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I.  Objective(s): By the end of today’s lesson, the student will be able to: 

 •  define accounting terms related to financial statements for a merchandising business organized as a  

  partnership. 

 •  identify accounting concepts and practices related to financial statements for a merchandising   

  business organized as a partnership. 

 •  prepare an income statement for a merchandising business organized as a partnership. 

 •  analyze an income statement using component percentages for a merchandising business organized as  

  a partnership. 

 •  prepare a distribution of net income statements for a merchandising business organized as a   

  partnership. 

 •  prepare an owners’ equity statement for a merchandising business organized as a partnership. 

 •  prepare a balance sheet for a merchandising business organized as a partnership. 

 

II.  Materials: 

 Textbook 

 Workbook 

 Transparencies 

 

III.  Anticipatory Set: 

 The financial activities of a business are recorded in journals and ledgers during a fiscal period.  At the 

end of a fiscal period, a work sheet is prepared to organize and summarize this financial information.  The 

completed work sheet is used to prepare financial statements which provide the primary source of information 

needed by owners and managers to make decisions on the future activity of a business. 
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 The financial statements should provide information about a business’ financial condition, changes in 

this financial condition, and the progress of operations (CONCEPT:  Adequate Disclosure). 

 Financial information must be reported the same way from one fiscal period to the next so that the 

financial condition and progress can be compared for more than one fiscal period CONCEPT:  Consistent 

Reporting). 

 

 

IV.  Learning Activities: 

 

FINANCIAL STATEMENTS FOR A PARTNERSHIP 

 A business organized as a partnership prepares four financial statements to report financial progress and  

   condition. 

  1)  Income Statement 

  2)  Distribution of Net Income or Net Loss 

  3)  Changes in Owners’ Equity 

  4)  Balance Sheet 

 

 

INCOME STATEMENT 

 An income statement is used to report a business’ financial progress over a period of time. 

 Merchandising businesses report revenue, cost of merchandise sold, gross profit on sales, expenses, and  

  net income or loss. 

 Current and previous income statements can be compared to determine the reasons for increases or  

   decreases in net income. 

 

 Preparing an income statement        (pg. 413) 

  Information from a completed work sheet is used to prepare an income statement. 

  The information of a merchandising business has three main sections: 

   1)  Revenue section 

   2)  Cost of merchandise sold section 

   3)  Expenses section 
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  Cost of merchandise sold - the total original price of all merchandise sold during a fiscal  

    period.  (Cost of goods sold or Cost of sales).   (CONCEPT:  Historical Cost) 

 

  Seven steps are used to complete the income statement: 

   1)  Income statement heading on three lines. 

 

   2)  Prepare revenue section.  Use information from Income Statement Credit column on  

     work sheet. 

    -  Revenue: is written at the extreme left of the wide column on the first line. 

    -  The revenue account title, Sales, is written on the next line and indented. 

    -  Write the balance of the revenue account in the second amount column. 

    -  see page 415 if have more than one source of revenue. 

 

   3)  Prepare the cost of merchandise sold section. 

    -  Cost of Merchandise Sold is written at the extreme left of the wide column. 

    -  Indent on the next line and write the items needed to figure cost of merchandise 

     sold. 

    -  Write the amounts of each item in the first amount column. 

      Beginning merchandise inventory, Jan. 1 

       (Trial Balance Debit column for Merchandise Inventory) 

     + Purchases during fiscal period 

       (Income Statement Debit column for Purchases) 

     = Total cost of merchandise available for sale during fiscal period 

     - Ending merchandise inventory, Dec. 31 

       (Balance Sheet Debit column for Merchandise Inventory) 

     = Cost of merchandise sold during the fiscal period 

    -  Write Cost of Merchandise Sold indented on the next line and write the amount  

     in the second amount column. 
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   4)  Figure the gross profit on sales. 

    Gross profit on sales - the revenue remaining after cost of merchandise sold  

     has been deducted. 

    -  Write Gross Profit on Sales on the next line at the extreme left of the wide  

     column. 

    -  Write the gross profit on sales amount in the second amount column. 

     Total revenue  -  Cost of merchandise sold  =  Gross profit on sales 

 

   5)  Prepare the expenses section.  Use the information from Income Statement Debit  

     column of the work sheet. 

