
ACCOUNTING ESSENTIALS

Financial 
Statements and 
Closing Entries
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Prepare an income statement
Prepare a statement of retained earnings (owner’s 
equity)
Prepare a balance sheet
 Identify the sections of a statement of cash flows
Record closing entries

LEARNING OBJECTIVES
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Income Statement
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Subtracts expenses from revenue to display a net 
income or net loss
Lists expenses and revenue from largest to 
smallest



Statement of Owner’s Equity
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Displays additions to equity (net income, owner 
investments) and deductions from equity (net loss, 
owner withdrawals)



Balance Sheet
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Illustrates that the accounting equation is in balance



Statement of Cash Flows
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Displays cash-related activity in three sections:
Operating Activities: The standard revenue-generating 
operations of the business
 Investing Activities: Cash transactions involving long-
term assets
 Financing Activities: Cash transactions related to 
stocks, bonds, withdrawals and long-term liabilities



Statement of Cash Flows Example
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This statement 
displays a decrease 
in cash of $3,140 
during the period.



Closing Entries
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Closing entries close (zero out) temporary 
accounts.

• Transfer balance of temporary accounts to owner’s 
capital account

• Ensure temporary accounts begin subsequent periods 
with a $0 balance

Temporary accounts include:
• Revenue
• Expenses
• Owner withdrawals



Closing Entries (cont.)
Revenue/expenses: Closed to Income Summary

• Income Summary: Holding account; has $0 at the end 
of the closing process

 Income Summary: Closed to owner’s capital 
account
Owner’s withdrawal 
account: Closed to 
owner’s capital 
account
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Post-Closing Trial Balance
Completed after closing entries are recorded
Excludes all temporary accounts

10


	Financial Statements and Closing Entries
	LEARNING OBJECTIVES
	Income Statement
	Statement of Owner’s Equity
	Balance Sheet
	Statement of Cash Flows
	Statement of Cash Flows Example
	Closing Entries
	Closing Entries (cont.)
	Post-Closing Trial Balance

