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Lesson 6
The Income Statement
This lesson provides students with opportunities to hone their accounting skills by preparing income statements. After students review the essential elements of posting to the ledger and preparing the trial balance, they learn through guided and independent practice how to prepare an income statement. In addition, students become increasingly proficient at journalizing as they apply this skill to the game of Monopoly®.
Advance Preparation
During Class Periods 5 and 6, students will need access to computers with Excel. One computer per student is strongly recommended.
This lesson is expected to take 6 class periods. If your students are unfamiliar with Excel, you may wish to add more time.
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Lesson Framework
Learning Objectives
Each student will:
Demonstrate the ability to prepare an income statement 
Display understanding of the steps necessary to prepare an income statement
Academic Standards
The relevant Common Core State Standards are too extensive to list here but are an important basis for this lesson. For details, please refer to the separate document “Correlations to the Common Core Standards” (available in the Course Planning Tools section of the course materials).
Utilize accounting tools, strategies and systems to plan, monitor, manage, and maintain the use of financial resources (Common Career Technical Core 2012, FN-ACT 2) 
Understand and apply basic procedures in the accounting cycle (McREL Business Education Standards 1999, Standard 1)
Understand and use accounting software and spreadsheets (McREL Business Education Standards 1999, Standard 4)
Analyze and interpret data using common statistical procedures, charts, and graphs (McREL Business Education Standards 1999, Standard 13)
Complete the steps in the accounting cycle in order to prepare the financial statements (NBEA National Standards for Business Education 2013, Accounting V. Accounting Process) 
Assess the financial condition and operating results of a company and analyze and interpret financial statements and information to make informed business decisions (NBEA National Standards for Business Education 2013, Accounting III. Financial Analysis)
Assessment
	Assessment Product
	Means of Assessment

	Quiz on the income statement (Teacher Resource 6.7)
	Answer Key: The Income Statement Quiz (Teacher Resource 6.8)


Prerequisites
Some experience with Excel or other spreadsheet application
Proficiency in journalizing
Proficiency in posting to the general ledger
Proficiency in preparing a trial balance
Instructional Materials
Teacher Resources
Teacher Resource 6.1, Financial Statements: Domingo’s Dance Studio
Teacher Resource 6.2, Presentation and Notes: The Income Statement (includes separate PowerPoint file)
Teacher Resource 6.3, Modeling Template: Ike’s MP4 Tutorial Income Statement (separate Excel file)
Teacher Resource 6.4, Answer Key: Ike’s MP4 Tutorial Income Statement
Teacher Resource 6.5, Answer Key: Sally’s Surf and Scuba Income Statement
Teacher Resource 6.6, Answer Key: Rosa’s Bicycle Rentals Income Statement
Teacher Resource 6.7, Quiz: The Income Statement
Teacher Resource 6.8, Answer Key: The Income Statement Quiz
Teacher Resource 6.9, Statement Templates: Student Practice (separate Excel file)
Teacher Resource 6.10, Key Vocabulary: The Income Statement
Student Resources
Student Resource 6.1, Reading: The Income Statement
Student Resource 6.2, Statements: Ike’s MP4 Tutorial Trial Balance
Student Resource 6.3, Statements: Sally’s Surf and Scuba Trial Balance
Student Resource 6.4, Statements: Rosa’s Bicycle Rentals Trial Balance
Student Resource 6.5, Note-Taking Guide: Monopoly Status
Student Resource 6.6, Statements: Domingo’s Dance Studio General Journal and General Ledger
Equipment and Supplies
Blackboard, whiteboard, or flip chart
LCD projector and computer for PowerPoint presentation
Overhead projector (optional)
Accounting paper, available in Teacher Resource 1.3, Accounting Paper (separate Word file)
Computers with Excel during Class Periods 5 and 6—one per student is recommended
Enough Monopoly games to accommodate teams of four to five students
Spiral notebook for the banker of each group of Monopoly players
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Lesson Steps
	Step
	Min.
	Activity