    -  Expenses is written on the next line at the extreme left of the wide column. 

    -  Indent on the next line and list the expenses in the order in which they appear  

     on the work sheet. 

    -  Write the amounts of each expense in the first amount column. 

    -  Write Total Expenses indented on the next line and write the amount in   

     the second amount column. 

 

   6)  Figure the net income. 

    -  Write Net Income on the next line at the extreme left of wide column. 

    -  Write the net income amount in the second amount column. 

     Gross profit on sales  -  Total expenses  =  Net income 

 

   7)  Rule double lines across both amount columns to show that the income statement has  

     been verified as correct. 

    •  Must be the same as the net income/net loss on the work sheet. 

 

  Amounts are listed in the first amount columns of the financial statement and totaled in  

   the second column.  These are amount columns, not debit and credit columns. 
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 Analyzing an income statement showing a net income     (pg. 414) 

  For a merchandising business, every sales dollar reported on the income statement includes four  

    components: 

   1)  Cost of merchandise sold 

   2)  Gross profit on sales 

   3)  Total expenses 

   4)  Net Income  

  On an income statement, component percentages are figured by dividing the amount of each  

   component by the amount of sales. 

 

  Component percentage - the percentage relationship between one financial statement item and  

    the total that includes that item. 

   Unacceptable component percentages serve as a warning that management action is 

    necessary. 

 

 

 Acceptable component percentages       (pg. 416) 

  For a component percentage to be useful, a business must know acceptable percentages.  This  

   information is determined by making comparisons with prior fiscal periods as well as  

   with industry standards that are published by industry organizations. 

 

  Cost of merchandise sold component percentage    (pg. 416) 

   The cost of merchandise sold is a major cost and must be kept as low as possible. 

   Calculated as: 

    Cost of Merchandise Sold  /  Sales  =  Cost of Merchandise Sold Component % 

 

  Gross profit on sales component percentage     (pg. 416) 

   Gross profit must be large enough to cover total expenses and the desired amount of net  

    income. 

   Calculated as: 

    Gross Profit on Sales  /  Sales  =  Gross Profit on Sales Component Percentage 
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  Total expenses component percentage      (pg. 417) 

   Total expenses must be less than gross profit on sales to provide a desirable net income. 

   Calculated as: 

    Total Expenses  /  Sales  =  Total Expenses Component Percentage 

 

  Net income component percentage      (pg. 417) 

   The component percentage for net income shows the progress being made by a business. 

   Calculated as: 

    Net Income  /  Sales  =  Net Income Component Percentage 

 

 

 Analyzing an income statement showing a net loss     (pg. 418) 

  When a business’ total expenses are greater than the gross profit on sales, the difference is  

   known  as a net loss.  The net loss amount is written in parentheses in the second amount  

   column on the line with words Net Loss. 

  An amount written in parentheses on a financial statement indicates a negative amount. 

 

 

 Actions to correct unacceptable component percentages 

  The goal of any business is to earn an acceptable net income.  When component percentages are  

   not acceptable, regardless of whether a net income or net loss occurred, management  

   action is necessary. 

 

 

  Unacceptable component percentage for gross profit on sales  (pg. 418) 

   The component percentage for gross profit on sales is directly related to sales revenue  

    and cost of merchandise sold. 

   An unacceptable component percentage requires one of three actions: 

    1)  Increase sales revenue 

     •  increase the markup on merchandise purchased for sale. 
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    2)  Decrease cost of merchandise sold 

     •  purchase merchandise in larger quantities or from a different vendor. 

    3)  Increase sales revenue and decrease cost of merchandise sold 

 

  Unacceptable component percentage for total expenses   (pg. 419) 

   Each expense account balance must be reviewed to determine if major increases have  

    occurred and 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   (pg. 419) 

   The component percentages for cost of merchandise sold, gross profit on sales, and total  

    expenses before the component percentage for net income will be acceptable. 

 

 

 

 

DISTRIBUTION OF NET INCOME STATEMENT 

 Distribution of net income statement - a partnership financial statement showing net income or loss  

  distribution to partners. 

 A partnership’s net income or net loss may be divided in any way agreed upon by the partners. 

 

 

Preparing a distribution of net income statement      (pg. 420) 

 The net income from the income statement is used to prepare the distribution of net income statement. 

