Text 2. 

Income Statement

Текст взят из Barker, R. Short Introduction to Accounting / R. Barker. – Cambridge : Cambridge Univ. Press, 2011. – 215 p.
An income statement has a very simple purpose, namely to record whether an organisation has made a profit or a loss (hence the statement is often called a ‘profit and loss account’). Similar to the cash flow statement, an income statement is a summary for a period of time, such as a year. Albert’s income statement for the first year of his business was as shown in Table 2 (Albert’s income statement for the past financial year). 

	$k

	Revenue                               75

	Cost of goods sold             –10

	Gross profit                          65

	Salary                                 –35

	Rent                                   –14

	Depreciation                        –3

	Other operating expenses    –2

	Operating profit                   11

	Interest expense                   –1

	Profit before tax                  10

	Tax                                      –3

	Profit after tax                       7


Table 2. – Albert’s income statement for the past financial year

Our first conclusion from reading Albert’s income statement comes from looking at the bottom line. Albert has made a profit of $7k during the current financial year.

The concept of making a profit is very straightforward. It means that the income generated by an organisation exceeds the expenses incurred by that organisation. Equally, of course, if expenses are greater than income, the organisation makes a loss. In general, income less expenses equals profit or loss.

Profit is earned over a period of time. In Albert’s case, the profit of $7k is earned over the course of a year. For internal purposes, a company might report its profit on a monthly basis, while it might report to its shareholders quarterly, every six months or annually. The period of time to which the income statement relates is called the reporting period, and profit is always stated with respect to the reporting period during which it was earned.

We do not know whether the performance of Albert’s business this year is likely to be typical of his future performance, or instead whether it is likely to prove unusually good or unusually bad. So, while we can conclude that Albert’s business is profitable in the current year, we cannot say whether this is representative. We also do not know, of course, whether Albert is more or less profitable than his competitors. For this, we will need to see their income statements.

In general, therefore, an income statement for a single period is of limited use, and more comprehensive information might be sought by considering other periods of time as well as the financial statements of competitors.

There is more to the income statement, of course, than the bottom line. The other lines in the statement are either revenue, expenses or subtotals. The first line is revenue. The expenses, in Albert’s case, are the cost of goods sold, salary, rent, depreciation, other operating expenses, interest and tax. The subtotals are gross profit, operating profit and profit before tax. The reason for the separate reporting of revenue, expenses and subtotals is that each of them provides different information to the reader of Albert’s income statement, as we can see by considering each item in turn.

