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Traditional Income Statement and a Contribution Margin Income Statement
As an accountant, there are two essential income statements that all define the organization's financial position. These crucial documents are the Traditional income statement and the Contribution margin income statement. In as much as they are all income statements, it is essential to understand some of their characteristics. Understanding these characteristics will enable you to make proper decisions in terms of what the organization wants at the moment. The reason behind this is that these two differ in terms of both their content and their structures. Accountants should be aware of all of them to ensure each is used for the correct purpose and situation.
Knowing the difference between traditional and contribution margin income statement involves knowing the format as well as each statement’s focus and its users.
a) presenting a sample format for each statement,  
A. Traditional income statement format
Revenue
Less: Cost of goods
Gross profit
Less: SG&A expenses
Operating profit
Less: Depreciation
EBITDA
Less: Interest expense
Profit before tax
Less: Income tax
Net income
(Backer, 2016)

B. Contribution margin statement format is as below
Sales
Less: Direct expenses
         Direct material
         Direct labor
         Packing & Shipping costs
         Sales commissions
Contribution margin
Less: Fixed costs
        Operating overhead
         Administrative staff salary
         Office rental expense
         Advertising expense
Operating income
(Backer, 2016)
b) [bookmark: _GoBack]Describing the focus of each statement
From the above-presented formats, several distinguishing factors can be noted. One fundamental similarity is that the financial status of a company for a certain period is detailed. It is crucial to note the fundamental fact that they all show whether an organization has had a loss or a profit. The only distinguishing factor, in this case, is the way the final figure is obtained.
First of all, a profit and loss statement is another name used to refer to the traditional income statement (Backer, 2016). This income statement type majorly focusses on ensuring that the product costs are separated. The product costs are very different from other expenses since they include the costs right from the manufacturing process to the period costs. The period costs are those that arise as a result of the selling of a product (Backer, 2016). As a result of this fact, the statement can show the amount of revenue it has made over a certain period as well as the expenses incurred for the regular company's operations as well as non-operating activities. Just from analyzing it, it clearly shows the variable as well as fixed costs, as a result of this fact, it is the most straightforward income statement that can clearly show the company's income over a specified period. due to this fact, it is right to say that the traditional income statement majors on understanding the different margin types that the company has 
Contribution margin income statement, on the other majorly deals with the understanding the extent to which a particular organization's project profit goes once all the variable costs linked to the specific projects are accounted for and enlisted (Backer, 2016). The contribution margin income statement separately presents both the variable and fixed expenses. In variable costs, for example, includes those products or items whose cost tends to keep varying as the time goes. Such products are like raw materials, expenditures such as company employees' salaries, among others (Hamman, 2015). In such a case, all the expenses that are incurred in the process of production are considered. The same situation applies when fixed costs are considered.
c) Discuss how and by whom each statement is used.
In order to understand how a company or an organization is performing financially, market participants like creditors, investors, banks, vendors, among other key market stakeholders, use the traditional income statement to analyze the company’s financial position. It is important to note that most of the businesses that use the profit and loss statement are the small ones or starting ones. This fact shows the group that frequently uses the traditional income statement and its relevance to them. 
Contribution margin statement, on the other hand, it is more popular among the managers of a firm or business. The fundamental reason for it being common among managers is that it is beneficial in determining the actual cost of producing a single product. Once this actual product production cost is established, it becomes increasingly easier to decide on its price since these managers already have information regarding the real cost of producing the product (Hamman, 2015). The contribution margin statement appears to be an internal financial report whose users are mostly within the business. The reason this is that, even from its format, all the individual expenses are well broken down to ensure that it clearly shows where all the money is so that all the company's assets and expenses are balanced. It is, therefore, logical to associate the contribution margin income statement to being used internally, especially in large corporations. 
QUESTION 2
Lowman Inc. sells a product with a sales price of $25 per unit, variable costs of $10 per unit, and total fixed costs of $100,000. Lowman is looking into implementing an aggressive advertising campaign that will cost $45,000. By what amount do sales dollars need to at least increase by in order for the company's overall profits to not decrease by having the advertising campaign?
$25 == Sales price per unit
Variable cost == as the output is varying, so is the cost. The variation is always proportional.
Variable cost per unit == total variable cost for making a unit of the product.
Fixed cost == cost that remains constant even when the output level changes
Variable cost per unit == total fixed cost for making a unit product.
Contribution margin == selling price per unit - the variable cost per unit of a product.
Contribution margin ratio == contribution margin/ selling price
In our case, the variable cost per unit is $10.
Since;
Contribution margin per unit
= Selling price per unit – Variable cost per unit
= $25 - $10
= $15
Also, 
Contribution margin ratio
= (Contribution margin per unit/Selling price per unit) × 100
= ($15/$25) × 100
= 60%
Advertising campaign cost = $45,000
Therefore, 
		Contribution margin ratio = 60%
Due to this, the required increase in sales dollars
		= $45,000 / 60%
= $75,000
Due to this, it means that once the sales dollars undergo an increase of $75,000, there will not be any considerable decline in the profits for the company just because there is an advertising campaign.
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