Overview of Income Statement:
· Income Statement: Shows the operation performance of a company over a specific period of time
· Gross Profit =  Sales - COGS
· Operating income = Gross Profit - Operating Expenses
· Net Income Before Taxes = Operating Income +/- Other revenues and expenses
· Net Income = Net Income Before Taxes - Income Tax Expense
· Under IFRS, Net incomes are only from operations, so are listed under other comprehensive income
· Communication Information About Performance:
· Helps Users:
· Evaluate past performance and profitability
· Provide a basis for predicting future performance
· Help assess the risk of not achieving future net cash inflows
· Quality of Earning: Refers to how solid earnings numbers are (High Quality = Not estimated)
· Content:
· Integrity of information
· Sustainability of earnings
· Presentation:
· Earnings presentation is clear and concise
· Easy to use and understandable
Other Comprehensive Income:
· Other Comprehensive Income: Income under IFRS that is not generated from operating activities
· Unrealized holding gains and losses on securities
· Changes in the revaluation surplus when using the revaluation method for capital assets
· Certain gains and losses related to the translation of foreign operation
· Certain gains and losses related to remeasurement of defined benefit pension plans and liabilities measure at fair value
· Reporting of OCI (Statement of Comprehensive Income)
· Comprehensive Income = Net Income +/- Other Comprehensive income for period
· Close Other Comprehensive Income to Accumulated OCI in Shareholders’ Equity
· IFRS:
· Extraordinary gains or losses by-pass net income, are reported as OCI, and closed to AOCI
· ASPE:
· Extraordinary gains or losses would either be booked through net income or straight to shareholders’ equity
Earnings Per Share:
· Basic earnings per share = Net Income Available to Shares / Weighted Averages shares outstanding
· Under IFRS
· Per share figures must be disclosed in the income statement for each component of net income, including income from continuing operations, income from discontinued operations, and net income
· Under ASPE
· Not Required
· Diluted Earnings per Share = (Net Income Available to Shares / Weighted Averages shares outstanding + Shares to be Issued)
Discontinued Operations:
· Discontinued Operation: Separate components of an enterprise to be disposed of
· Must be a clearly segmented internal reporting unit
· Discontinued operations are reported separately from continuing operations on both the statement of financial position and the comprehensive income statement
· How to Record discontinued operations
· Treated as Assets/Liabilities held for sale at the time point when an approved plan exists to dispose of the assets within one year
· Conditions:
· There is an authorized plan to sell
· The asset is available for immediate sale in current state
· There is an active program to find a buyer
· Sale is probable within one year
· The asset is reasonably priced and actively marketed
· Changes to the plan are unlikely
· For ASPE separate assets or liabilities to their original classification on the balance sheet
· For IFRS assets and liabilities from discontinued operations are classified as current assets and current liabilities on the balance sheet
· Value of Asset Held for sale = Lower of its carrying value and fair value less its cost to sell
· Separate section on statement of comprehensive income for discontinued operation reported immediately below after-tac income from continuing operations
· After tax loss/gain is calculated for each discontinued operation and put in the income from discontinued operation section
· This section has no predictive value for future operations
· Continuing operations are labelled under income from continuing operations
· Continuing operations have predictive value
· Continued and Discontinued both fall under net income
· Check for
· The loss from the asset writedown net of tax
· Income of loss from operation of the discontinued segment up to the measurement date, net of tax
· Gain or loss from disposal of the discontinued segment, net of tax
Statement of Changes in Equity:
· Statements of Changes in Shareholders’ Equity: Presents a reconciliation of each account in shareholders’ equity from the beginning of year balance to the end of year balance
· This is a requirement under IFRS
· ASPE: Statement of Retained Earnings:
· A summary disclosure of the changes in the balance of the Retained Earnings from the beginning to the end of the year
· Restatement of Beginning Balance of Retained Earnings:
· Correction of errors in prior periods and retrospectively applied changes in accounting policies
· Retrospective: Show the effect of a policy change or an error in the income and retained earnings for all prior periods that are affected
· Catch-up Adjustment: A cumulative amount of effect is calculated and adjusted through the opening retained earnings amount
Examples:
· Retail Chain listed on the stock exchange selling one local store
· Inventories
· Carrying Value: 5331250
· Market Value: 5000000
· Loss from inventory writedown: 5331250 - 5000000 = 331250
· Tax savings from the loss: 331250 x 0.2 - 66250
· After-tax loss from writedown: 331250 - 66250
· Delivery Truck
· Carrying Value: 20000
· Delivery Truck: 20000
· Store is still running its operations and incurs pre-tax loss of 203125 with a tax rate of 20%
· Tax savings from the loss (203125) x (0.2) = 40625
· After-tax loss from operations: 203125 - 40625 = 162500
· On Aug 10, 2017, the store is sold
· Pre-tax loss of 275000
· After tax loss: 220000
· The gain from disposal is 437500 pre tax
· After tax gain: 350000
· The store is no longer under assets
· These are listed under discontinued operations on the statement of comprehensive income
In-Class Exercises:

























