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Multiple-Step Income Statement < ghadd) asadial) JAA) (LS

Some contend that including other important revenue and expense classifications makes the income
statement more useful. These further classifications include:
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1. A separation of operating and non-operating activities of the company: For example, companies
often present income from operations followed by sections entitled “Other revenues and gains” and

“Other expenses and losses.” These other categories include such transactions as interest revenue
and expense, gains or losses from sales of long-term assets, and dividends received.
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2. A classification of expenses by functions: such as merchandising (cost of goods sold), selling, and
administration. This permits immediate comparison with costs of previous years and with other
departments in the same year.
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lllustration below presents the format of Multiple-step income statement. Note that in arriving at net
income, the statement presents three subtotals of note:
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1. Net sales revenue <laudl 2 4l ila
2. Gross profit g Jass

3. Income from operations <llasll e Jaal)
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Income Statement

For the year ended 31°%, ....

Particulars Amount Amount Amount Amount
Sales revenue:
Sales * Kok
Less: Sales discounts ok
Sales returns and allowances ol kol
Net sales revenue ot
Cost of goods sold:
Inventory January 1 KK
Purchases HHK
Less: Purchases discounts kX
Purchases returns and allowances julolel rokx
Net Purchases okx
Freight and transportation-in julalol
Cost of purchases ok
Cost of goods available for sale o
Less: inventory December 31 ki
Cost of goods sold il
Gross profit (loss) on sales *rok
Operating expenses:
Selling expenses:
Advertising expenses Hxx
Freight and transportation-out ook
Commission and salesmen salaries Hoxx
Carriage outwards HoRK
Packing materials HokK
Travelling expenses okx
Depreciation on vehicle Hxx
Telephone and Internet expense Hoxx
Postage and stationery HoRK
Bad Debts julolel lale
Administrative expenses:
Office supplies used oK
Insurance expenses oK
Office salaries oA
Postage and Stationary ox
Telephone and Internet expense rokx
Legal charge ox
Xk >k %

Depreciation of building
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Depreciation of office equipment *okx

Utilities expenses *xok

Miscellaneous office expense KoKk
Total operating expenses lake (CE**)
Income from operation xR
Other revenues and gains:

Interest earned Kok

Rental revenues Kok

Dividend received lule julalel

Xk %k %k

Other expenses and losses:

Interest on bonds and notes .......*.*j.
Bank expenses seokok

Loss by defalcations kX
Income before income tax ok
Income tax kX
Net income for the year *xk

Equations of Income statement/Profit and Loss Account k¥ clea/Jial) cids; dalil) cialaal)
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The following equations are highly useful for determination of Net Profit or Net Loss:
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Net Profit = Gross Profit - operating expenses + other revenues and gains - other expenses
and losses - Income tax

Net Profit = Income from operation + other revenues and gains - other expenses
and losses - Income tax

Income from operation = Gross Profit - operating expenses
Operating expenses = Selling expenses + Administrative expenses
Net Profit = Income before income tax - income tax

Income before income tax = Income from operation + other revenues and gains - other expenses

EX 1: The following balances have been taken from the trial balance for year ended 31.12.2006:

Sales 320,000, Purchases 220,000, Dividend revenue10000,Sales return 10000, Purchases
return 5000, sales Discount 5000 , Purchases Discount 3000, fright —in 3000, inventory at 1
January 10000, , selling expenses 5000, Administrative expenses 5000, Rent revenue 5000
, other expense 4000 , Income tax 10000 .

Note: stock at Dec. 31, 2006 was,5000 .
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Re: Prepare the following for the year ending 31 Dec. 2006:. Single-Step Income Statement «ds
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Multiple -Step Income Statement
For the year ended Dec. 31, 2006
Particulars Amount Amount Amount Amount
Sales revenue:
Sales 320000
Less: Sales discounts ((150000000))
Sales returns and allowances (15000)
Net sales revenue 305000
Cost of goods sold:
Inventory January 1 10000
Purchases 220000
Less: Purchases discounts 3000
Purchases returns and allowances 5000 (8000)
Net Purchases 212000
Freight- in and transportation-in 3000
Cost of purchases 215000
Cost of goods available for sale 225000
Less: inventory December 31 (5000)
Cost of goods sold (220000)
Gross profit (loss) 85000
Operating expenses:
Selling expenses: 5000
Administrative expenses: 5000
Total operating expenses (10000)
Income from operation 75000
Other revenues and gains:
Dividend revenue 10000
Rent revenue 5000 15000
90000
Other expenses and losses:

Interest on bonds and notes (4000)
Income before income tax 86000
Income tax
Net income for the year (10000)

76000

Equations the solution :
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Net Sales = Sales — (Sales return + Sales discount)
= 320000 — (10000 + 5000 ) = 320000 — 15000
Net sales = 305000
Net purchases = purchases — (purchases return + purchases discount)
= 220000 - (5000 +3000 ) = 220000 — 8000
= 212000 Net purchases
Cost of purchases = Net purchases + fright — in

= 212000 + 3000 = 215000 Cost of purchases

Cost of goods available for sale = Beginning Stock + Cost of purchases
= 10000 + 215000 = 225000
Cost of good sold = Cost of goods available for sale - Ending Stock
= 225000 - 50000 = 220000
Cost of good sold = Beginning Stock + Cost of purchases - Ending Stock
= 10000 + 215000 - 5000
= 225000 —5000 =220000 Cost of good sold
Gross Profit = Net Sales - Cost of good sold

= 305000 - 220000 = 85000 Gross Profit
Income from operation = Gross Profit - operating expenses(selling and Administrative expenses )

= 85000 - (5000 +5000)

= 85000 - 10000 = 75000 Income from operation

Income before income tax = Income from operation + Other revenues and gains - Other expenses
and losses ( Interest on bonds and notes) ( Dividend revenue and Rent revenues)

4000 10000 + 5000
= 75000 +15000 - 4000 = 90000 - 4000 = 86000 Income before income tax

Income before income tax - Income tax

Net income

86000 - 10000 = 76000 Net income