	
	
	class period 1

	1
	25
	Pair, Share: The Income Statement
This activity will help students understand that although the income statement is developed from the information in the general journal, the general ledger, and the trial balance, its purpose is very different from the other statements.
Have students pair up. Project Teacher Resource 6.1, Financial Statements: Domingo’s Dance Studio, and show only the general journal. Allow students a few moments to answer the following:
Considering only the information provided by the general journal, what is the cash account balance on February 15?
When students view the information in the general journal format, they will have trouble answering this question correctly in the time you give them. Next, scroll down to show the general ledger and ask them the same question. They should be able to give the correct answer—the cash account has a debit balance of $1,120 on February 15.
Now ask pairs to look at the general ledger and answer the following:
If you were to add up all the debit amounts and then add up all the credit amounts that are posted to the accounts in the general ledger, would the totals be the same?
Give students a few moments for the pairs to answer. Since the information is not summarized, it will be difficult for them to come up with the correct answer (yes). 
Now, scroll down to the trial balance and ask whether the debits equal the credits. They do—$3,610 was debited and credited to the general ledger during the accounting period.
Finally, ask pairs to look at the trial balance and answer this question:
Did Domingo’s Dance Studio make money or lose money during the accounting period?
After students have had a few minutes to consider the question, ask pairs to share their answers with the class. Then scroll down to the income statement and point out the correct answer, which is a net loss of $270. Explain that each financial statement, or set of information, is based on the same set of data—how much money, or a right to receive money, came into the business during the month and how much went out. The difference between each financial statement is how the information is presented, and each statement is designed for a specific purpose. Tell students that in this lesson they will learn about what income statements can be used for and how to prepare them.

	2
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	25
	Presentation: The Income Statement
This activity gives students an in-depth look at the purpose of the income statement. It will also get them thinking about where the income statement falls in the accounting cycle and the steps involved in its preparation. Further, the activity develops students’ listening and note-taking skills.
To prepare, make notes to guide class discussion using Teacher Resource 6.2, Presentation Notes: The Income Statement. Have Teacher Resource 6.2, Presentation: The Income Statement (separate PowerPoint file), ready to show as a full-screen slideshow using an LCD projector.
Write the following questions on the board: 
What is the income statement equation?
What is one purpose of the income statement?
Have students write the questions in their notebook. Let them know that they should pay careful attention and take notes because at the end of the presentation they should be able to answer these two questions. Have students take notes using the Cornell method (see The NAF Learning Handbook for more information about this strategy) or your preferred method of note taking.
Present the slideshow. Use the notes you prepared and the questions on the slides to encourage class discussion. 
This presentation is duplicated as Student Resource 6.1, Reading: The Income Statement. If an LCD projector is unavailable, students can read the presentation, answer the discussion questions in their notebook, and discuss their answers as a class. This student resource is also useful for review.
After the presentation, divide the class into pairs or groups of three and have them compare their answers to the questions written on the board, checking for completeness and accuracy. Invite each pair or triad to share their thoughts and questions. They should recall from the presentation that the income statement equation is Revenue – Expenses = Net Income or Net Loss. Ask for pairs to think about where accountants might find the information to help them prepare the income statement. (The answer is that accountants gather information for the income statement from the trial balance.)
Emphasize to the class that the income statement is an important and high-level statement that managers can use to learn if the business is making or losing money from selling its goods and/or services. It is also straightforward to prepare, and students will have several opportunities to create income statements during this lesson.

	
	
