
Financial Statements

1

Learning Outcomes 
Financial Statements
Students should be able to: 
• complete simple financial statements for a sole trader;
• explain and interpret an income statement and a statement of financial position, show and explain their 

importance to a business.

Income Statement

• prepare an income statement that includes:
 – sales revenue;
 – cost of sales;
 – expenses;
 – gross and net profit and loss.

Statement of Financial Position

• prepare a statement of financial position that includes:
 – current and non-current assets;
 – equity;
 – current and non-current liabilities.

 
Financial Statements
These are made up of the Income Statement and the Statement of Financial Position.

The Income Statement calculates how much a business has earned through trading. It calculates the Gross 
Profit (Sales Revenue – Cost of Goods Sold) and Net Profit (Gross Profit – Expenses).

Net Profit – earning a good level of net profit is important so that a business can repay any money borrowed 
and additionally it will provide opportunities for future growth and stability. Net profit provides the livelihood 
of a sole trader.

The Statement of Financial Position shows a snapshot of what the business owns (what it did with the 
money) and owes (where it got the money from) at one particular moment in time.
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Items a business owns are called assets. Items a business owes are called liabilities.

Assets can be non-current (used to produce the product or provide the service. These will be kept for more 
than one year) or current (their value will change within one year). 

Non-Current Assets are the long term assets owned by the business which are needed for the day-to-day 
running. 

Examples include: 
• Land & Buildings/Premises;
• Machinery;
• Fixtures and Fittings;
• Equipment;
• Vehicles.

Current Assets are owned by the business but will change within one year:
• Closing Inventories;
• Trade Receivables;
• Bank;
• Cash.

Trade Receivables are customers that owe the firm money. This is where the firm has given them goods on 
credit, which they will pay for at a later date usually 30 days. 

Items a business owes are called liabilities. These can be non-current or current.

Non-Current Liabilities are items that a business owes, but that are not due for repayment within one 
year:
• Bank loan;
• Mortgage.

Current liabilities are short-term borrowings that will be paid back within a year:
• Overdraft;
• Trade Payables.

Trade Payables are suppliers that the business owes money to. This is where the business has been given 
goods on credit, which they will pay for at a later date usually 30 days. This allows the business to have the 
use of the goods and possibly sell them before they have to pay for them, which is good for cash flow.

How to calculate the top half:

1. Non-current assets are added up. 
2. Current assets are added up.
3. Both non-current and current assets are added up to give total assets. 
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How to calculate the bottom half:
4. The equity section starts with capital (introduced by the owner)
5. Add net profit (found in the Income Statement)
6. Subtract drawings (any money taken out by the owner for personal use).
7. This gives closing capital
8. Non-current liabilities are then listed and added up
9. Current liabilities are then listed and added up
10. Closing capital, non-current liabilities and current liabilities are added up to give the total equity and 

liabilities figure.

If a Statement of Financial Position is correct: 

Total Assets = Total Equity and Liabilities

The top half of the Summary Financial Statement shows where the money is currently used in the business. 
The bottom half shows where the money has come from.

 

Income Statement for J D Rock Year Ending 31 December 2018

£ £

Sales Revenue  777252

Less Cost of Sales   

Opening Inventory 15456  

Add Purchases 367543  

 382999  

Less Closing Inventory 14460  

Cost of Goods Sold  368539

GROSS PROFIT  408713

Less Expenses   

Wages & Salaries 167345  

Rent & Rates 8248  

Heat and Light 3500  

Administration 2183  181276

NET PROFIT  227437
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Key to Sample Income Statement
(1) This is the value of the firm’s stock at the beginning of the stock of the financial year, called opening 

inventory (OI). The opening inventory figure for one year will be the closing inventory figure from the 
previous year.

(2) The value of materials that the business bought during the year, called purchases (P).
(3) The closing inventory (CI), represents the value of inventory not sold during the year. This is the stock 

which the firm is left with at the end of the year, they did not sell it – this is why it is taken off. The 
income statement shows what they made from selling goods and the cost to the business of selling 
those goods.

(4) Sales Revenue is the total income from selling goods during the financial year.
(5) The cost of goods sold/sales represents the total cost to the firm of buying in the goods, or materials to 

make the goods, which it has sold. It is calculated by:

OI + P – CI

(6) Gross profit is the difference between the income from sales and the cost to the firm of those goods 
sold.

