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Income statement

What Is an Income Statement?

An income statement is one of the three important financial statements used for reporting a
company’s financial performance over a specific accounting period. The others key statements
are the balance sheet, the cash flow statement and Shareholders' Equity.
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The income statement focuses on the revenue, expenses, gains, and losses of a company during
a particular period. Also known as the profit and loss (P&L) statement or the statement of
revenue and expense, an income statement provides valuable insights into a company’s
operations, the efficiency of its management, underperforming sectors, and its performance
relative to industry peers.
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Importance of an income statement
Following are the few other things that an income statement informs:

1.Frequent reports: While other financial statements are published annually, the income
statement is generated either quarterly or monthly. Due to this, business owners and investors
can track the performance of the business closely and make informed decisions. This also
enables them to find and fix small business problems before they become large and expensive.

2. Pinpointing expenses: This statement highlights the future expenses or any unexpected
expenditures which are incurred by the company, and any areas which are over or under budget.
Expenses include building rent, salaries and other overhead costs. As a small business begins
to grow, it may find its expenses soaring. These expenditures may involve hiring workers,
buying supplies and promoting the business.

3. Overall analysis of the company: This statement gives investors an overview of the business
in which they are planning to invest. Banks and other financial institutions can also analyze
this document to decide whether the business is loan-worthy.
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Income statement strictures

-A-
Details Sl i)
Revenues (Sales) (Slaallylal )
-Cost of Revenues (Cost of Sales) i) Yy A4l
Gross profit = = (Al
-Operating Expenses: laiall iy uadll
Operating Income= (il Janl)
Other Revenues+ s A Q)
Other Expenses- SA) A laa
=Net Income Before Tax 4y puall g JA) Ala
-Income Tax Ay yal)
Net Income After Tax= 4y pual) 2y JAA) Ala

* An operating expense is an expense a business incurs through its normal business operations.

Examples of operating expenses include:
Phone lines.

Office supplies.

Research and development.

Utility bills, such as internet or electricity.

Rent and repair costs for non-production buildings.

Compensation, payroll tax expenses.

Marketing costs such as advertising, direct mail, and sales material.
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1. Net Sales = Revenues - Cost of Revenues (Cost of Sales)
2. Net operating Income = Gross profit - Operating Expenses
3. Net income before tax = operating income + other revenue - other expenses

4. Net Income After Tax = Net Income Before Tax - Income Tax Due

Example (1):

The following data is extracted from the books of AL-MUSTAFA Company for the
year 2021 (amounts in dinars):

sales 500000, Cost of Sales 380000, Salaries50000, Rent 30000, Other Revenues
15000, Other Expenses 15000, Tax percentage 10%.

Required: Prepare the Income Statement for the vear ended 31/12 /2021

Details
Revenues (Sales) 500000
-Cost of Revenues (Cost of Sales) 380000
Gross profit = 120000
-Operating Expenses:

Rent 30000

Salaries 50000
Operating Income= 40000
Other Revenues+ 15000
Other Expenses- 15000
=Net Income Before Tax 40000

-Income Tax (10%) 4000
Net Income After Tax= 36000




Details Janalil)

Total Sales Claall  Jlea)
-Sales Return ~landdl dile

- Sales of discount A0 £ yamia puad
=Net Sales Slagal) Ala
Purchases+ il jide
Purchases Expenses+(transportation-in) (8 @y an) Ay jidia iy lae
Purchases Return and allowances - il jidall Gl garsa g Sl g3 1
Purchases Discount- uiSa pand
=Net purchases iy fidial) Ala
+Beginning inventory Ol Ay
=Cost of goods available for sale 2oll dalial) do Lyl 4B
-Ending inventory 2l Al

=cost of goods sold dolial) Ao L) A4ISH
Net Sales Clapall ila

- cost of goods sold e Ll de Loayl) 4885
=Gross profit =l (Al
Operating Expenses:- Al s
Rent expense el G las
salaries expense, oS uu‘-mﬂ
Office supplies expense, ‘““Siﬂ'*" iy jlas
Advertising expense e e
=Net Operating Income JA dla

+ Other Revenues A il )
-Other expenses A (i jlas
=Net Income Before Tax Ay ypall g8 JaN) Jdla
-Income Tax Jaall Ay ya
=Net Income After Tax Ay pal) azy JAA dla

1- Net Sales = Total Sales -Sales Return - Sales of discount

2- Net purchases= Purchases+ Purchases Expenses (transportation-in) -Purchases Return
and allowances - Purchases discount

3.Cost of goods available for sale= Net purchases+ Beginning inventory
4. Cost of goods sold= Cost of goods available for sale -Ending inventory
5. Gross profit = Net Sales - cost of goods sold
6-Net Income = Gross profit - Operating Expenses

(Rent expense)

(Salaries expense)

(Office supplies expense)
(Advertising expense)



7. Net income before tax = Net income + other revenue - other expenses
8. Net Income After Tax = Net Income Before Tax - Income Tax

EXAMPLE 2:
The following information about ZAINAB’S company for year ended Dec.31 2020 in IQD
is available:

Purchases discounts 2,000,  Beginning merchandise inventory 38,000,  Office supplies
expense 4,000, transportation-in 1,500, Sales returns and allowances33,000, Sales revenue
725,000 , Purchases returns and allowances 5,000, Ending merchandise inventory 36,000 ,
Rent expense 28,000, salaries expense 30,000, Sales discounts 9,500 , ( other expenses
)31,000, Income tax 40,000, Interest revenue ( other revenue ) 40,000, Purchases 50,000,
Advertising expense 70,000 .

Required: Prepare an income statement for vear ended Dec. 31 2020 for above company.

ANSWER:

Details

Total Sales 725,000
-Sales Return 33,000
-Discount Permitted 9,500
=Net Sales 682,500
Purchases+ 50,000
Purchases Expenses+ 1,500
Purchases Return and allowances - 5,000
Earned Discount- 2,000
=Net purchases 44.500
+Beginning inventory 38,000
=Cost of goods available for sale 82,500
-Ending inventory 36,000
=cost of goods sold 46,500
Net Sales 682,500
- cost of goods sold 46,500
Gross profit = 636,000
Operating Expenses:- 132000
Rent expense 28,000
Sales salaries expense, 30,000
Office supplies expense, 4,000
Advertising expense 70,000
Net Operating Income= 504,000
+ Other Revenues 40,000
-Other expenses 31,000
=Net Income Before Tax 513,000
-Income Tax 40,000
Net Income After Tax= 473,000




Exercises (1):

The following data is extracted from the books of ZAHRAA’S Company for
the year 2022 (amounts in dinars):

Sales 500000, Other Revenues 12000, Salaries70000, Other Expenses 12000,
Rent 40000, Cost of Sales 200000, Tax percentage 10%

Required: Prepare the Income Statement for the vear ended 31/12 /2022

EXERCISE (2):

Q1- The following information about ALI’S company for year ended Dec.31 2020 in
IQD is available:

Purchases discounts 3,750, Beginning merchandise inventory 33,000, Rent expense 26,000,
transportation-in 2,900, Sales returns and allowances 24,000,  Sales revenue 640,000 ,
Purchases returns and allowances 4,250 , Ending merchandise inventory 47,000 ,
Advertising expense 78,500, Sales discounts 11,000, ( other expenses )41,500, Income
tax 44,600, Interest revenue ( other revenue ) 37,500 , Office supplies expense 5,300 ,
Purchases 63,000, salaries expense 37,700 .

Required: Prepare an income statement for vear ended Dec. 31 2020 for above company.