 Seven steps are used to complete the distribution of net income statement: 

  1)  Distribution of net income statement heading on three lines. 

  2)  Write one partner’s name on the first line at the extreme left of the wide column. 

  3)  On the next line, indent and write the partner’s share of net income/loss as a percentage: 

   50% of Net Income 

   Write the amount in the amount column. 

  4)  Write the other partner’s name on the next line at the extreme left of the wide column. 
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  5)  On the next line, indent and write that partner’s share of net income/loss as a percentage: 

   50% of Net Income 

   Write the amount in the amount column. 

  6)  Write Net Income on the next line at the extreme left of the wide column. 

   Add the distribution of net income for both partners and write the total amount in the  

     amount column. 

   The total net income amount must be the same as that reported on the   

    income statement. 

  7)  Rule double lines across the amount column to show that the distribution of net income  

     statement has been verified as correct. 

 

Distribution of net income statement with unequal distribution of earnings  (pg. 421) 

 Regardless of how earnings are shared, the steps in preparing a distribution of net income statement are  

  the same.  The only difference is the description of how the earnings are to be shared by the  

  partners. 

 

 

 

Assignment: 

  Be sure you know and understand: 

   •  the meaning of terms 1 - 3, pg. 430. 

   •  the answers to questions 1 - 16, pg. 430. 

   •  answer Case 1, pg. 430. 

   •  do Drills 17-D1, 17-D2, 17-D3, and 17-D4, pgs. 431. 

   •  do Problem 17-1, instr. 1 - 2, pgs. 431 - 432. 

   •  do Problem 17-2, instr. 1, pgs. 432. 

   •  read pages 421 - 429. 
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OWNER’S EQUITY STATEMENT 

 Owner’s equity statement - a financial statement that summarizes the changes in owners’ equity  

  during a fiscal period. 

 

 The amount of net income earned is important to business owners.  Owners are also interested in   

  changes that occur in owners’ equity during a fiscal period. 

 Business owners can review an owners’ equity statement to determine if owners’ equity is increasing or  

  decreasing and what is causing the change. 

 

 Three factors can change owners’ equity: 

  1)  Additional investments 

  2)  Withdrawals 

  3)  Net income or net loss 

 

Preparing an owners’ equity statement       (pg. 423) 

 Information needed to prepare an owners’ equity statement is obtained from the distribution of net  

  income statement and the general ledger capital and drawing accounts. 

 The distribution of net income statement shows each partner’s share of net income or net loss. 

 

 Three kinds of information are obtained from each partner’s capital and drawing accounts: 

  1)  Beginning capital amount 

  2)  Any additional investments made during the fiscal period 

  3)  Each partner’s withdrawal of assets during the fiscal period 

 

 Seven steps are used to complete the owners’ equity statement: 

  1)  Owners’ equity statement heading on three lines. 

  2)  Write one partner’s name on the first line at the extreme left of the wide column. 

  3)  Figure the net increase in capital for that partner: 

   On the next line, indent and write Capital, Jan. 1, 19xx.  Write the beginning capital  

    amount in the second amount column. (from General Ledger capital account) 
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   On the next line, indent and write Share of Net Income.  Write the amount in the first  

    amount column. (from the distribution of net income statement) 

   On the next line, indent and write Less Withdrawals.  Write the amount in the first  

     amount column. (from the General Ledger drawing account) 

   On the next line, indent and write Net Increase in Capital.  Write the amount in the  

    second amount column. (Share of net income  -  withdrawals  =  net increase in  

    capital) 

   On the next line, indent and write Capital, Dec. 31, 19xx.  Write the amount in the third  

    amount column. (Jan. 1 capital  +  net increase in capital  =  Dec. 31 capital) 

  4)  Write the other partner’s name on the next line at the extreme left of the wide column. 

  5)  Figure the net increase in capital for that partner: 

   On the next line, indent and write Capital, Jan. 1, 19xx.  Write the beginning capital  

    amount in the second amount column. (from General Ledger capital account) 

   On the next line, indent and write Share of Net Income.  Write the amount in the first  

    amount column. (from the distribution of net income statement) 

   On the next line, indent and write Less Withdrawals.  Write the amount in the first  

    amount column. (from the General Ledger drawing account) 

   On the next line, indent and write Net Increase in Capital.  Write the amount in the  

    second amount column. (Share of net income  -  withdrawals  =  net increase in  

    capital) 

   On the next line, indent and write Capital, Dec. 31, 19xx.  Write the amount in the third  

    amount column. (Jan. 1 capital  +  net increase in capital  =  Dec. 31 capital) 

  6)  Write Total Owners’ Equity, December 31, 19xx on the next line at the extreme left of wide  

   column. 

