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Statement of Profit or Loss (Income Statement)

Class 7 — Thursday - 11, Feb. 2021 - 8:30 - 10:30 PM
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Timetable
Financial Accounting & Reporting Training Programme - (1)
Day Date from To Topic Covered
1 Thursday 28-Jan-21  8:30PM 10:30PM  The Double Entry System, The Chart Of Accounts v
2 Friday  29-Jan-21  3:00PM 5:00PM  Accounting Cycle, Presentation of Basic Financial Statements v
3 Saturday 30-Jan-21  8:30PM 10:30PM  Transactions, Accounting Entries & Trial Balance, GL Ve
4 Thursday 4-Feb-21  830PM  10:30PM  The Adjusting Entries & The Matching Principle v
5 Friday  5-Feb-21  3:00PM 5:00PM  Depreciations of Fixed Assets & Amortizations v
6 Saturday 6-Feb-21  8:30PM 10:30PM  Adjusted TB, Profit or Loss - Preparation & Components Ve
7 Thursday 11-Feb-21 10:30PM  Statement of Profit or Loss - Preparation & Components
8 Friday  12-Feb-21  3:00PM 5:00PM  Statement of Profit or Loss - Preparation & Components
9 Saturday 13-Feb-21  8:30PM 10:30PM  Statement of Financial Position - Preparation & Components
10  Thursday 18-Feb-21 8:30PM 10:30PM  Statement of Financial Position - Preparation & Components
11 Friday  19-Feb-21  3:00PM 5:00PM  Statement of Financial Position - Preparation & Components
12 Saturday 20-Feb-21 830PM  10:30PM Statement of Cash Flows - Preparation & Components
13 Thursday 25-Feb-21 8:30PM 10:30PM  Statement of Cash Flows - Preparation & Components
14 Friday  26-Feb-21  3:00PM 5:00PM  Statement of Cash Flows - Preparation & Components
15 Saturday 27-Feb-21  8:30PM 10:30PM  Statement of Cash Flows - Preparation & Components
16 Thursday 4-Mar-21  8:30PM 10:30PM  Notes to the Financial Statements
17 Friday  5-Mar-21  3:00PM 5:00PM  Financial Ratios - Practical Applications
18 Saturday 6-Mar-21  8:30PM 10:30PM  Value Added Tax "VAT" - Basics & Accounting
19  Thursday 11-Mar-21 8:30PM 10:30PM  Report to Your Boss! - Sample Management Report
- 20 Friday  12-Mar-21  3:00 PM 5:00 PM  Course Summary, Closinﬁ & Distribution of Certificates
|
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Cost of Sales, Gross Profit LY e cClaal) A4ISH
HSA Company
Statement of Profit or Loss
for the Month of January 2018
Sales revenue 50,000
Cost of sales (COS) 30,000
Gross Profit (GP) 20,000
Gross profit % 40%
General & admin expenses (G&A):
Salaries & Wages 6,000
Rent Expense 1,500
Electricity Expense 4,000
Insurance Expense 2,000
Depreciation Expense 2,000
Amortization Expense 1,000
Total General & admin expenses (G&A): 16,500
Net profit or loss before interest 3,500
Interest expense 312
Net profit or loss after interest 3,188
o
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Cost of Sales, Gross Profit LY Jana ccilagal) Adls

Cost of Goods Purchased 3 jidial) doliayl) AdlS5
= What is the Cost of Goods Purchased?
= The cost of goods purchased is the net cost of purchases acquired.
= The calculation is to add to the initial purchase cost, the following:
« Freight in,
» Insurance,

 Clearance, etc
= And then subtract: Purchase discounts, Purchase returns, if any.

= In order to arrive at, what’s is called, (Landed Cost)

= With this information, one can then add a mark-up (gross margin) percentage
to arrive at the price at which goods will be offered for sale.

= The gross margin should be calculated in a way to end up with a net profit.
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Cost of Sales, Gross Profit LY Jana ccilagal) Adls

Cost of Goods Sold

= Cost of Goods Sold (COGS) represents the cost of the goods or services that were sold
during the period.

= In manufacturing companies, Cost of Goods Sold (COGS) represents all the direct costs
incurred in the production of the goods sold during the period.
+ Direct material,
+ Direct labor,
« Direct factory overhead:

o these are the costs that that can be attributed to the production, however apart from
"direct” material & labor.

o Examples: guard wages, rent, storage, and even depreciation, depending on the
relevant accounting policies.

o General & Admin expenses are NOT part of the Cost of Goods Sold
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Cost of Sales, Gross Profit LY Jana ccilagal) Adls

Cost of Goods Sold

= US GAAP and IFRS allow different methods for accounting for inventory and cost of
goods sold, with some differences between them.

