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4 Income Statement and Related Information
Le Aoyl ologlally Jaoudl daild
Learning Objectives dcoladll NERVSY
After studying this chapter, you should be able to:
1. Understand the uses and limitations of an income statement.
Led sguaall dogly Jodl AaslE el iberu| wyims
2. Describe the content of the income statement.
Ja ! 48 ligSe cavog
3. Prepare an income statement.
Js ol Asls slae)
4. Explain how to report various income items.
NENUERTERTRPRWEH WS F:
5. Understand the reporting of accounting changes and errors.
ellas¥ g Awlell cMuadll e uyanll 44,8 704
6. Prepare aretained earnings statement.
JESEIY ijb’\ EP R YY)
Income Statement
The income statement is the report that measures the success of company operations for a given period
of time. (It is also often called the statement of income or statement of earnings)
Lasls Wle Lple llasg cipne 2 850 IS 38,401 cildas 7 Lo oty o) 0,83l (2 S5l Al
(<ol 3asls) of Js ol
Usefulness of the Income Statement
1. Evaluate the past performance of the company.
2. Provide a basis for predicting future performance.
3. Help assess the risk or uncertainty of achieving future cash flows.
ES [N ER-TVY
sladell 3alad! ¢15Y @uas 1
e (3 el 5iald Lol y845 2
Aanadl uadl clasad) gaxs e aST aue o Jbleo @uds @ Suclull 3
Limitations of the Income Statement
1. Companies omit items from the income statement that they cannot measure reliably.
2. Income numbers are affected by the accounting methods employed

3. Income measurement involves judgment.
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Quality of Earnings
companies have incentives to manage income to meet earnings targets or to make earnings look less
risky.
What is earnings management? It is often defined as the planned timing of revenues, expenses, gains,
and losses to smooth out bumps in earnings.
Quality of earnings is reduced if earnings management results in information that is less useful for
predicting future earnings and cash flows.
Cl..afb" Baga>
Sl 5 505 e 5f Rl 2L 1 s (S 7L 515 glss il ool iy
oalstll lusdly coamlSL oo g uall (sl cudss badass Lol e cayad L WLE Sz LY 8y00) (2 Lo
LY ldas e
Al Guadl olasaadly LN sddl § deal J8T Sleglas 7 Ly¥1 85ls) oo 70 13] L)Y 39> (adsis
Elements of the Income Statement
Net income results from revenue, expense, gain, and loss transactions. The income statement summarizes
these transactions. The statement can further classify income by customer, product line, or function, or by
operating and nonoperating, continuing and discontinued, and regular and non-recurring categories. The
following lists more formal definitions of income-related items, referred to as the major elements of the
income statement.
Jaudl Al yolic
Lasle J5 ol 2esl8 auas 3] «sluclly conlSl caligpmall calslu¥! clbee e Bale Jsull 3lo zub
Al ad)! A sai of Caslbgll of 7 Y bglas of (b3l s U5l 208l Caias o Sy .llaadl 8]
Aadandl e of Aalawil) of Aadgall of 5yl Lla 410 a2
Ja ) 2slal Al joliall Lel e L 5lin (@lg cJsadls Zalaill seidd Saydl Casylaill ga 51
Revenues &lal,uYl
Expenses olaadl
Gains eS|
O Losses yilusl

o O O

Revenues take many forms, such as sales, fees, interest, dividends, and rents.

Sy ol el caslgall ca gyl clagdl Jie JISCEY o apaall clal ¥ G5l
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Expenses also take many forms, such as cost of goods sold, depreciation, interest, rent, salaries and
wages, and taxes.

il g, 01l caslgall (€AY el deladl 4alSs (e JIE co dgaadl Loyl cild g pall dsls
wilally 92y
Gains and losses also are of many types, resulting from the sale of investments or plant assets, settlement

of liabilities, and write-offs of assets due to impairments or casualty.
o8 pasase ol SLelA Lol of Anls Jgwol s of Slyladlal auy oo 7al5 wad ¢ losl Bue L yludly conlSL
Sl of Lraud ot dmidls Jgua¥ aamy
The distinction between revenues and gains, and between expenses and losses, depend to a great extent

on the typical activities of the company.