	class period 2

	3
	20
	Modeling and Guided Practice: Ike’s MP4 Tutorial Income Statement
The purpose of this activity is to demonstrate how to prepare an income statement, gradually transitioning to student-generated responses and work. This approach will enable you to gauge student understanding during the modeling and make the transition to guided practice according to the pace with which the class picks it up. Effective modeling and guided practice will prepare students for independent practice of income statement preparation.
Have students look at Student Resource 6.2, Statements: Ike’s MP4 Tutorial Trial Balance, and let them know that all the information they will need to prepare an income statement is in the trial balance. Remind them that the income statement equation must be satisfied:
Revenue – Expenses = Net Income or Net Loss
Make sure all students have income statement paper for the activity, which is available in Teacher Resource 1.3, Accounting Paper (separate Word file).
Next, present Teacher Resource 6.3, Modeling Template: Ike’s MP4 Tutorial Income Statement (separate Excel file). There are various options for presenting this resource with your students, depending upon your situation and preferences:
· This file can be projected onto a whiteboard and entries made on the whiteboard with markers.
· This file can be projected onto a screen from a computer and completed electronically within the application.
· This file can be used with a SmartBoard.
In any case, have students refer to Student Resource 6.2 so they can complete the income statement along with you. Begin by completing the first one or two entries on Teacher Resource 6.3, explaining how you arrive at each answer. Students should fill out the income statement as they follow along with you. The completed income statement is in Teacher Resource 6.4, Answer Key: Ike’s MP4 Tutorial Income Statement.
After the first couple of entries, ask students to volunteer and explain the answers to the next few entries while their peers follow along. When it seems that the majority of the class understands how to proceed, have the students complete the rest of the income statement on their own while you circulate around to help out and check for understanding as needed. You can also have students work in pairs to check their answers as they go.
When all students seem finished, have them report out their answers as a class and discuss any discrepancies. 
Let students know that the accounts for the income statement are known as temporary accounts because at the end of an accounting period these get closed out, or summed to zero. The amounts are then transferred to the owner’s capital account so that a new accounting period and new performance can be measured.
Answer any questions students might have about the income statements. Let them know that at this point they’ll have an opportunity to practice preparing income statements independently.

	4
	20
	Independent Practice: Sally’s Surf and Scuba Income Statement
In this activity, students practice independently preparing an income statement using the trial balance from Sally’s Surf and Scuba.
First, make sure that all students have income statement accounting paper, which can be found in Teacher Resource 1.3. Then review Student Resource 6.3, Statements: Sally’s Surf and Scuba Trial Balance, with the class. For this example, students will have to enter the account names and the relevant amounts to the income statement. Explain that students should prepare this income statement just as they did for Ike’s in the last activity. You may wish to pair students up.
Circulate among students, assisting where needed and bringing up learning moments for the whole class as opportunities present themselves. Use Teacher Resource 6.5, Answer Key: Sally’s Surf and Scuba Income Statement, to check students’ work. You may want to gauge student understanding by assessing their work on a credit/no-credit basis.

	5
	10
	Homework: Rosa’s Bicycle Rentals
Let students know that they will be given a test during the next class period. The test will require them to create an income statement from a trial balance. 
Ask students to look over Student Resource 6.4, Statements: Rosa’s Bicycle Rentals Trial Balance, and solicit any final questions about how to prepare income statements. Tell students that their homework assignment is to prepare Rosa’s income statement—if they can do that without difficulty, they will be in very good shape for next class period’s test.
Before dismissing the class, make sure that all students have income statement accounting paper.

	
	
	class period 3

	6
	15
	Homework Review: Rosa’s Bicycle Rentals
The purpose of this review activity is to ensure that students correctly understand how to prepare an income statement from a trial balance.
Group students into groups of three and have them take out Student Resource 6.4, Statements: Rosa’s Bicycle Rentals Trial Balance, along with the income statement they completed for homework. Groups should compare their answers and explain to one another how they came up with the answers. Let students know that they should try to resolve differences in answers within their groups. 
After 10 minutes, have students come together as a class and answer any specific questions about the homework. Collect students’ income statements and assess them using Teacher Resource 6.6, Answer Key: Rosa’s Bicycle Rentals Income Statement.
Now that students have had many opportunities to prepare income statements, they’re ready to demonstrate their skills in an assessment.

	7
	25
	Quiz: The Income Statement
In this assessment, students become more proficient in preparing income statements.
Tell students that today’s quiz will focus on Latka’s Landscaping. Advise them that they’ll independently prepare income statements. Hand out Teacher Resource 6.7, Quiz: The Income Statement.
Collect and assess quizzes using Teacher Resource 6.8, Answer Key: The Income Statement Quiz. 

