Chapter 15—Financial Statements for a Corporation
Financial statements provide the primary source of information needed by owners and managers to make decisions on the future activity of a business.

A business organized as a corporation prepares the following three financial statements:

1. income statement

2. balance sheet

3. Stockholders’ equity statement

Income Statement
The income statement of a merchandising business has three main sections:

1. revenue section
2. cost of merchandise sold section

3. expense section

Net sales—

Cost of merchandise sold—

Gross Profit on sales—

Component Percentages

Component percentage—
Unacceptable component percentages serve as a warning that management action is necessary.
	
	Acceptable

Industry Standards
	Hobby Shack
Component Percentages

	Sales
	100.0%
	100.0%

	COMS
	Not more than 46.0%
	44.9%

	GPOS
	Not less than 54.0%
	55.1%

	Total Expenses
	Not more than 35.0%
	33.9%

	Net Income before federal income tax
	Not less than 19.0%
	21.2%


For a component percentage to be useful, a business must know acceptable percentages.  This is determined by making comparisons with prior fiscal periods as well as with industry standards.
Analyzing an Income Statement Showing a Net Loss
When a business’s total expenses are greater than the gross profit on sales, the difference is known as a net loss.

Negative amounts are written in parentheses.

Actions to Correct Unacceptable Component Percentages
Unacceptable Component Percentage for Gross Profit on Sales
· Increase Sales revenue

· Decrease COMS

· Increase Sales revenue and also decrease COMS

Unacceptable Component Percentage for Total Expenses
· Expenses must be reviewed to determine if major increases have occurred

· Actions must then be taken to reduce any expenses for which major increases have occurred or that are beyond industry standards.

Unacceptable Component Percentage for Net Income before Federal Income Tax
· If the component percentages for COMS, gross profit on sales, and total expenses are brought within acceptable ranges, net income will also be acceptable.
Financial Ratios
Financial ratio—

earnings per share—

price-earnings ration—

Statement of Stockholders’ Equity
Statement of Stockholders’ Equity—
Major Sections:

1. capital stock

2. retained earnings

par value—

Balance Sheet
-Reports a business’s financial condition on a specific date.
Account form or report form may be used.

Information used to prepare a balance sheet is obtained from two sources:

1. The BS columns of the ws

2. the stockholders’ equity statement

current liabilities—

long-term liabilities—

Supporting schedules for a balance sheet:

· Schedule of A/R

· Schedule of A/P

