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Income Statement

Stock investors like to look at the income statement (a k.a. "earnings statement” or "statement of
operations") because it shows the company's "botlom ling": its earnings, or profit. Most of the
income statement details the company's operations: the yeliow zone back in the diagram.

Consolidated Financial Statements
Income Statement

(click on highlighted text for more information)

(dollar figures are in thousands) 1997 1996
Sales Revenue
Widget Sales 512,347 $9,746
Servics _
ales Revenue
Sales Costs
Widget Sales 5,649 4,688
Services 3,166 2,712

Operating Expenses

Sales & Marketing 4,078 3,132
General & Administrative 916 705
Research & Development 2,364 _ 1,831

4 ,-,"'_‘_ St 1 LY R £ g i
Earnings ' '
Provision for Taxes 1,028 739

¥ Income Stat
Cash Fiow ¢
Balance Shi
For More Infc




ST Fab e T
S
;? iy YRR Y }“ ot

Eammgsnetmcome“) - o N 1,911 1,374




Consclidated Financial Stalements
Balance Sheet

(click on highlighted text for more information}

(dollar figures are in thousands) 1897 1996
Assets
Current Assels

Cash and Equivalenis $2,738

Accounts Receivable 1,175

mvemosy 1 ,034
P T e, R R R S
Toéai Cunent Assets 4 947
Reai Estate (purchase price) 31 677 29 847
Equipment (depreciated value) 13,448 12,958

Goodw il (deprecsated value)

Liabilities

Current Liabilities
Accounts Payable 1,488 1,092
Shorﬁ-term Debt 123 147

Long oo i}ebt S e e el e P e 245 ; 26
Oiher L:abtttttes _ . 7 - 122 - 101

4

For More in

At

Introduction
Income Stat
Cash Flow §
Balance Sh
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FIRST PRINCIPLES

{ thumb that when vou
tax an activity, you getless of
it. If we stopped taxing es-
lates, estate building would
be more atiractive, and that
lionaires trying o buy them-

selves second carcers 1o Congress, No

would be good for everyone
one would call that change unfain

in the economy. Maybe we'd
even have fewer multimil-

BY N.GREGORY MANKIW 8 When the Re-

make sense. In the real world it doesn't.
Tt 15 o good rule of

w 5 publican-led Cangress recently voted (o re-
z E ?_ % i r peal the estate tax, many Dum.ucrms catled
59w ; W= the move unfair; President Clinton shrcu‘l»
=) % a ened & veto. Withnut doubt, the hieirs of mil-
8 g ’é g o w lionuires—not exactly socicty's necdiest
=3 < § group—would benefit most directly from the

repeal. But the concept of tax fairness means
more than merely soiking the rich und pro-
tecting the poor. The more you think about
the estute tax, the less [air it looks

Consider o story of two millionaires-—Sam
Spendihrift and Frank Frugal. Fach starts &
dut-com siter college and sells the busingss a
few years later, accumulating a $20 million
nest egg. Sam then enjoys the high life, buy-
ing expunsive cars, boats, planes, und vacation

patience. If the nation

were suffenng from a surfen

those who have been frugal.

When the government fev-
16$ a 1ax on what we leave

when we die, 1t is literally tax-
nomic prosperity, the estate tax would

of patience, if national saving
ing o0 muceh 1o ensure our children's eco-

estate Lax {alls not on those who have
were tao high, if we were do-

bieen lucky throughout life but rather on

-

i homes When il thut gets boring. he blows

g milliuns fnancing his vwn campaipn for Sen-
ate, feaving little for his heirs Frank, mean-

é while, chooses o more middie-class lifestyle,

He keeps his Tortune invested in e cvon-
oy, where 11 linances capits] accumuhtion,
new technologies, and econonsic growth. He
feaves most of it 1w his children, grand-
children. nuphews, and nieces

Now, here’s the policy question:
Which millionaire should pay higher

or penniless mostly depends on the

Vepu and David Wise confirms this con-
caches old age wealthy

W LY (IR COtUCs ,['fﬁffiﬂﬂf i

d the cuthor of Principics of Econunics,

clusion. According 1o Ventt and Wise,
centage of his carnings be saved—not on
the total amount he made in nus lifetime,
This means that most of the burden of the

result of patience than of good luckh. Ke-
cent research from the Natonal Bureau of
Econnmic Rescearch by economisis Steven

[

B z Lisnes”

4 z 11 is casy to argue that they

oy = should fuce the same tax burden,

5 ?g They bonh start Jife with rthe same
“ﬁf-; g s resuurces One person’s exiravigisy
z iE tastes aren’t the government's busi-

ness. Equalizing their tax burdets
would mean taxing their carnings but not
their estates

11 is also easy w argue that San should
face higher tuxes. Sam is taking more from
the economy thun Frank, so shouldn’t he pay
for the privilege? If the nation's millionaires
were Jess fike Sum and more fike Frank, the
economy would be more prosperous, and the
courtty would be better off. Many econo-
mists have advocated encoursping hebavior
like Frank's by replacing Wi income tux with
a progressive conswmption tax; people would

T FORTUNE Seplember 4, 2000

The Estate Tax Is One
Death Penalty Too Many

piy taxes based on how much they spent
rather than how much they earned Again, an
estate tax wouldn't be necessary

What is hard to argue, however, is that
Sam should pay fess in taxes thun Frank But
that is precisely the tax policy we have now
Uinder carrent faw, Frank's eslate is taxed
a rate of about 50%, while Sam avoids the
tax by blowing his wad during his lifetime.
This, secording to many Democrats, is what
fuirness requires '

Of vourse, proponents of the estate o
are moved not hy such comparisons be-
tween rich guys but by comparisons be-
tween the rich and the poor. In thels view,
the estate tix helps cosure tha the rich pay
their fair share. But if the rich are the tar-
get, the estate 1ax is the wrong weapon.
The right one is a progressive income or
consumption taa. 1T sdvocates of preser

redistribution think thar the current tup
income-tax rate of 39.6% is 100 low, they
should argue for an increase 1] they think
thure are oo muny loopholes, they should
try to close them, But once we have taxed
the successful for their success, we
shouldn't gu further and 1ax the frugal
more than the spendthrift.

Several years ago the book The Millicn-
aire Next Door made bestseller lists with the
message thal getting rich is more often the &

T% TT