	8
	10
	Quiz Review: The Income Statement
In this activity, students are given the opportunity to review the quiz and clarify any misunderstandings that they may have. 
Project the trial balance from Teacher Resource 6.7 and ask students to identify each of the entries relevant to an income statement. Then have students describe the steps in creating the income statement from the trial balance.
If time permits, you may choose to have students discuss in pairs some of the specific written questions from the quiz as well. For example:
1. What is the income statement equation? Why does it work?
2. What is the purpose of the income statement?
3. Name some of the other names for the income statement.
Invite pairs to share their responses with the class. 
Tell students that in the following class period they will have a chance to continue playing Monopoly and practice their journalizing skills. Adding journal entries will provide them with the information needed to produce financial statements for their own real estate development companies.

	
	
	class period 4

	9
	50
	Culminating Project Work: Journalizing
The purpose of this activity is for students to continue playing Monopoly in order to increase the number of entries that need to be accounted for in their culminating project.
Have students play Monopoly and record every relevant event—that is, every transaction in which money comes into or goes out of their “account”—in their general journal. Circulate and answer questions as needed. As students gain experience recording transactions, they will pick up speed.
Have students use Student Resource 6.5, Note-Taking Guide: Monopoly Status, to record ending positions and direct students to have the person sitting on their right check the notes for accuracy and sign off on them. Then have students put away the boards.
Let students know that in the next class period they will transfer their Monopoly company general journal entries from hard copy to Excel. 
(Note: The Principles of Accounting course assumes that students already know the fundamentals of Excel or another spreadsheet application. If your class needs additional instruction on how to use Excel, you may wish to add a class period or two between this class period and the next to teach them the fundamentals. There are several websites listed in the Enrichment section that can be used for this purpose.)

	
	
	class period 5

	10
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	25
	Guided Practice: Domingo’s General Journal and General Ledger in Excel
(Note: This class will take place in the computer lab or wherever you can get access to computers with Excel. Ideally, each student will have a computer, but if that isn’t possible, students can work in small groups and take turns at the keyboard.)
The purpose of this activity is to have students become familiar with using Excel as a means of preparing accounting statements. Because the trial balance is an easy financial statement to prepare in Excel, it makes sense for students to learn this first. This activity focuses on the following college and career skills:
Thinking critically and systemically to solve difficult problems
Effectively using technology relevant to a profession
Sometime prior to class, load Teacher Resource 6.9, Statement Templates: Student Practice (separate Excel file), onto all the student computers or onto a common server that students have access to. Each student exercise is in the spreadsheet on separate worksheets. The templates for Domingo’s General Journal and General Ledger are in the first worksheet on the tab labeled Domingo’s.
Once students have opened an Excel file on the computer, tell them to look at their hard copies of Student Resource 6.6, Statements: Domingo’s Dance Studio General Journal and General Ledger. Let them know that they will be entering the data from the general journal into the template on the Excel worksheet. Before students begin to work, make sure they understand that they will need to scroll across, not down, to see each of the blank templates in the Excel file. 
Depending on your students’ level of proficiency in Excel, the amount of time you have available, and your access to computers, you may want to require students to create formulas in the cells where a mathematical equation is to be performed.  (Note: The trial balance in Teacher Resource 6.9, Statement Templates: Student Practice, has the totals formula built in. If you decide to have students create the formulas, you should clear the formula before loading the templates onto students’ computers.) However you handle it, be sure to explain to students that formulas are a huge help to accountants—not only do they save time and reduce the chance of error, but they also make it easier to find errors when they do occur.
Instruct the class that after they enter the general journal amounts, they are to use formulas to calculate the amounts that go in the appropriate place in the general ledger template. If your lab is set up for it, you may want to do the first general journal entry posting as an example for students to follow—if there isn’t a way to demonstrate the posting, you can talk students through the first one or two entries.
Have students begin entering the data from Student Resource 6.6 in the Excel general journal and general ledger templates. Walk around the class and provide guidance and assistance as necessary. After a few minutes, have students save their file using your preferred naming protocol. Remind them to save often whenever they work on the computer. Tell students that they will have half of the class period to enter the general journal and general ledger data into the templates, and then they will complete the trial balance template that is also on the Excel worksheet.
When about 30 minutes are left in the class period, let students know that they should finish entering their data into the general journal and general ledger templates. 