Aladell ol A i3Y Ao 48 u> dl Slusdly aldgall iy w8l @loly¥ o 48,4301 dasad

Hereis a template fora corporate income statement

Sales revenue clagdl sl y) XXX

- Cost of goods sold dcldl delaJl 42K - (xxx)

Gross profit Jle>¥1 7| XXX
-Operating expenses 44 43| caslall - (xxx)
Operatingincome a4l )l Xxx
+ Other gains §,51 cwlSa + XX

- Other losses (5,51 yilus - (xx)

Income from continuing operations before income tax XXX

deadl 2o s b b ypeiad) Lla it cldaall (e 5
-Income tax expense J&uJl & s 8 954a0 - (xx)
Income from continuing operations Xx

5yatad] 2ulaadll Slilaall e J5ull

Discontinued operations, net of tax Xx
Bl e Blio el 4 AliaiTl) clibeadl e (5
Income before extraordinary items XX
lidnaY! sgadl Jud JsJ
Extraordinary loss, net of tax XX
upall oo Gl Aslidna! el (o yilusl!
Net Income (5! pr XXX
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Income from Continuing Operations: 8 peiwd | 4 ddd! Sldeadl oo J5udl
P Measures profitability of the ongoing operations
Byetaed) Aulia 2l ilileadl e Lm0l uids P
P Useful for making projections about future earnings
Llaradl LY Jo> cliesen plall saae P
The topmost section reports continuing operations. This part of the business should continue from period to period. Income
from continuing operations therefore helps investors make predictions about future earnings.
Slleall e dsudl olo Jlly (5,3 558 (o e 5l 1da et of cum Byaiadl dadd¥ Jsdl Al (o A uall yolay
Adanadl 7L e Slgeseny alall cppadind] delug 8yaiud|
The other gains (losses) section includes items such as gains and losses on sales of plant assets.
Al aiall Jsol a0 sluded! ol cuwlSU e 390l cpasats (H3laiell) (6559 el
Income tax expense has its own line.
Jatun o LY Jsull Ay0 d9y0m0
Special Items dolat! s4id!
4 Reported after income from continuing operations
Byeieed | Aulea a0l ildaall (e U3l wmy Lie joyasll oy P
After continuing operations, an income statement may include two distinctly different types of gains and losses:
Silusdly el (o (nélizea ness gugats 1B J5ul) 218 Ol8 (8 peiad] Aladdl Sldeall da
* Discontinued operations 3 yeiwd! a2 ddaddl cildoall
« Extraordinary gains and losses dyslall a2 yilusdly cwlSL
Discontinued Operations: § jeiud! A& Al il oilleat!
Most corporations engage in several lines of business. Each identifiable division of a company is called a segment of the
business. A company may sell a segment of its business.
Lleel o gllad aus ub 48,401 Jlael gllad sud 355801 (o pund S Ada i)l zloY bghas (o samy Jead i, idl qlass
Ada &1
Financial analysts are always keeping tabs on companies they follow. They predict companies’ net income, and most analysts
don'tinclude discontinued operations because the discontinued segments won't be around in the future.
Sldeall J55 Ogiaay ¥ otll=ll @laang colSyadl Jo Slo Osaden lagads &I @€l e L8 Oedn Gedll Goll=ll
Jedtadl 3 Jeaddll 055 o Syeiad) 2 Slellaall o 5yarull e 2l sl
The income statement reports information on the segments that have been sold under the heading Discontinued operations.
Byoiudl e ddasdl oldeall (lgie cums cag G aleladll e 3310l agas Joudl 2asld
Gains and losses on the sale of plant assets are not reported as discontinued operations. Instead, they are reported as “Other

