CHAPTER NINE

FINAL ACCOUNTS:

STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE

INCOME

CHAPTER OUTLINE

% Statement of comprehensive income
% Revenue and capital expenditures
* Format for statement of comprehensive income

Learning Objectives:

At the end of this chapter, the student should be able to: \

» Differentiate between revenue and capital
expenditures

» ldentify items treated in Statement of Profit or Loss

and other comprehensive income and

statement of financialposition.

Explain the relationship between subsidiary books,

ledger, trial balance and final accounts.

Calculate the cost of goods sold.

Determine gross profit and net profit.

Prepare statement of comprehensive income.
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9.1. STATEMENT OF PROFIT OR LOSS LAND OTHER

COMPREHENSIVE INCOME: This is a report prepared to determine the
profit or loss of an entity at the end of an accounting period. The summary of
the income earned is recorded and compared with the expenses incurreq,
Recall that there is a difference between income earned and income
received; so also between expenses incurred and expenses paid. If in doubt,
then refer to the realization principle earlier discussed in this book. The
difference between the income earned and expenses incurred is the profit or
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loss of the business for the period. Expenses as mentioned above are of two
types: revenue expenditure and capital expenditure.

that are indirect in nature such as rent, rate, electricity, e.t.c are used to
determine the net profit of the business.

of years to generate income, the cost is therefore recognized systematical ly
over the number of years for which the associated benefits are consumed.
Thisisin line with the matching concept.

Having - explained the difference between  the capital and  revenue
expenditures, we can go on to have a wider discussion of the statement of
comprehensive income. One primary aim of every business is to make profit.
The book keeping process is necessitated.because the businessman would
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want to record every transaction relating to the busiqegs i’% :s Jgo?(e't(zgn;;gg
i i i f the period. -
tful the business is at the enq 0 r : !
g(r)ov:l:et;r: Iprovides the necessary information from whcltcl'l;thtehbu;uase;zn;:n mg
i d or loss incurred by the )
be able to calculate profit earne 1C bt
ich is primarily aimed at determining the profit o
account which is primarily aime bRl e
i is called Statement of Comprehen;we ncome, .
Wtzfasc;?:gs SProﬁt and Loss Account before the introduction ?; the ig::;?::tons;
ia orti re the s
i ial Reporting Standard (IFRS). To prepa ;
F;nrgn(r:clear:ensi\fe incgme, the first task is to determine the gross protljt ;.heé
furngver less cost of goods sold. The reader needs to understakrj] -
interplay of variables required to determine the cost of goods sold.

computed as follows:

: X
Opening stock o
Add Purchases "
Carriage Inwards X -
Total goods Available -
Less: Closing stock v

Cost of goods sold

To complete the double entry principle, the sales_ account ist a%siﬁedtgz
debiting the sales account and crediting the t’:]radlpgaigcg:gmg —
i dited with the balance therein :
ilpeng accounF iy i | f the assets which was determined
debited. At this point, the closing va ueo W i
i iod stock taking has no existing a ;
during the end of the period s | . Kepoaiiay
i bited with the value of 1 tock
new stock account is opened and de _ orea i
i i into the calculation of the gross p '
The closing stock is brought into . A onsnig gk
i i the credit entry for the :
affected in the Trading Account, hence e ciible cinitas
in the Trading Account to complete e d : ! :
;Ziglic?v?/ever that the effect of crediting the trading choﬁntu::::tlshis
closing stock ils a deduction from the purchaseg account \t/vhlc C
directly deducted from the purchases in the trading account.
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9.3. FORMAT FOR STATEMENT OF PROFIT OR LOSS AND OT

MPREHENSIVE s
It is n%?v ripe to draw up the statement of profit or loss and O

it side of the
comprehensive income by transferring all revenues to the credit side



account and all expenses incurred for the year to the debit side of the
statement of profit or loss and other comprehensive income (if "T” format is
adopted). At this level, we may not throw the full weight of the International
Financial Reporting Standards as we will be looking at this statement as one
prepared for internal use. The first part of the statement shows the trading
activities aimed at determining the gross profit i.e. the excess of sales dver
the cost of goods sold. We may equally try to show the differences between
the former presentation of the trading, profit and loss account and the
current way of presenting the statement of profit or loss and other
comprehensive income. The two formats will be displayed below, adopting
the vertical format.

The last part of the statement of profit or loss and other comprehensive
income is aimed at determining the net profit of the business.

See the format of statement of profit or loss and other comprehensive
income (for internal use). Vertical format:

Obollo Enterprises’
Statement of profit or loss and other Comprehensive Income for the year
ended 31° December, 2009.
1 N N

Turnover (Sales) X

Less Sales Returns ‘ (X)

Less Cost of sales:
Opening Stock

Add: Purchases

Less Purchase Returns
Add Carriage Inwards
Cost of goods Available
Closing Stock

Cost of Goods Sold
Wages

Cost of Sales ol .9
Gross Profit XXX
Add Other Incomes:
Interest Received
Discount Received
Decrease in provision for bad debt

< X X

—~~
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x X
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XXX
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Less expenses:
Salaries

Rent and rates
Carriage Outwards
Depreciation
Printing & Stationery
Discount Allowed
Advertising (XX)

XXX.
Net Profit (XX

XX X X X X X

MPORTANT ISSUES TO NOTE . : .
i. Closing Stock Valuation: The principle is that the closing stock should

be valued at cost or market value, whichever is less.

