Case Studies – Income Statement, Statement of Financial Position e Cash Flow Statement
CA4.1 (LO1,2,3) (Identification of Income Statement Deficiencies) O'Malley plc began business on January 1, 2019. It has been successful and now requires a bank loan for additional working capital to finance expansion. The bank has requested an audited income statement for the year 2019. The accountant for O'Malley plc provides you with the following income statement, which O'Malley plans to submit to the bank.

	O'Malley plc

Income Statement

	Sales revenue
	
	£850,000

	Dividends
	
	    32,300

	Gain on recovery of insurance proceeds from earthquake loss
	
	  38,500

	
	
	  920,800

	Less:
	
	

	Selling expenses
	£101,100
	

	Cost of goods sold
	  510,000
	

	Interest expense
	    13,700
	

	Loss on obsolescence of inventories
	    34,000
	

	Loss on discontinued operations
	    48,600
	

	Administrative expenses
	  73,400
	 780,800

	Income before income tax
	
	  140,000

	Income tax
	
	  56,000

	Net income
	
	£ 84,000


Instructions

Indicate the deficiencies in the income statement presented.
Solution CA4.1 

The deficiencies of O’Malley Corporation’s income statement are as follows:

1. The heading is inappropriate. The heading should include the period of time for which the income statement is presented.

2. Gain on recovery of insurance proceeds is properly classified in a single-step income statement.

3. Cost of goods sold is usually listed as the first expense, followed by selling, administrative, and other expenses.

4. Loss on obsolescence of inventories is properly classified in a single step income statement.

5. Loss on discontinued operations requires a separate classification after income from continuing operations.

6. Intraperiod income tax allocation is required to relate income tax expense to income from continuing operations and loss on discontinued operations.

7. Per share data is a required presentation for income  from continuing operations,  discontinued operations, and net income.

CA4.7 (LO5) (Comprehensive Income) Willie Nelson, Jr., controller for Jenkins Corporation, is preparing the company's financial statements at year-end. Currently, he is focusing on the income statement and determining the format for reporting comprehensive income. During the year, the company earned net income of $400,000 and had unrealized gains on non-trading equity securities of $15,000. In the previous year, net income was $410,000, and the company had no unrealized gains or losses.

Instructions

a. Show how income and comprehensive income will be reported on a comparative basis for the current and prior years, using the separate income statement format.

b. Show how income and comprehensive income will be reported on a comparative basis for the current and prior years, using the combined comprehensive income statement format.

c. Which format should Nelson recommend
Solution CA4.7 

[image: image1.emf](a) Separate Statement 

. . . income components . . . Current YearPrior Year

Net income.............................................................................   400.000 410.000      

Comprehensive Income Statement

Net income.............................................................................  400.000 410.000

Unrealized gains....................................................................   15.000

Comprehensive income..........................................................  415.000 410.000

(b) Combined Format

. . . income components . . .

Net income..............................................................................  400.000 410.000

Other comprehensive income

Unrealized gains......................................................................  15000

Comprehensive income........................................................... 415000 410000


(c) Nelson can choose either approach, according to IAS 1. The method chosen should be based on which one provides the most useful information. For example, Nelson should not choose the combined format because the gains result in an increasing trend in comprehensive income, while net income is declining