gains (losses)” up among continuing operations because companies dispose of old plant assets and equipment all the time.
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2l JS diluray piall Jsiol (o aliess S8 a0 ¥ 8 parall Gliadd Sllaad) e LX) @udll § "(5lus)
P Segment of a business that has been sold day @5 gl as, il g pllag
° ldentifiable division of company &8, 4l nes ud
4 Reported separately because they will not be around in the future
Jeatadl § Jaadll 0sSo of 4 Jatuwe Sy die joatll @z P
P Shown net of tax .l pall (ye dle o)l o
°  Gain -income tax expense = Gain, net of tax
Bl 0o o ccall =5 ll Ly Bgpims —cnll O
°  Loss - income tax savings = Loss, net of tax
Bl e Gl Bylusll =gyl 850l -Bylull  ©
Extraordinary ltems 4sldiwy! 39!
Extraordinary gains and losses, also called extraordinary items, are both unusual and infrequent. Losses from natural disasters
(floods, earthquakes, etc.) and the taking of company assets by a foreign government (expropriation) are extraordinary items.
I35 cbliagd) daadall EleSl o Slucsedl 35,500 e dale pe LeadIS (ASLEY) sgadl (£ady (sl Sluselly cwlSL
olidial s5n (2 (ke £53) 2utinl 2o (0 4,401 Jsual Al (&)
They are reported separate from normal operations because of their infrequent nature. Extraordinary items are reported along
with their income tax effect.
2o g Lee yuyaall @i 2aLAEaY seidl 3,0l g Leanbs Caug Baladl b 40l cldeall e Jatue S0 Lre ppall oy
s d s il
»  Both unusual and infrequent
4 Examples:
° Losses from natural disasters
°  Foreign government takeover (expropriation)
4 Reported net of income tax effect
Earnings Per Share (EPS) s ,J| ¢ oud!|
The final segment of a corporate income statement reports the company’s earnings per share, abbreviated as EPS.
EPS S sylazs) @iy 5dly 4,4l 7)1 (0 gnd] B Ot Jga¥l 4S540 sl AailE (0 s ¢ 3]l
EPS is the most widely used of all business statistics. Earnings per share (EPS) reports the amount of net income for each share
of the company’s outstanding common stock. EPS is a key measure of success in business.
Jal Gle mll o el Lo ;age ot ASAT Gldlbas! S U8 0 puly 95 (e dalasinl g il o0 med| o
AS i pled wlide o ) e el Lo 4S5 Apalall M,/.fz’\ o e S
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P Most widely used business statistic
P Measures amount of net income for each share of common stock outstanding
° lIssued shares — treasury shares = outstanding shares

4 Key measure of success in business

The formula to compute earnings per share is net income minus preferred dividends divided by the

average number of common shares outstanding.

Liugie e logudo Bliell meedll wolasisrll Laa Bogylae Joudl Glo (2 e IS 7Y lad 2apall
AL ayalall W&b’\ dde

Net income- Preferred dividends

Earnings Per share =
Average number of common shares outstandin;

Corporations report a separate EPS figure for each element of income.
deull iolic (o maie S8 hadie Sy ol (0 end! Ba> (e jya2lly AS, 400 043

EPS figures are reported for: Lae 1,330l @iy ) (0 el 2
Income from continuing operations 8 yetull s &l wldeall (o !

Income from discontinuing operations &yeiull Ae cldeadl (pa m)ll

Income before extraordinary items ayslall ae g3 dl i3 I
Extraordinary gains or losses &ubidawY! il ol ceuSL
Net Income (Loss)(3,Lusd!) JsuJl SLa

Exercise: Submaina. Corp earned net income of $110000 for 2019. Sabmaina’s books include the

following figures

Preferred stock 2% $30 par 1000 shares issued and 3{E2% i

outstanding - 330000
Common stock $1 par 52000 issued 4ole N"“i 52000
Paid-in capital in excess of par W;Y\)\Ml sl 450000
Treasury stock. Common 2000 at cost Lole -l N‘"T 40000

Requirement: Compute Subraina’s EPS (Earnings per share) 7, (10 oqud! o> s

EPS= (net income- preferred dividend)+ Average number of common shares outstanding

Preferred dividends= 1000 sharesx $30 parx 2%= 600

Numerator of EPS= $110000- $600= $109400

Average number of common shares outstanding= 52000 shares issued- 2000 treasury shares= 50000 common
shares outstanding