2. Carriage Inwards: This refers to cogt of transport that t_he buslltn:s:
incurs in moving goods bought for resale into the _p!ace of t_>u5|ness. .|f :
cost incurred in order to bring the goodsinto a Fondltlon that is neces;atry,t r?e. |
its sale, hence it should be charged to the trading account. It is added to

cost of purchases. -

37 Wages: If the wages is in respect of productiqn or factor_y,.it is chargetd
against the trading account but if it is administrative wages, it is charged 0
profit or loss account. In a situation where wages and salaries form one

account, it is debited to profit or loss section.

The International Financial Reporting Standard format of the Statement of
Comprehensive Income is thus:

XYZ Company : - r ,
Statement of Profit or Loss and other Comprehensive Income for the yea

ended 31 December, 2012 ’
31/12/11 31/12/12

N N
X
Revenue ())(( ) i o
Cost of Sales i
Gross Profit
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Other Income X

X
Distribution Costs
Administrative expenses (X) (X)
Other Expenses (X) (X)
Finance Costs (X) (X)
Profit Before Tax X X
Income Tax expense (X) (X)
Profit for the year from continuing operations X X
Loss for the year from discontinuing operations (X) (X)
Profit for the year X X
Other/comprehensive income
Exchange difference from translation of
foreign operations X X
Available for sale financial assets X X
Cash flow hedges X X
Gains on property revaluation X X
Actuarial gains (losses) on defined benefit
pension plans X X
Share of other Comprehensive income of associates X X
Income tax relating to components of other
comprehensive income ) (X) (X)
Other comprehensive income for the year netof tax X X
Total comprehensive income for the year X X

(Culled from IFRS for Dummies, page 23).

Note that the format above is a comprehensive one for companies which can

be modified to suit any other business entity.

advanced stage of this course.

Illustration 9.1. .
From the following trial balance of Chi

buike Enterprises, you aré required to

draw up a statement of Profit or Loss and other Comprehensive Income for

the year ended 31° December, 2011.

Dr Cr
N N
| 53,000
Sales
Purchases 30,(1(())(())
Carriage Outward o
Electricity
Salaries and Wages 2,528
Insurance e
Building g
Fixtures o
Debtors 0
Creditors .
Bank balance ; s
Carriage Inwards o
Motor Vehicles ’ oo
Capital s
Return outwards
63,450 63,450
Solution 9.1.

In the standard under the revised IAS 1, one can split the statement of profit
or loss and other comprehensive income into two separate statements
showing:
1. Theincome statement itself and
2. A statement starting with profit (or loss) for the year from continuing
operation (or loss for the year from discontinuing operation as the case
may be) and then disclosing the separate components of other
comprehensive income ( with any gain or loss taken directly to the equity
section of the statement of financial position. (culled from IFRS for
dummies). Detailed discussion of IFRS requirement will be considered in
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Chibuike Enterprises’ - .
Statement of Profit or Loss and other Comprehensive Income for the year
ended
31% December, 2011.
N

N
Sal 53,000
ales
Less cost of Sales: el
Purchases éSO) 8
Less Return Outwards ( -
Carriage Inwards



Cost of Goods Sold (29,850)

Gross Profit 2293815 gO

Less Expenses:

Carriage Outwards 100

Electricity 200

Salaries and Wages 2,500

Insurance l {2 )

Net Profit as 2(2) 25000
LA 4L A A4

Going through the trial palance at the end of the preparation of the
;tatement of comprehensive income, one will realize that there are some

Illustration 9.2

The following trial balance was extracted from the books of Anambra asole

proprietor, whose busi i i
31, 2016, siness is known as Anambra enterprises as at December

Dr Cr

Capital 1o zzﬁ %OO
Motor Van 80,000 o
Inventory 651000
Balance at bank ] 491600
gulrchases 640 IOOO

ales ,
Trade Receivables 116,000 e oo
Trade Payables ,
Rent and Rates 22,432 e
Salaries 140,160
General Expenses 17,888
M.otor Expenses 10,240
Discount Allowed 16,160
Discount Received I
Insurance 7,840 G

. i

Bad Debts 12,160
Drawings 20,000

1,198,080 1,198,080

The following matter is to be taken into account:
L. Trade inventories as at December 31, 2013 was 880,640,000

Required:
Prepare the income statement for the year ended December 31, 2016.

Solution 9.2
Anambra's

Statement of Profit or Loss and other Comprehensive Income for the Year
Ended 31 December, 2016.

N'000 N'000 N'000
Sales 892,000
Less: Cost of Sales
Opening Inventory 65,600
Add: Purchases 640,000
705,600
Less: Closing Inventory 80,640 624,960
Gross Profit 267,040
Add discount received 15,840
282,880
Less expenses:
Salaries 140,160
Rent & Rates 48,000
General Expenses 17,888
Motor Expenses 10,240
Discount Allowed 16,160
Insurance 7,840
Bad Debts 12,160 252,448
Net Profit 30,432