Homework Problems:
· BE4-16
	
	Common Shares
	Retained Earnings
	Accumulated OCI
	Total

	Beginning Balance
	600,000
	900,000
	250,000
	1,750,000

	Net Income
	
	50,000
	
	50,000

	OCI
	
	
	60,000
	60,000

	Dividends Declared
	
	(300,000)
	
	(300,000)

	Ending Balance
	600,000
	650,000
	310,000
	1,560,000


· E4-3
A. Loss of 2.75 million
B. 
	Discontinued Operations
	

	  Loss from Operations, Net of tax 950,000
	(2,600,000)

	  Loss from sale of assets, Net of tax 50,000
	(150,000)

	Loss from Discontinued Operations
	(2,750,000)


C. The correction is reported in the next beginning balance when realized
D. Gain/Loss on sale of assets and income/loss from operations is not recorded separately for ASPE
· E4-8
	Revenue
	

	  Sales Revenue
	                                     930,000

	  Less SRA
	                                     15,000

	  Net Sales
	                                     915,000

	
	

	Cost of Goods Sold
	

	  Beginning Balance Inventory
	                   120,000

	  Purchases
	600,000

	    Less Purchase Discounts
	10,000

	  Net purchases
	590,000

	  Add: Freight In
	14,000      604,000

	  Cost of Goods Available for Sale
	                  724,000

	  Less: Ending Inventory
	137,000

	  Cost of Goods Sold
	                                      587,000

	Gross Profit
	                                      328,000

	
	

	Operating Expenses
	

	  Salaries and Wages Expense
	

	   General and Admin
	39,000

	   Service
	71,000     110,000

	  Depreciation Expenses
	

	   Building
	28,500

	   Garage
	18,000      46,500

	  Office Supplies Expense
	                   9,500

	  Interest Expense
	                   9,000

	Total Operating Expenses
	                                        175,000

	
	

	Income from Operations
	                                        153,000

	
	

	Other Revenues and Gains
	                  

	  Dividend Revenue
	                                         20,000

	  Gain on the Disposal of Equipment
	                                         5,500                

	
	                                         178,500

	
	

	Other Expenses and Losses
	

	  Loss From Flood Damage
	                                         50,000

	 
	                                         128,500

	
	

	Income Before Tax
	                                          128,500

	Income Tax Expense
	                                          31,125

	
	

	Net Income
	                                          96,735

	
	



· E4-9
	Revenues
	

	  Sales Revenue
	                                          6,000,000

	  Rent Revenue
	                                          130,000

	  Gain from Expropriation
	                                          300,000

	Total Revenue
	                                          6,430,000

	 
	

	Expenses
	

	  Administrative Expenses
	                                          750,000

	  Cost of Goods Sold
	                                          2,680,000

	  Selling Expenses
	                                          950,000

	  Loss From Flood Damage
	                                          190,000

	  Total Expenses
	                                         4,570,000

	
	

	Income From Continuing Operations Before Tax
	                                         1,860,000

	  Income Tax Expense
	                                         465,000 

	Income From Continuing Operations
	                                         1,395,000

	
	

