Merchandising Financial Statements
Multiple-Step Income Statement

The multiple-step income statement has its name because it shows five main steps in determining net income (or net loss).

· Net Sales: Sales returns and allowances and sales discounts are subtracted from sales to calculate net sales.

· Gross Profit: Cost of goods sold is subtracted from net sales. 

· Income from Operations: Operating expenses are deducted from gross profit to calculate income from operations.

· Non-Operating Activities: The results of activities that are not related to operations are added (as other revenue) or subtracted (as other expenses) to calculate total non-operating activities.

· Net income: Total non-operating activities are added to, or subtracted from, income from operations to calculate net income. 
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In a single-step income statement, all data are classified under two categories: 


(1) 
revenues, this includes both operating revenues and other revenues, and


(2)
 expenses, this includes cost of goods sold, operating expenses, and other expenses.
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Income Statement

‘Year Ended May 31, 2008

Revenues
Nt sales
Interest revenue
Gain on sale of equipment
Total revenues
Expenses
Cost of goods sold
Operating expenses
Interest expense
Casualty loss from vandalism
Total expenses
Net income

$315,000
114,000
1800
200

$459,000
3,000
600
362,600

431,000
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Classified Balance Sheet

· In the balance sheet, merchandise inventory is reported as a current asset immediately following accounts receivable. 
· Merchandise inventory is less liquid than accounts receivable because the goods must first be sold before revenue can be collected from the customer.
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Current assets
Cash
Accounts receivable
Merchandise inventory.
Prepaid insurance
Total current assets
Property, plant, and equipment
Store equipment
Less: Accumulated amortization
Total assets

$80,000
00

$

9,500
16,100

40,000

800

67,400
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Using the Information in the Financial Statements

Gross Profit Margin 

· A company’s gross profit expressed as a percentage of sales is called the gross profit margin.
· To calculate the gross profit margin, divide gross profit by net sales. 
· The gross profit margin measures the amount by which the selling price exceeds the cost of goods sold.

	[image: image7.png]Gross Profit

Gross Profit | = Net Sales Margin

$144 000 . $459 000 31.4%
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Profit Margin

· A company’s net income expressed as a percentage of sales is called the profit margin. 
· The profit margin is calculated by dividing net income by net sales. 
· The profit margin measures the extent by which the selling price covers all expenses. 
· A company can improve its profit margin by increasing its gross profit margin or by reducing its operating and non-operating expenses, or by doing both.
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$31.600 + $459,000

6.9%
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