EPS=109400 + 50000= $2.19

https://manara.edu.sy/



https://manara.edu.sy/

\ /
\/

deola
o)li_aJl
It is common for companies to present some or all of the following sections and totals within the income
statement. This format is often referred to as the multiple-step income statement.
Aails dule 3lay Lo say J5all 25l s AN pualelly alud¥) (o S ol (any logee A1 (oya
Slglasdl saaazll sl
1. OPERATING SECTION. A report of the revenues and expenses of the company’s principal
operations. (a) Sales or Revenue. (b) Cost of Goods Sold. (c) Selling Expenses. (d)
Administrative or General Expenses.
4G il of Slagdl qang 4S54l L I Al 4% il gyimnag Slolls 10,35 sag il o]
Aaladl o 2101 casylially audl casylian deldl delal
2. NONOPERATING SECTION. A report of revenues and expenses resulting from secondary or
auxiliary activities of the company. (a) Other Revenues and Gains. (b) Other Expenses and
Losses.
zoly lall iy 48,80 e yall of 2gslidl Andi¥l il imag loluls 10585 gag b il A2 eudll
Sy>1 ilusg 5,31
3. INCOME TAX. JsJi 31.;._»).44
4. DISCONTINUED OPERATIONS. Material gains or losses resulting from the disposition of a
component of the business.
48, Slige w3 Bpuatll e Al slas! o ColSU L duaig Bpeiud | a2 ilileal!
5. NONCONTROLLING INTEREST. Allocation of income to noncontrolling shareholders.
Blaculdl ad o) Clraod 36,800 ) Jlo 0 s 52 Lanass paya i7LY & Bl 48 g 2as
6. EARNINGS PER SHARE. A measure of performance over the reporting period.
Lee opall BARN M5 £1oM (ulido g9 s ] dom
As indicated, companies report all revenues, gains, expenses, and losses on the income statement. This
statement separates operating transactions from nonoperating transactions, and matches costs and
expenses with related revenues. It highlights certain intermediate components of income that analysts
use to compute ratios for assessing the performance of the company.
Juadll @y 3) Jsudl 20l 3 5lusdly z LY csligyually Slal Y juolic 7w iyl ol Lol LS
oA bl Ll L Alg L sl e g pall Alas @iy Lla sl pty Llaadll dla sl o
ASA 1ol olaad U i) sl W ol Lazeig (&1 Alagasd] sl ligSe
Companies present nonoperating revenues, gains, expenses, and losses in a separate section, before
income taxes and after income from operations. Companies report discontinued operations as a separate

elementin the income statement.
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The disclosure of net sales is useful because analysts can more easily understand and assess trends in
revenue from continuing operations.

o aamldl ol Slalesl Julis med oo ol Koy ¥t Slagd! Lo 03) e 7 LadYl o

Byeradl Aa 55¥)

Condensed Income Statements
A company includes only the totals of expense groups in the statement of income. It then also prepares
supplementary schedules to support the totals. This format may thus reduce the income statement itself
to a few lines on a single sheet. For this reason, readers who wish to study all the reported data on
operations must give their attention to the supporting schedules.
5yuaniell U5l 23l
L8La) Joluz dady (Jull 2l § baad ligpall clegame alllen] Aanlall i lady 28,201 7y
e o il serdl (e Juls sue (3 ds ol 3l jlazs | (S sy caldleny) sda musstd @légpasll
sl Jolazdl ) aqolezal dezgi lidaall (e Lae 558l @bladl (S Ogsyaty cpadd! ¢l,al)
Single-Step Income Statements
The single-step statement consists of just two groupings: revenues and expenses. Expenses are deducted
from revenues to arrive at net income or loss, frequently, companies report income tax separately as the
last item before net income to indicate its relationship to income before income tax.
B9l Al U1 uld s o) a5l
oo wlaadl Zplas cilaadly colaln¥) Lea badd e game (o Sualodl s Ll il sl 4S8 OoSs
Boguay Jsdl Cilps (e yyatll ot Lo Bole L8 elId ang Bylusdl of Jsul Qle dI Jgwosld wlalyt
il i Js s Ladhe 1 5,20 s Ll § Amaia
The primary advantage of the single-step format lies in its simple presentation and the absence of any
implication that one type of revenue or expense item has priority over another. This format thus
eliminates potential classification problems.
Lglol ol e AV (6T 3929 aueg (apall g 3 Busloll dloy bl 3 J o) Aaslal paaludd) B3} Jiais
idyanl] dlaz=ll JSLAL A1 @F (o9 Sl gpall of Slal¥) oo cnre g5 ¥
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Example:
Administrative expenses:
Officers’ salaries 5000
Depreciation 3500
Selling expenses:
Freight-out 2500
Sales commissions 8000
Depreciation 7000
Sales Revenue 96000
Income tax 9000
Rent revenue 17000
Cost of goods sold 60000
Interest expense 1800

Requirement: Prepare an income statement from the data below using the multiple-step form.

