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1.10 Walkthrough of Income Statement

In this video, | am going to take you through the Income Statement or the Profit and Loss
Statement of Reliance Industries Limited.
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In the same annual report, now we go to page number 269, where the statement of profit and

loss is given.

(Refer Slide Time: 00:35)

STATEMENT OF PROFIT AND LOSS

Y
o !
—
3
Uogsunr”’

3

o Tngw. - (’}Wﬁ?”’ﬂ'

l’naz{oDM‘; ]
AL &
//

100
lg“tu 8

And again, do not be surprised to notice the same thing- this is a real company, Reliance
Industries Limited- financial statements for 2018-19. What you have here is income and you
have expenses and what did we learn? We said there is going to be income and there is going
to be expenses and there is going to be profit. So, where is the profit? You have profit for the
year at the bottom. This was also the background equation for the accounting equation. You
have assets equal to the liabilities; but in liabilities, income and expenses play a part. Let us go
through the contents of the income statement to see what are the various items and how are
these shown.

You have the value of sales first, then we have income from services; so, sale is for goods and
other section is services. You have the value of sales and services in total, then you have GST
recovered. As it happens in India, if you are selling anything, you have to pay GST on it. So,
if a company says the price of a good is 100 and you have to pay a GST of say 18 percent on
top of it then 118 rupees is the market price of that item. Now, when a consumer pays 118
rupees to the company, the company’s revenue is only 100. The remaining 18 goes to the
government. This is a new thing that | wanted to introduce. That is what is shown in the income
statement here: you have the total value of the sales and services. This is what total revenue is.

However, 16082 crores is not the revenue of the company. They have deducted this to come at



the actual revenue of the company. Now, why do they show it here? Because it is required by
the law that they disclose the amount of GST that they have recovered. This gives you total

revenue from operations.

This is the primary income of the business. This is the operating income of the business and
then, you have other incomes. Again, we will go into the details to see what these other incomes
are. You know these are clearly the secondary incomes for Reliance Industries Limited. You

sum those two up and you have the total income for two 2018 and 19.

So, as we discussed, income is of two types: operating and non-operating. This is exactly how

Reliance Industries or any other company show their incomes in their financial statements.

In the second section of the statement, you have expenses. Under the expenses, you have the
cost of materials, purchase of stock, then there is an item about changes in inventory. Even this
is an advanced discussion- the value of stock changes from time to time and you have to make
some adjustments to it. Do not bother about it in this course. We will not need to know the
details of that, but just understand that because the stock’s value changes you either make some
gain (if the value goes up) or make some loss (if the value goes down). Based upon market
value, you purchase stock at some value and if it is unsold, the prices may change in future -

there are some adjustments. So, do not bother too much about that at this point in time.

Then, you have excise duty, service tax, all the taxes that we have to pay, employee benefit
expenses are salaries, provident fund, other things, then you have finance cost. We know what
the finance cost is. This is the non-operating expense for the business. You have depreciation
and amortization and in the previous video, | have also explained the concept of depreciation
to you. So, that is also shown here as an expense. Now, whether depreciation is an expense or
not is a debatable question. But I will clarify it as we move forward in the course. There is
plenty of use for this concept of depreciation in this course. So, it will become clear to you
gradually. In brief, it is that part of an asset which is used in a given year and because you are
using a resource to generate revenue, you call it an expense. Thus, it is shown here. All the rest
of expenses such as the taxes charged on profit: you pay your taxes and you have profit for the
year. So, there you go- it is that simple.

Now, you can read the profit and loss statement of a company to make sense of its structure

and the specific terms used in the statement and their meanings: you know this language. Now,



let us deep dive into these items. Let us go to note number 24, to see where the revenue from

operations is coming.
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Revenue from operation is coming from refining petrochemicals, oil and gas; you know the
others. There is income from services as well- Reliance is a diversified company. Majority of
income comes from the refining operations of the crude oil. Then, there is petrochemicals and

their exports: Reliance are actually among the top exporters of some of the petrochemicals.

For any company, you can look through the notes and you can understand what is the
breakdown, what are the sources of the revenue from operations, what all does this company
sell. So, that is revenue from operations. Let us go to the next item which is other income. Let

us look at what non-operating incomes are.
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In this we have financial income- income from the financial investments. You put money in a
bank, you invest in debt instruments such as debentures or bonds in other companies, you have

dividend income (dividend income is the income from money invested in other companies).

So, when you invest, when you put money in the bank, the bank gives you interest; when you
put money in other companies, the interest that they give you is called dividend. Thus, dividend
is another non-operating income. There are some gains- some advanced items, we do not have
to worry about that right. Thus, financial income or income from financial assets is counted

under the non-operating incomes.
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Let us look at employee benefit costs. So, you got salaries and wages, you got provident funds,
staff welfare expenses and then, you can read through the report to understand more about staff
welfare expenses: what did they do during the year specially for their staff.

More could be found out, but we are right now just reading these financial statements,
understanding what are the contents. And | am only looking at selected items from this;

otherwise it will be too long a discussion. Feel free to go through the rest of the financial
statement as well to know more.
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Finance cost- let us look at where the company is spending this money. Interest expenses- there
was a star, | do not have it here but they would have given more details. So, Reliance is paying
8000 crores in interest on various loans that they have taken and we saw in the previous video
that under the liabilities you can see what various loans are.

Then, you have applicable losses - this is you know something very advanced; we do not have
to worry about it at this point in time. Right now, you should focus on building the basic
understanding of terms and how things work in accounting- these are matters of advanced

exploration.
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Other expenses. What are other expenses? Again, a range of expenses which were not covered
in any of the other categories have been shown here. You have manufacturing expenses, selling
distribution expenses, you have establishment you know administrative expenses, rent
insurance and what not and many of these items. We have already seen in the previous videos,

are types of expenses.

So, yeah, that is it. That is what | wanted to talk about the income statement of Reliance
Industries Limited. You are very familiar with the contents in it. So, feel free to go to any other
company, look at Infosys, TCS or any other company’s financial statements and try to see
where they get their revenue, do they have loans, what are the assets that they have and so on.
So, reading the financial statements: a cursory look, surface level understanding of the two

financial statements, balance sheet and profit and loss- check! You are done with it.



