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1. What is an income statement used for?
Income statement, also known as a profit and loss statement, is a summary of the company’s profit and loss over a given period of time, mostly one month, (Yeo, 2015). Income statement is used in recording the revenues that a company, industry or an enterprise that they have been operating in a given period of time. Moreover, the income statement can be said to use in tracking the expenses and the revenues so that one can determine the performance of the business in the given time period. Nevertheless, the small businesses uses the income statement to determine the areas in their operation that they might have over budgeted or under budgeted. The items causing the unexpected expenditures include which includes mail, fax, phone, supply expenses among others. It also tracks the unusual increases in cost of goods sold and product returns as a percentage of sales. Finally, it can be used in showing the income tax liability. 
2. What are the key components of an income statement?
a. Sales/Revenue
Sales revenue in the income statement shows the businesses’ revenue that are obtained from the sale of goods and services. They are shown at the top of the statement. The value obtained is the costs that are associated with creating the goods and offering the services to the customers. 
b. Cost of Goods Sold (COGS)
Costs of goods sold is the revenue generated from selling the products through directs costs. In the service businesses, this line of item is called the cost of sales. The direct costs includes the parts, materials, labor and other expenses such as depreciation. 
c. Gross profit
Gross profit is obtained by taking the sales revenues and then subtracting the cost of sales and cost of goods sold.
d. Marketing, advertising and promotion of Expenses
These are the expenses that are related to selling of goods and services to the customers. The promotion, marketing and advertising expenses are grouped together because they are similar expenses which are related to selling. 
e. General and Administrative expenses 
General and administrative expenses include general, selling and administrative section that which contains other indirect costs which are related with operation of the business. These expenses includes wages and salaries, office expenses and rent, transport costs, insurance and sometimes the amortization and depreciation as well as other expenses. 

3. On your example of an income statement, is the organization making a profit or loss? How much is that profit or loss? Show the calculations. (Total Revenues – Total Expenses = Net Profit/Loss)
	Homeland Clinic
Income statement

	Details                                                        Amount In $              Amount in $

	Sales
	
	50,000,000

	 Cost of Goods Sold
     Material 
    Labor 
     Overhead
	
8,000,000
11,000,000
6,000,000
	


25,000,000

	  Gross Margin


	
	25,000,000

	Operating Expenses
  Selling Expenses
  Administrative Expenses 
  Depreciation and Amortization
	
9000000
6,000,000
5,000,000
	


20,000,000

	Operating Income


	
	5,000,000

	Other Income & Expenses 
  Interest Revenue
  Interest Expenses 
  Extraordinary items
	
500,000
-1,000,000
5,000,000
	


1,500,000



	Income Before Tax
Income Tax (35%)
	
	6,500,000
2,275,000



	Net Income
	
	4,225,000



Net profit/loss= Total Revenues – Total Expenses
 Total revenues = Sales+ Interest Revenues + Extraordinary items=50,000,000+500,000+5,000,000
Total expenses = COGS + Operating expenses +interest Expenses + Income Tax= 25,000,000+ 20,000,000 + 1,000,000 + 2,275,000
Net profit =55,500,000-51,275,000=$ 4,225,000
4. On your example of an income statement, what is the “total contribution margin”? Show the calculations.  (Net Sales – Total Variable Costs=Total Contribution Margin). You can use the assumption that volume is 15,000 if not included in financial statements.
	
	Price is $100

	Direct material 
	80,000

	Direct labor
	110,000

	Variable overhead
	30,000

	
	

	Fixed Overhead
	30,000

	
	

	Units Produced
	600,000

	Units Sold
	500,000




i. Sales = Price X Number of Units Sold
100 x 500,000= $50,000,000
ii. Contribution Margin = Sales – Variable Costs
Contribution Margin = $50,000- (8,000,000+11,000,000+3,000,000)
=$28,000,000

5. What three financial indicators does a contribution margin help determine? How?
Contribution margin can be stated in both per unit and gross basis. It shows the money or the revenue that gets generated for each unit of product sold after the subtracting the variable portion of the firm’s costs. The contribution margin is generated by subtracting the variable cost per unit from the selling price per unit. The contribution margin is also known as the dollar contribution per unit, (Bayou and Bennett, 1992). This item line indicates how a particular product contributes to the overall profit of the business. It is also used to show the potential profit of a particular good or service that is offered by the company.
 Moreover, the contribution margin shows the sales that are helpful in covering the business’s fixed costs. The revenue that remains after covering the costs is the generated profit. The contribution margin can also be used as a foundation for the break even analysis which is used in determining the general costs and sales price planning for the goods and services. Finally, the aforementioned can be used in separating the fixed costs and profit components that comes from the sales. 
6. What is a break-even analysis? What is the break-even point for this organization? List expenses assigned as variable and fixed. Show the calculations.  (Total revenues - Total VC – Total FC= Profit)
Break-even is a tool that is used in determining the point at which the company starts to make profit. It can also be understood as point at which the business will cover all its cost. 
Break-even point= Total VC- Total FC
Total Variables =22,000,000
Total Fixed Costs = 3,000,000
Break Even Point=22,000,000-3,000,000
=$19,000,000
7. How does a break-even analysis vary between fee-for-service and capitated payments? Explain it using the income statement you chose. What are the similarities and differences applicable to the Income statements in fee-for-service and capitated payment options?
Fee for service is type of break-even analysis that is used when the commodities are paid separately and they are not bundled, (Gosden et al, 2000). Here the payments are dependent on the quantity of care rather than quality of care while capitation payment depends on the quality of care. FFS pays the doctors according to the procedures that they carry while capitated payment pays the doctors according to the number of patients they see. 
 The seminaries between the two is that they are both applicable in paying different workers in healthcare centers. If the procedures are the same in both cases, then it’s easy to determine the performance of the workers. 
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