Sales revenue clagdl sl y) 96000
- Cost of goods sold acldl dclaJl 42155 - (60000)
Gross profit Jle2¥! 7,11 36000

-Operating expenses dadill ayyLall -

Administrative expenses:

Officers’ salaries 5000

Depreciation 3500 (8500)

Selling expenses:

Freight-out 2500
Sales commissions 8000
Depreciation 7000 (17500)
Operating income 10000

+ Other revenue (Expenses)

+rent revenue 17000
-Interest expense (1800)
Income before tax 25200
-Income tax (9000)
Net Income J5>.J| $lo 16200
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Single-Step Income Statements

Revenues

Sales revenue 96000

+rent revenue 17000 113000

Expenses

Cost of goods sold 60000

Officers’ salaries 5000

Depreciation of Administrative department 3500

Freight-out 2500

Sales commissions 8000

Depreciation of selling department 7000

Interest expense 1800

Income tax 9000 (96800)

Net Income J5>.l $lo 16200
Condensed Income Statements

Sales revenue lagdl sl ) 96000

- Cost of goods sold dcldl delnJl 485 - (60000)

Gross profit Jle2¥! 7,11 36000

-Operating expenses 4 iil u’.pL;a.U -

Administrative expenses: (See Note A) (8500)

Selling expenses: (See Note B) (17500)

Operating income 10000

+ Other revenue (Expenses)

+rent revenue 17000

-Interest expense (1800)

Income before tax 25200

-Income tax (9000)

NetIncome Js>ul 4l 16200
Note A

Administrative expenses:

Officers’ salaries 5000

Depreciation 3500 (8500)
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Note B
Selling expenses:
Freight-out 2500
Sales commissions 8000
Depreciation 7000 (17500)

Retained Earnings Statement
Net income increases retained earnings. A net loss decreases retained earnings. Both cash and stock
dividends decrease retained earnings. Changes in accounting principles (generally) and prior period
adjustments may increase or decrease retained earnings. Companies charge or credit these adjustments
(net of tax) to the opening balance of retained earnings. This excludes the adjustments from the
determination of net income for the current period.
Byl 7 L)Yl Aasls
sl el Byminll ¥ (asas lusdl Gl Lo 85mimll LY (e iy J5l Bl o
Bymizll Z Y Glads, LaadS @l Sla 3o99
o A8La) s 3] Byl LY (adses o s of oSy dasladl Slgiad] Mlaady Anlll ggaldl 3 padl
Oo daniad @ (a9 Y Jol Byzmizell 7 LY dsy (e Byl 2ol aaLadl Sl cdlaad slagiul
Al s a0l 5 o o S Ll
The statement of retained earnings reports how the company moved from its beginning balance of

Retained earnings to its ending balance during the period.

Retained earnings, December 31,2019

Plus: Net income

Less: Dividends

Retained earnings, December 31,2020
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Presented below are income statement items from Cabrea Company for the year ended December 31,

Sales revenue 3053081
Cost of goods sold 1982541
Sales discounts 24241
Sales returns and allowances 56427
Sales salaries and commissions 202644
Sales office salaries 59200
Advertising expense 87255
Delivery expense 41209
Shipping supplies and expense 24712
Telephone expense of sales department 29003
Depreciation of sales equipment 9005
Officers’ salaries 186000
Office salaries 61200
Legal and professional services 23721
Utilities expense of Administrative department 23275
Insurance expense 17029
Depreciation of building 18059
Depreciation of office equipment 16000
Miscellaneous office expenses 5487
Dividend revenue 98500
Rent revenue 72910
Interest expense on bonds and notes 7483

Requirement: Using the information above, prepare a condensed multiple-step income statement.

Assume a tax rate of 30% and 100,000 shares of common stock outstanding during 2017.