(7) Net profit is calculated by taking all other business expenses away from the gross profit figure. 
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Statement of Financial Position for JD Rock as at 31 December 2018

£ £

NON- CURRENT ASSETS (1)   

Premises  200000

Fixtures and Fittings  24000

Equipment 8000

Total Non-Current Assets  232000

CURRENT ASSETS (2)   

Closing Inventory (2a) 14460  

Trade Receivables (2b) 21962

Bank (2c) 4000

Cash (2d) 1155

Total Current Assets  41577 

TOTAL ASSETS (3)  273577

   

EQUITY (4)   

Capital (4a)  120000

Add Net Profit (4b)  227437

  347437

Less Drawings (4c)  92000

TOTAL EQUITY  255437

NON-CURRENT LIABILITIES (5)   

Bank Loan/Overdraft (6b)  2500

Total Non-Current Liabilities 2500

CURRENT LIABLITIES (6)  

Trade Payables (6a)  15640

Total Current Liabilities 15640

TOTAL EQUITY&LIABILITIES (7)  273577

 



FACTFILE:  GCE HISTORY OF ART / ARCHITECTUREFACTFILE:  GCSE BUSINESS STUDIES / FINANCIAL STATEMENTS

6

Key to Sample Statement of Financial Position
The Statement of Financial Position shows what the business owns (what it did with the money), called 
assets and what it owes (where it got the money from), called equity and liabilities. 

The figure for total assets should balance with the figure for total equity and liabilities.

(1) Non-Current Assets – items which the business has bought, usually kept for a long time. They are 
used by the business to produce their product or provide their service. The value of these items can be 
reduced by depreciation (e.g. vehicles) or increased by appreciation (e.g. premises). These will last for 
more than one year. Non- current assets include premises, fixtures and fittings, machinery, equipment 
and vehicles.

(2) Current Assets – include closing inventory, trade receivables, money in the bank and cash in hand. 
These will change in value frequently (less than one year).

 (a) Closing Inventory – this is the value of stock left at the end of the trading period which the 
business has not yet sold. The figure is taken from the Income Statement.

 (b) Trade Receivables – people who owe the business money, typically customers. Business has 
given them goods on credit – buy now pay later.

 (c) Money in the bank/Cash in hand – this is the money which the business has available to pay 
bills and daily expenses. Cash is the most liquid asset of all.

(3) Total Assets – this is the figure that balances. It shows what the business owns and the financial value 
of the business.

(4) Equity – is made up of the money invested in the business by the owner (known as capital), plus any 
net profit made, minus any drawings taken out of the business by the owner.
(a) Capital – this is the money invested in the business by the owner. The business owes this money 

back to the owner at some point in the future. Setting up a business is an investment decision 
therefore the owner hopes to have a return on their investment.

(b) Net Profit – this figure is taken from the income statement.
(c) Drawings – this is money taken out of the business by the owner for their personal use. 

(5) Non-Current Liabilities – this is the borrowing that a business has, which will last for more than one 
year (e.g. bank loan, mortgage).

(6) Current Liabilities – these are the current debts of the business and can be called in at short notice by 
the lender (e.g. overdraft and trade payables). They change in value frequently (less than a year).

a) Trade Payables – people who the business owes money to. Business has been given goods on credit by 
their supplier – buy now pay later.

b) Overdraft – this is where the business agrees with the bank to be overdrawn on their current account. It 
is a good short term source of finance, mainly used to allow the business to pay bills, in the knowledge 
that they will be getting money into the account in the near future. Interest is charged on the amount 
overdrawn daily.

(7) Total Equities and Liabilities – this is the figure that balances. It shows where the business got its 
money from.
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Interpreting an Income Statement and a Statement of Financial Position
Points to consider when analysing the financial position of a firm:
• Non-current assets have increased/decreased, give figure then say this will have been due to, e.g. the 

purchase of additional equipment
•  Both inventory and trade receivables have risen/fallen, give figure then say this may, e.g. cause cash flow 

difficulties
• Look at the cash, e.g. the business has no cash and is in fact operating a bank overdraft of x amount. This 

may have been a result of, e.g. buying additional equipment
• Trade payables have fallen/risen, give figure then say the business may, e.g. need to ask for extended 

credit facilities
• Sales revenue decreased/increased by £x amount this is most likely due to, e.g. slowdown in the market
• Current assets reduced/increased by £x amount, e.g. this would indicate that the firm has a cash flow 

problem
• Current Liabilities increased/decreased by £x amount this may be due to, e.g. purchase of van
• Gross Profit has fallen/risen from £x amount to £x amount and expenses have increased/decreased by £x 

amount and this is most likely due to, e.g. the replacement of fixtures and fittings
• Net Profit is also down from £x amount to £x amount
• In general, the business is in a healthy/unhealthy financial position.

http://ccea.org.uk/business_studies/