	Income From Discontinued Operations
	

	  Loss on Rochelle Division
	240,000

	  Income Tax Recovery
	60,000                              180,000

	
	

	Net Income
	                                          1,215,000

	
	

	Retained Earnings
	

	  Balance Jan 1, 2020
	                                          1,900,000

	  Net Income, 2020
	                                          1,215,000

	  Less: Dividends Declared
	                                          220,000 

	Retained Earnings Dec 31, 2020
	                                          2,895,000

	
	

	
	


· E4-15
	Retained Earnings, Jan 1, 2020
	                                         225,000

	  Correction of 2018 Depreciation Expense, NOT
	                                         (15,000)

	  Correction increase in income in Prior Years Income, NOT
	                                         21,000

	Restated Retained Earnings, Jan 1, 2020
	                                         231,000

	  Net Income, NOT
	                                         144,000

	  Less: Dividends Declared
	                                         100,000

	Retained Earnings, Dec 31, 2020
	                                         275,000

	
	

	
	


· P4-10
Sit1
	Sales Revenue
	5,800,000

	COGS
	2,950,000

	Gross Profit
	2,850,000

	SGA Expenses
	930,000

	Income Before Tax
	1.920,000

	Income Tax Expense
	576,000

	Income Before Unusual Item
	1,344,000

	Loss From Tornado (NOT)
	630,000

	Net Income From Continued
	714,000

	Discontinued Op
	

	  Income From Apparel Division, (NOT)
	119,000

	  Loss On Sale of Division, (NOT)
	553,000

	Loss on Discontinued Operations
	434,000

	
	

	Net Income
	280,000

	Retained Earnings Jan 1
	1,250,000

	Retained Earnings Dec 31
	1,530,000


Sit 2
	Sales Revenue
	7,300,000

	COGS
	3,700,000

	Gross Profit
	3,600,000

	SGA Expenses
	2,402,200

	Income Before Tax
	1,197,800

	Income Tax Expense
	359,340

	Income Before Unusual Item
	838,460

	Loss From Tornado (NOT)
	630,000

	Net Income From Continued
	208,460

	Retained Earnings Jan 1
	1,250,000

	Retained Earnings Dec 31
	1,458,460


· P4-14
	Revenues
	

	  Sales Revenue
	850,000

	  Dividend Revenue
	32,300

	  Gain on Recovery of Earthquake Loss
	27,300

	Total Revenues
	                           909,600

	
	

	Expenses
	

	  Selling Expenses
	100,100

	  Cost of Goods Sold
	510,000

	  Advertising Expenses
	13,700

	  Administrative Expenses
	73,400

	  Loss on Inventory Due to Decline
	34,000

	Total Expenses
	                           731,200

	
	

	Income From Operations Before Tax
	                           178,400

	Income Tax Expense
	                           44,600

	Income From Continuing Operations
	                           133,800

	
	

	Discontinued Operations
	

	  Loss on Discontinued Operations (NOT)
	                            36,450

	Net Income
	                            97,350

	
	

	Other Comprehensive Income
	

	  Unrealized Holding Gain, (NOT
	                            3750

	
	

	Comprehensive Income
	                            101,100

	
	

	Earnings Per Share
	

	  Continuing Operations
	                            1.34

	  Discontinued Operations
	                            (0.36)

	  Net Income
	                            0.98



· P4-15
	
	Preferred Shares
	Common Shares
	Retained Earnings
	Accumulated OCI
	Contributed Surplus
	Total

	Beginning Balance
	250,000
	600,000
	257,600
	525,000
	300,000
	1,932,600

	Corrections
	
	
	48,000
	
	
	48000

	Adjusted
	
	
	305,600
	
	
	1,980,600

	Net Income
	
	
	325,000
	
	
	325,000

	Unrealized Gains
	
	
	
	82,000
	
	82,000

	Dividends
	
	
	(182,000)
	
	
	(180,000)

	Issue of Equity
	5000
	300,000
	
	
	
	305,000

	Ending Balance
	255,000
	900,000
	448,600
	607,000
	300,000
	2,510,600
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