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Income Statement Homework Exercise (Key) 
 
Use the following information to complete an income statement for Ernie’s Welding & Machine 
Shop.  Not all of the information belongs on an income statement.  Please use the Schedule C tax 
form to build this income statement. 
 
Total Sales (Gross Receipts) $550,000 
Wages - Hired Administrative Labor $42,000 
Car & Truck Expenses $5,500 
Operating Loan Principal Received $125,000  Not on an income statement 
Depreciation $15,000 
Office Expense $2,800 
Operating Loan Principal Repaid $125,000  Not on an income statement 
Repairs & Maintenance $9,000 
Other expenses $5,000 
Rent – machinery $20,000 
Supplies $52,000 
Income Taxes $28,000 Not on an income statement 
Annual Business License $200 
Interest on Mortgage $12,500 
Interest on Other Loan $6,000 
Legal & Professional Services $2,500 
Advertising $8,000 
Utilities $34,000 
Mortgage Principal Repaid $30,000 Not on an income statement 

 Insurance  $23,000 

To calculate the Cost of Goods Sold (Operating Expenses):   Use Part III of Schedule C 

 Beginning Inventory $50,000 

 Hired Labor Wages – Production $88,000 

 Purchase of Inventory $125,000 

 Ending Inventory $65,000 

Calculate the Gross Income (Line 7) for Ernie’s business.   

 $352,000  see Schedule C 

Calculate the Net Income (Line 31) for Ernie’s business.   

 $114,500 see Schedule C 

What can Ernie do to try to improve the profitability (net income) of his business? 

 He can try to reduce his 5 largest expenses. 

 He can charge a higher price for his services, without scaring customers away. 
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