Sales
Sales revenue 3053081
Less: sales discounts 24241

Sales returns and allowances 56426 (80668)
Net sales 2972413
- Cost of goods sold (1982541)
Gross profit 989872
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Operating Expenses:

Selling expenses

Sales salaries and commissions 202644

Sales office salaries 59200

Advertising expense 87255

Delivery expense 41209

Shipping supplies and expense 24712

Telephone expense of sales department 29003

Depreciation of sales equipment 9005 453028
Administrative expenses

Officers’ salaries 186000

Office salaries 61200

Legal and professional services 23721

Utilities expense of Administrative department 23275

Insurance expense 17029

Depreciation of building 18059

Depreciation of office equipment 16000

Miscellaneous office expenses 5487 350771 (803799)
Income from operations 186073
+ other revenues and gains

Dividend revenue 98500

Rent revenue 72910 171410
- Other expenses and losses

Interest expense on bonds and notes (7483)
Income before income tax 350000
Income tax 30% (105000)
Net income for the year 245000
Earnings per common share $2.45
Condensed Income statement:

Net sales 2972413

- Cost of goods sold (1982541)

Gross profit 989872

Selling expenses (See Note A) 453028
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Administrative expenses (See Note B) 350771 (803799)
Income from operations 186073
+ other revenues and gains 171410
- Other expenses and losses (7483)
Income before income tax 350000
Income tax 30% (105000)
Netincome for the year 245000
Earnings per common share $2.45
Note A:

Sales salaries and commissions 202644

Sales office salaries 59200

Advertising expense 87255

Delivery expense 41209

Shipping supplies and expense 24712

Telephone expense of sales department 29003

Depreciation of sales equipment 9005

Total selling expenses 453028

Note B:

Officers’ salaries 186000

Office salaries 61200

Legal and professional services 23721

Utilities expense of Administrative department 23275

Insurance expense 17029

Depreciation of building 18059

Depreciation of office equipment 16000

Miscellaneous office expenses 5487

Total Administrative expenses 350771

Single- Step Income Statements:

Revenues

Net sales 2972413

Dividend revenue 98500

Rent revenue 72910

Total Revenues 3143823
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Expenses

Cost of goods sold 1982541

Selling expenses 453028

Administrative expenses 350771

Interest expense on bonds and notes 7483

Income tax 30% 105000

Total expenses (2898823)
Net income 245000
Earnings per common share $2.45

The following information was taken from the records of Clakson Motorsports, INC, at September 30, 2020

Selling expenses 121000
Administrative expenses 132000
Income from discontinued operations 8000
Retained earnings, beginning 85000
Cost of goods sold 438000
Treasury stock, common (1200 shares) 13200
Net sales revenue 836000
Common stock, $10 par, 21200 shares authorized and issued 212000
Preferred stock 6000 shares issued 300000
Income tax expense:

Continuing operations 70000
Income from discontinued operations 3200

Requirements: Prepare a multi-step income statement for Clarkson Motorsports for the fiscal year ended

September 30, 2020 include earnings per share. (Assume that $5 is the preferred stock dividends)

Sales revenue 836000
- Cost of goods sold (438000)
Gross profit 398000

-Operating expenses

- Selling expenses 121000
Administrative expense 132000 (253000)
Operating income 145000
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+ Other gains —

- Other losses -

Income from continuing operations before income tax 145000
-Income tax expense (70000)
Income from continuing operations 75000

Discontinued operations, net of tax

Gain on discontinued operation 8000
Less: Applicable Income tax (3200) 4800
Income before extraordinary items 79800

Extraordinary loss, net of tax -

Net Income 79800

Earnings per share (49800+20000) 2.49

Net income- Preferred dividends

Earnings Pershare =
Average number of common shares outstanding

Preferred dividends= 6000 x5= 30000
Net income for common shares= 79800-30000= 49800
Earnings per share= 49800 + 20000 shares= 2.49

Presented below are 11 income statement items from Braun Company for the year ended December 31,

Sales revenue 2700000
Cost of goods sold 1150000
Interest revenue 15000
Loss from abandonment of plant assets aiall Jgsol <5 (o 85lus 45000
Gain from extinguishment of debt gyl clabs] (po S 28000
Selling expenses 290000
Administrative expenses 190000
Loss from earthquake 30000
Gain on discontinued operation 50000

Instructions : Using the information above, prepare a condensed multiple-step income statement.

Assume a tax rate of 30% and 100,000 shares of common stock outstanding during 2017.