   Write the total amount in the third amount column. 

  7)  Rule double lines across the three amount columns to show that the totals have been verified  

   as correct. 

 

 

Owners’ equity statement with an additional investment and a net loss   (pg. 425) 
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BALANCE SHEET 

 Balance sheet - reports a business’ financial condition on a specific date. 

 May be prepared in account form (Rugcare, pg. 202) or report form (CarLand, pg. 427). 

 

Preparing a balance sheet         (pg. 427) 

 The information used to prepare a balance sheet is obtained from: 

  1)  the Balance Sheet columns of the work sheet 

  2)  the Owners’ Equity statement 

 

 Six steps are used to complete the balance sheet: 

   1)  Balance sheet heading on three lines. 

   2)  Prepare assets section.  Use information from Balance Sheet Debit column on work  

     sheet. 

    -  Assets is written in the middle of the wide column on the first line. 

    -  On the next line, at the extreme left of the wide column, write the asset account  

     titles in the order in which they appear on the work sheet. 

    -  Write the balance of each asset account in the first amount column. 

    -  Total Assets is written on the next line below the last asset account and the total 

      amount is written in the second amount column. 

   3)  Prepare the liabilities section.  Use the information from the Balance Sheet Credit  

     column on the work sheet. 

    -  Liabilities is written in the middle of the wide column on the next line. 

    -  On the next line, at the extreme left of the wide column, write the liability  

     account titles in the order in which they appear on the work sheet. 

    -  Write the balance of each liability account in the first amount column. 

    -  Total Liabilities is written on the next line below the last liability account and  

     the total amount is written in the second amount column. 

   4)  Prepare the owners’ equity section.  Use the information from the owners’ equity  

     statement. 

    -  Owners’ Equity is written in the middle of the wide column on the next line. 
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    -  On the next line, at the extreme left of the wide column, write the capital  

     account title for one of the partners.  The amount of the partner’s current  

     capital is written in the first amount column. 

    -  On the next line, at the extreme left of the wide column, write the capital  

     account title for the other partner.  The amount of that partner’s current  

     capital is written in the first amount column. 

    -  Total Owners’ Equity is written on the next line at the extreme left of the wide  

     column and the total amount of the two capital amounts is written in the  

     second amount column. 

   5)  Total the liabilities and owners’ equity sections of the balance sheet. 

    -  Write Total Liabilities and Owners’ Equity on the next line at the extreme left  

     of the wide column and write the total amount in the second amount  

     column. 

   6)  Rule double lines across both amount columns below Total Assets and below Total  

    Liabilities and Owners’ Equity to show that the amounts have been verified as  

    correct. 

 

 

Supporting schedules for a balance sheet 

 Supporting Schedule - a report prepared to give details about an item on a principal financial 

statement. 

  (Also known as a supplementary report or an exhibit) 

 

 Two supporting schedules to accompany the balance sheet: 

  1)  Schedule of Accounts Receivable 

  2)  Schedule of Accounts Payable 

 

 The balance sheet shows only the total amounts for accounts receivable and accounts payable.  When  

  detailed information is needed the supporting schedules are used. 
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SUMMARY OF FINANCIAL STATEMENTS FOR A PARTNERSHIP   (pg. 429) 

 

 

Assignment: 

  Be sure you know and understand: 

   •  the meaning of term 4 - 5, pg. 430. 

   •  the answers to question 17 - 20, pg. 430. 

   •  answer Case 2, pg. 430. 

   •  do Problem 17-1, instr. 3 - 4, 17-2, instr. 2, and 17-3, pgs. 432. 

 

 

 

 

Assignment: 

  •  do Problem 17-M, 17-C, pgs. 432 - 433. 

 

 

 

 

 

V.  Closure: 

 To review for test do Study Guide 17 and Problem 17-M. 

 

 

VI.  Evaluation of Student Learning: 

 Students will be evaluated using Problems 17-M and chapter 17 test. 