	11
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	25
	Independent Practice: Domingo’s Trial Balance in Excel
This activity should demonstrate to students how useful spreadsheet software is when preparing accounting data.
Let students know that they should now begin working on the trial balance for Domingo’s, using the data they have just entered from Student Resource 6.6, Statements: Domingo’s Dance Studio General Journal and General Ledger, into the Excel templates.
Have students scroll to the trial balance template that is to the right of the general ledger in the Excel worksheet. Let them know that even though this trial balance is in Excel, it’s no different from the trial balances they worked on in the last lesson—except that this trial balance will be even easier to prepare.
You may wish to have students email their Excel file to you to review using the trial balance in Teacher Resource 6.1. 

	
	
	Class period 6

	12
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	40
	Culminating Project Work: General Journal Independent Practice in Excel
The purpose of this activity is to continue to familiarize students with Excel by having them input their Monopoly company data. 
Ask students to open the Excel file they saved at the end of Class Period 5. Instruct them to click on the second tab, which is labeled Monopoly, and begin to input the information from their Monopoly journals into the general journal template. As students work, remind them to save their files often and to use the naming convention you prefer.
Circulate around the room, offering assistance where needed and looking for teachable moments to share with the class when appropriate. You may need to remind students that the post reference column will be blank at this point since the journal entries have not been posted to the general ledger yet. You may wish to have students email you the journals you didn’t have a chance to look at in class.
At the end of the activity, tell students that they will continue to play Monopoly and generate numbers throughout the unit, so right now all they will do is record journal entries in the general journal template. When the game is completed, they will close the accounting cycle and enter transactions in the other templates.

	13
	10
	Reflection: The Income Statement
In this activity, students reflect on some of the most important concepts learned in the lesson. 
Once students have finished working in Excel, have them turn to a neighbor to discuss the following:
How does the income statement differ from the other financial statements you’ve studied so far?
What is the order of statement preparation you have studied so far, starting with the general journal?
Why is the income statement a more effective decision-making tool than the other financial statements you’ve learned about?
Once students have shared their thoughts with a partner, invite them to share their responses with the rest of the class.


Extensions
Enrichment
Ask students to compare and contrast the income statement of a merchandising or manufacturing company with that of a service company. Ask them to describe the differences and similarities they notice in a one-page paper.
Have students review the income statement of a public company in the service industry and then summarize aspects they found interesting by making a presentation of their findings.
Suggest that students practice their computer skills by placing the financial statements of other companies (such as Ike’s MP4 Tutorial, Sally’s Surf and Scuba, Rosa’s Bicycle Rentals, or their own Monopoly transactions) into Excel spreadsheets.
Technology Integration
Have students brush up on their Excel skills before beginning the process of putting financial statements into a spreadsheet application. You can refer to tutorial websites or you can show and discuss one or more of the videos listed below during the lesson. For YouTube videos: if your school does not allow access to YouTube, you may wish to download the video to your computer in advance using KeepVid (see www.keepvid.com) or a similar program.
"Excel Tutorials and Information," Internet4Classrooms page, http://www.internet4classrooms.com/on-line_excel.htm
"Children Can Excel, or Teaching Spreadsheets to Kids," HubPages, http://hubpages.com/hub/Children-Can-Excel--or-Teaching-Spreadsheets-to-Kids 
Cross-Curricular Integration
Technology: Have students learn to prepare an income statement on QuickBooks or Quicken by using information from Domingo’s Dance Studio, Ike’s MP4 Tutorial, Sally’s Surf and Scuba, Rosa’s Bicycle Rentals, or from their Monopoly transactions.
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