= Commonly, there are four main valuation methods used for inventory and cost of goods
sold.

Valuation Method US GAAP IFRS
First-In-First-Out (FIFO)
Last-In-First-Out (LIFO)

Weighted Average (WA)

HERR=

Specific Identification

ANANEEN
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Cost of Goods Sold
= Under FIFO (allowed by both GAAP & IFRS):

« cost of goods produced or purchased (earliest costs) are applied to evaluate COGS
(leading to lower costs, higher profits).

= Under LIFO (not allowed by IFRS):

» cost of goods produced or purchased (most recent costs) are applied to COGS
(leading to higher costs, lower profits).

= In both cases we assume prices are increasing (operation in an inflationary environment)
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Cost of Goods Sold

Example.

= In January HSA Company purchased 3 items @ 500 each (3 * 500 = 1,500).

= In February the prices went up, so HSA bought another item @ 750 (1 * 750 = 750).
= In March HSA sold 3 items @ 1,000 each (3 * 1,000 = 3,000)

= Under FIFO - First-in-First-Out:

+ COGS = 3* 500 = 1,500 (these are the first 3 items bought)
» Gross Profit = 3,000 - 1,500 = 1,500 (sales less COGS).

= Remember:

» Under FIFO (allowed by both GAAP & IFRS), FIFO is applied to evaluate COGS
(leading to lower costs, higher profits).
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Cost of Goods Sold - Example.

= In January HSA Company purchased 3 items @ 500 each (3 * 500 = 1,500).

= In February prices went up, so HSA bought another item @ 750 (1 * 750 = 750).
= In March HSA sold 3 items @ 1,000 each (3 * 1,000 = 3,000)

= Under LIFO - Last-in-First-Out):

* COGS =1*750 + 2 *500 = 1,750 (last 1 item + 2 before)
e Gross Profit = 3,000 - 1,750 = 1,250 (sales less COGS).

= Remember:

» Under LIFO (not allowed by IFRS), cost of goods produced or purchased (most recent)
is applied to COGS (leading to higher costs, lower profits).
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Cost of Goods Sold - same example
= Under Weighted Average (allowed by both GAAP& IFRS):

* Item cost would be (1,500 + 750) = 2,250 / 4 = 563, accordingly,
* COGS "remember 3 items were sold” would be 1,689 (563 * 3),
» Gross Profit = 1,311: (3,000 — 1,689).

« Specific identification is special in that costs can be directly attributed to the item
produced and are specifically assigned to the specific unit sold. This type of
COGS accounting may apply to car manufacturing industry, as example.

= Depending on the method used in valuing the COGS and inventory, profits and
inventory value will obviously differ.
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Cost of Sales, Gross Profit—Q & A
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The specific cost of the workforce
used to produce a product such
cost is called?

The largest expense of most
manufacturing companies is?

a

b

(a) Direct labor cost Salaries Expense

(b) Direct material cost Amortization Expense

P .

(c) Other overhead cost ¢) Rent Expense

(d) None J Q Cost of goods sold J

[Answer (a) is correct } [Answer (d) is correct }

—
—_ — = -
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Cost of Sales, Gross Profit —Q & A
. N em N
. . If the Gross profit is 5,000 and the
Which one of the following assets could be L ’
described as a current asget’? net profit is 25% of the Gross
’ profit. The expenses?
(a) Stock of goods for resale (a) 3,750
(b) Machinery to manufacture goods for resale (b) 1,250
(c) Buildings to.house the' machlnery (©) 4,150
(d) Land on which the buildings stand J Q) 6.250 J
[Answer (a) is correct } [Answer (a) is correct }
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During September, Ali had sales of 148,000,
which made a gross profit of 40,000.
Purchases amounted to 100,000 and opening
inventory was 34,000. The value of closing
inventory was?

(a) 24,000

(b) 26,000
(c) 42,000

(d) 54,000 j

Sales 148,000
Less Cost of Sales 108,000
Gross Profit 40,000
Opening Inventory 34,000
plus, Purchases 100,000
Goods available for sale 134,000
Less Cost of Sales 108,000
Closing Inventory 26,000

[Answer (b) is correct ]
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Cost of Sales, Gross Profit —Q & A
633 \ 634 \
The latest cost of inventories is charged to The inventories are recorded at the
cost of sales, but the old prices are latest prices, but the cost of sales
charged to inventories on hand? cost is charged old cost price?
(a) Average (a) FIFO
(b) LIFO (b) Average
(c) FIFO (c)BothA&B
\(\d) Perpetual / \(\d) None /
[Answer (b) is correct } [Answer (a) is correct }
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Thank You!
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