Drawings reduces Owner’s Equity.

· Complete the financial statements.

· Remember to complete as much as you can in the headings that you know.

· When preparing financial statements never abbreviate and always use the actual name used in the trial balance.
Service Firm
· Service Firm – that is a firm that provides a service, and does not buy and sell a product.

Income Statement - Layout

Toni’s Hairdressing Salon

Income Statement for the year ended 31 March 2006

	
	$
	$
	$

	Revenue 
	
	
	

	Fees Received
	
	
	100,000

	Interest Received
	
	
	1,000

	
	
	
	101,000

	Less Expenses
	
	
	

	Hairdressing Expenses (Group 1)
	
	
	

	Hairdressing Supplies used
	5,000
	
	

	Hairdresser’s Wages
	25,000
	
	

	Laundry Expenses
	1,000
	
	

	Cleaning Expenses
	4,000
	35,000
	

	Administrative Expenses
	
	
	

	Accountancy fees
	2,000
	
	

	Insurance 
	3,000
	
	

	Depreciation of Building
	1,000
	
	

	Telephone expenses
	4,000
	10,000
	

	Finance Costs
	
	
	

	Interest on mortgage
	5,000
	
	

	Interest on Loan
	1,000
	6,000
	

	Total Expenses
	
	
	51,000

	Net Profit / Loss 
	
	
	$50,000


Classification of Elements:

· All revenue/income for a service business is listed under the one revenue heading.

· Group One expenses – the name of this expense category will be provided and will be appropriate to the service firm being assessed, eg Plumbing Expenses for a Plumber. These are comprised of Distribution expenses (as per trading entity) and any other expenses specific to the provision and delivery of the service.

· Administrative Expenses and Finance Costs – see Income Statement for a trading Firm
· The balance sheet will be the same as for a trading firm

Trading Firm - Layout
· Trading Firm – that is a business that buys and sells a product
	Income Statement for (business Name)

For Year ended 31 March 2009

	Revenue
	 
	 
	 

	Sales
	 
	 
	780,000

	Less Sales Returns
	 
	 
	20,000

	Net Sales 
	 
	 
	760,000

	 
	 
	 
	 

	Less: Cost Of Goods Sold
	 
	 
	 

	Opening inventory
	 
	80,000
	 

	Purchases
	160,000
	 
	 

	Less Purchases Returns
	10,000
	150,000
	 

	plus Freight inwards
	 
	20,000
	 

	plus Customs duty
	 
	4,000
	 

	Goods Available for Sale
	 
	254,000
	 

	Less Closing Inventory
	 
	40,000
	 

	Cost of Goods Sold
	 
	 
	214,000

	Gross Profit
	 
	 
	546,000

	 
	 
	 
	 

	Add Other Income
	 
	 
	 

	Interest Received
	 
	4,000
	 

	Dividends Received
	 
	6,000
	10,000

	 
	 
	 
	556,000

	LESS EXPENSES
	 
	 
	 

	Distribution Expenses
	 
	 
	 

	Advertising
	30,000
	 
	 

	Delivery Expenses
	10,000
	 
	 

	Sales Persons Wages
	70,000
	110,000
	 

	Administration Expenses
	 
	 
	 

	Accountancy fees
	10,000
	 
	 

	Office Wages
	60,000
	70,000
	 

	Finance Cost
	 
	 
	 

	Interest on Loan
	4,000
	 
	 

	Interest on Mortgage
	16,000
	20,000
	 

	Total Expenses
	 
	 
	200,000

	Net Profit
	 
	 
	356,000


Gross Profit

The income statement for a trading firm has the trading section which shows the gross profit, which is the difference between the income gained form selling the goods and the total cost of the goods sold.

Sales

Less: Cost of Goods Sold

= Gross Profit

Balance Sheet – Layout

	Balance Sheet (Business Name) as at 31 March 2009

  

	Current Assets
	 
	 
	 

	Accounts Receivable
	16,000
	 
	 

	Bank
	4,000
	 
	 

	Inventory (closing)
	40,000
	60,000
	 

	Non-Current Assets
	 
	 
	 

	Investments 
	 
	 
	 

	Shares in Voda Phone
	18,000
	 
	 

	Term Deposit
	28,000
	46,000
	 

	Property, Plant and Equipment
	 
	 
	 

	Total Carrying Amount (Note 1)
	 
	480,000
	 

	Intangibles
	 
	 
	 

	Trade Mark
	60,000
	 
	 

	Goodwill
	40,000
	100,000
	 

	Total Assets
	 
	 
	686,000

	less Liabilities
	 
	 
	 

	Current Liabilities
	 
	 
	 

	Accounts Payable
	20,000
	 
	 

	GST Payable
	10,000
	30,000
	 

	Non-Current Liabilities
	 
	 
	 

	Mortgage
	140,000
	 
	 

	Loan
	60,000
	200,000
	 

	Total Liabilities
	 
	 
	230,000

	Net Assets
	 
	 
	456,000

	 
	 
	 
	 

	Owners Equity
	 
	 
	 

	Opening Capital
	 
	 
	200,000

	Net Profit
	 
	 
	356,000

	 
	 
	 
	556,000

	Less Drawings
	 
	 
	100,000

	Closing Capital
	 
	 
	456,000

	
	