Sales revenue 2700000
- Cost of goods sold (1150000)
Gross profit 1550000
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-Operating expenses

- Selling expenses 290000

Administrative expense 190000 (480000)
Operating income 1070000
+ Other gains

Interest revenue 15000

Gain on debt extinguishment 28000 43000
- Other losses

Loss from plant abandonment 45000 (45000)
Income from continuing operations before income tax 1068000
-Income tax expense (30%) (320400)
Income from continuing operations 747600
Discontinued operations, net of tax

Gain on discontinued operation 50000

Less: Applicable Income tax (15000) 35000
Income before extraordinary items 782600
Extraordinary loss, net of tax (30000-9000) (21000)
Net Income 761600
Earnings per share (761600+10000) 7.62
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Net income- Preferred dividends

Earnings Per share =
Average number of common shares outstanding

Q1A corporation has netincome of $200,000 for the current year. The corporation has 5,000 shares of
cumulative, 5%, $100 preferred stock and 20,000 shares of $20 par common stock outstanding for all of
the year.

What is the numerator to be used in the earnings per share calculation?

What is the denominator to be used in the earnings per share calculation?

The numerator is $175,000

The denominator is 20,000 shares.

Q2) A corporation reports net income of $100,000 for the current year. The corporation has 10,000
shares of cumulative, 10%, $50 preferred stock and 55,000 shares of $10 par common stock outstanding
all of the year. What is earnings per share?

Earnings per share is $.91.

Calculations: 100,000 — 10,000 10% x $50 = $50,000 / 55,000

Q3) A corporation has net income of $365,000 for the current year. It paid its required preferred dividend
of $17,500 and had no other stock transactions during the year. The average number of common shares
outstanding during the year was 69,500. What is earnings per share?

Earnings per share is $5.00.

Calculations: 365,000 — 17,500 = 347,500 / 69,500

Q4) A corporation has netincome of $365,000 for the current year. It paid its required preferred dividend
of $17,500 and had no other stock transactions during the year. The average number of common shares
issued during the year was 69,500. The corporation also held 10,000 shares of its common stock
as treasury stock for the entire year. What is earnings per share?
Earnings per share is $5.84
Calculations: 347,500 /(69,500 — 10,000)
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Q5) RT Corp. shows a loss from flooding of $235,000 for the year. How will it be shown on their income
statement? Flooding is not uncommon in the area.

Answer: It will be shown as another loss. Because flooding is not uncommon, it does not quality as an

extraordinary loss.

Q6) Income from continuing operations of $123.500.

Corporate tax rate is 25%.

Gain on disposal of a business segment of $23,000.

Extraordinary loss of $50,000.

Average number of shares of common stock is 40,000.
1. What is the net income from continuing operations?
2. What is the amount after tax for disposal items?
3. What is the amount after tax for extraordinary items?
4. What are earnings per share for net income from continuing operations?

1. 123500 x .75 =92625 net income

2. 23000 x 0.75=17250

3. 50000 net of tax savings of 12500=37500

4. $92,625/40,000 = $2.32

Income from continuing operations before income tax 123500

- Income tax 25% (30875)

income from continuing operations 92625

+ Discontinuing operations, net of tax (23000- (23000%25%)) 17250

- extraordinary loss, net of tax (50000- (50000%25%)) (37500)
Net Income 72375

Earnings per share (72375+ 40000) 1.809
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Presented below are items from Braun Company for the year ended December 31,2019

Gain from extinguishment of debt 40000 Loss from abandonment of plant assets 50000
Cost of goods sold 1200000 | Selling expenses 250000
Interest revenue 30000 Sales revenue 3000000
Administrative expenses 200000 | Gain on discontinued operation 60000
Loss from earthquake 35000

Requirement : Using the information above, prepare a multiple-step income statement, and calculate Earning per share.

Assume a tax rate of 30% and 100,000 shares of common stock outstanding during 2019.

Sales revenue 3000000
- Cost of goods sold (1200000)
Gross profit 1800000
-Operating expenses

- Selling expenses 250000
Administrative expense 200000 (450000)
Operating income 1350000
+ Other gains

Interest revenue 30000

Gain on debt extinguishment 40000 70000
- Other losses

Loss from plant abandonment 50000 (50000)
Income from continuing operations before income tax 1370000
-Income tax expense (30%) (411000)
Income from continuing operations 959000
Discontinued operations, net of tax

Gain on discontinued operation 60000

Loss: Applicable Income tax (18000) 42000
Income before extraordinary items 1001000
Extraordinary loss, net of tax (35000-10500) (24500)
Net Income 976500
Earnings per share (976500+100000) 9.77
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