Cured Finance

Profit and Loss

Am | making money?

It is important to conduct a thorough review of a company's income statement and gain a
deeper understanding of its financial performance. Remember to analyze the income statement

in conjunction with the balance sheet and cash flow statement for a complete picture of the

company's financial health.

Key questions to answer

* |s the company's revenue growing at a reasonable

rate?

Is the company managing its cost of goods sold
effectively?

Are operating expenses under control?

Is the company profitable, and are profit margins

improving or declining?

Are there any unusual or non-recurring items that are

significantly affecting the reported results?

How does the company's performance compare to
previous periods and its competitors?

Step-by-Step Guide to Reviewing an Income
Statement




The income statement, also known as the profit and loss (P&L) statement, shows a
company's financial performance over a specific period of time (e.g., a month, a quarter, or a
year). It outlines the revenues, expenses, and ultimately, the profit or loss generated during that

period.

Here's a structured approach to reviewing an income statement:

Step 1: Understand the Basic Structure

Identify the Key Components: Ensure you can clearly distinguish the main sections:

Revenue (Sales): The total amount of money earned from the company's primary business
activities during the period.

Cost of Goods Sold (COGS): The direct costs associated with producing the goods or services
sold during the period (e.g., raw materials, direct labor).

Gross Profit: Revenue minus the Cost of Goods Sold. It represents the profit a company makes
before deducting operating expenses.

Operating Expenses: Costs incurred in the normal course of business operations (e.g., salaries,
rent, utilities, marketing, research and development).

Operating Income (or Loss): Gross Profit minus Operating Expenses. It reflects the profitability
from the company's core operations.

Non-Operating Items: Revenues and expenses that are not part of the company's core
operations (e.g., interest income, interest expense, gains or losses on the sale of assets).

Income Before Taxes (Earnings Before Taxes - EBT): Operating Income plus or minus
Non-Operating Items.

Income Tax Expense: The amount of taxes the company owes on its taxable income.

Net Income (or Net Loss): Income Before Taxes minus Income Tax Expense. This is the "bottom

line" and represents the company's profit or loss for the period.




Check the Reporting Period: Note the specific period the income statement covers (e.g., for the year
ended December 31, 2024). This is crucial for comparing performance over time.

Step 2: Analyze Revenue

* Understand Revenue Streams: |dentify the different sources of the company's revenue. Is it

concentrated in one area or diversified?

* Review Revenue Trends: Compare revenue to previous periods. Is it growing, declining, or
stable? Understand the reasons for any significant changes (e.g., increased sales volume, price

changes, new product launches).

* Look for Unusual Items: Be aware of any non-recurring revenue items that might distort the

overall trend.
Step 3: Analyze the Cost of Goods Sold (COGS)

* Understand Direct Costs: Ensure you understand what costs are included in COGS for this

particular business.
* Analyze Gross Profit and Gross Profit Margin:
Gross Profit Margin = (Gross Profit / Revenue) x 100%

Track the gross profit margin over time. A declining margin could indicate rising

production costs, lower selling prices, or changes in the product mix.
Step 4: Analyze Operating Expenses
* Review Major Expense Categories: Identify the most significant operating expenses.

* Analyze Expense Trends: Compare operating expenses to previous periods and as a
percentage of revenue. Look for significant increases or decreases and understand the reasons
behind them.

* Assess Efficiency: Are operating expenses being managed effectively relative to the revenue

generated?

Step 5: Analyze Profitability




* Focus on Key Profit Metrics:
Gross Profit Margin: As discussed in Step 3.

Operating Profit Margin = (Operating Income / Revenue) x 100%: Measures the

profitability of the core operations.

Net Profit Margin = (Net Income / Revenue) x 100%: Represents the overall profitability of

the company after all expenses and taxes.

* Track Profit Margins Over Time: Analyze trends in these margins to assess the company's

ability to control costs and generate profits.

* Compare to Industry Benchmarks: Compare the company's profit margins to those of its

competitors and industry averages.
Step 6: Analyze Non-Operating Items, Interest, and Taxes

* Understand Non-Operating Impact: Review any significant non-operating revenues or

expenses and understand their nature.

* Analyze Interest Expense: Understand the company's debt levels and the associated interest

costs.

* Review Income Tax Expense: Note the effective tax rate (Income Tax Expense / Income Before
Taxes) and see if it is consistent with expectations. Significant fluctuations may warrant further

investigation.
Step 7: Read the Notes to the Financial Statements (Again!)

* Context is Key: The notes often provide important details related to revenue recognition

policies, significant expenses, income tax provisions, and any unusual or non-recurring items

that can significantly impact the income statement.
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