	
	
	

	Property, Plant and Equipment (Note 1)
	Equipment
	Fixtures and Fittings
	Land
	Total

	Cost
	220,000
	180,000
	160,000
	560,000

	Less Accumulated Depreciation
	20,000
	60,000
	 
	80,000

	Carrying Amount
	200,000
	120,000
	160,000
	480,000


Note: Net assets should be the same as Closing Capital. You can use this to work backwards to calculate Net Profit if it is not already given.
Classification of Elements:

Income Statement

Revenue

· Only Sales

Other Income

· All other revenues/income and gains 

· Examples (but not limited to): interest received, dividends received, rent received, commission received
Expense Classifications:

Distribution Expenses: Distribution expenses are costs incurred in transferring ownership of finished goods to the consumer. Those expenses incurred through the promotion, storage, selling and delivery of the inventory for sale. 

Administrative Expenses: Administrative expenses are costs associated with the administration of the entity as a whole.   

Finance Costs: Finance costs arise from an entity financing its operations from external sources.  Finance Costs are limited to different types of interest paid.

Revenue 

· Sales

· (less) Sales Returns

Cost of Goods Sold 

· Opening inventory

· Purchases

· Purchases Returns

· Freight Inwards

· Customs Duty

· Closing Inventory

Other Income 

· Dividends Received

· Interest Received

· Rent Received

Administrative Expenses 

· Accountancy Fees

· Legal Fees

· Rent

· Insurance on office Equipment

· Telephone Expenses

Distribution Expenses 

· Advertising

· Freight Outwards

· Vehicle Expenses

· Insurance on Vehicles

· Shop Rent

· Shop Electricity

· Depreciation on Shop Fittings

Finance Costs 

· Interest on Loan

· Interest on Mortgage

· Interest on Overdraft

Balance Sheet

Current Assets: Cash, or will be turned into cash, in the next year/operating cycle of the business.

Non-Current Assets: Assets which are no current:

· Investments: Money invested over more than one year in fixed term deposits or shares.

· Property, Plant and Equipment: physical assets the business uses to generate its income or manage the business.

· Intangible Assets: Non-physical assets which benefit the business over more than one year.

Current Liabilities: Amounts owing which will be repaid within the next year/operating cycle of the business.

Non-Current Liabilities: Amounts owing which will be repaid over a number of years (more than one).

Current Assets 

· Bank

· Petty Cash (Imprest)

· Accounts Receivable

· Closing Inventory

· Accrued Income

· Prepayments

Investments 

· Shares in a company

· Term Deposit

Property, Plant and Equipment 

· Equipment

· Fixtures and fittings

· Premises

· Land

· Accumulated Depreciation on these

Intangible Assets 

· Goodwill

· Copyright

· Patent

Current Liabilities 

· Accounts Payable

· Bank Overdraft

· Accrued Expenses

· Income in Advance

· GST Payable

Non-Current Liabilities 

· Mortgage

· Term Loan

(Owners) Equity  

· Opening Capital

· Net Profit

· Drawings

Balance Day Adjustments

Balance day adjustments arise because the life of a business is broken down into smaller periods (period reporting) and profit is determined in those periods by subtracting expenses from revenues. Some transactions are not fully completed and need to be included into the accounting period in which they relate (accrual accounting). The result is transactions which are incomplete on balance day, or which relate partly to different periods.

	Adjustment
	Income Statement
	Balance Sheet

	Amounts owing(due or accrued) for expenses
	Add to relevant expense
	Record Accrued Expense as a current liability

	Amounts owing (due or accrued) for income
	Add to relevant income
	Record Accrued Income as a current asset

	Amounts paid in advance for expenses
	Subtract from relevant expense
	Record as Prepayment in balance sheet

	Amounts received in advance for income
	Subtract from relevant income
	Record as Income in Advance in balance sheet

	Depreciation
	Create depreciation expense on (name of relevant asset)
	Add Depreciation to relevant Accumulated Depreciation  in the PPE note

	Invoices on hand for credit sales
	Add GST exclusive amount to sales
	Add full amount (or create account) to Accounts Receivable. Add GST amount to GST Payable 

	Invoices on hand for credit purchases
	Add GST exclusive amount to purchases
	Add full amount to Accounts Payable. Subtract GST from GST Payable

	Invoices on hand for credit purchase of property, plant and equipment
	
	Add GST exclusive amount to property, plant and equipment item. Add Full amount to Accounts Payable. Subtract GST amount from GST Payable.


Cash Budget 
This statement shows the future expected cash receipts and future expected cash payments over a period for a business. It only includes cash items (either cash in or cash out). 

It does not include non-cash items such as:

· Depreciation

· Invoices on hand

· Drawings of inventory
Layout
	Gelatos
Budget for the month of April 2010

	
	$
	$

	Estimated cash receipts
	
	

	(Cash) Sales
	25 000
	

	Interest received
	200
	

	Total receipts
	
	25 200

	Less estimated cash payments
	
	

	Purchases
	7 000
	

	Sales salaries
	5 200
	

	Other expenses
	2 000
	

	Drawings
	2 500
	

	Total payments
	
	16 700

	Surplus/Deficit of cash
	
	8 500

	Plus opening bank balance
	
	2 000

	Equals closing bank balance
	
	10,500


