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Example	of	retained	earnings	statement

Retained	Earnings:	Understanding	its	Significance	for	Small	Businesses	At	some	point	during	your	accounting	processes,	preparing	a	statement	of	retained	earnings	becomes	necessary.	This	report	helps	investors	grasp	how	a	company	utilizes	its	profits.	Most	accounting	software	facilitates	the	creation	of	this	statement	for	small	businesses.	Please
note	that	our	review	of	QuickBooks	partners	is	unaffected	by	any	compensation	agreements	we	may	have	with	them.	A	statement	of	retained	earnings	displays	changes	in	retained	earnings	over	time,	typically	spanning	one	year.	Retained	earnings	are	profits	not	distributed	to	shareholders	as	dividends;	they	represent	the	company's	retained	profits.
When	profits	increase,	so	do	retained	earnings,	while	a	decrease	in	profits	results	in	lower	retained	earnings.	This	statement	is	also	known	as	a	statement	of	shareholders'	equity	or	owner's	equity.	However,	it	is	essential	to	distinguish	retained	earnings	from	cash,	as	the	latter	refers	to	the	flow	of	money	through	your	business	over	time.	To	calculate
the	statement	of	retained	earnings,	use	the	following	formula:	Beginning	Retained	Earnings	+	Net	Income	-	Dividends	=	Ending	Retained	Earnings	When	preparing	a	statement	of	retained	earnings	for	your	company,	you	can	calculate	changes	in	retained	earnings	over	one	year.	This	can	also	be	done	on	a	monthly	or	quarterly	basis	if	needed.	Your
beginning	retained	earnings	are	the	ending	retained	earnings	from	the	previous	period.	These	figures	appear	on	the	equity	portion	of	the	balance	sheet	(Assets	=	Liabilities	+	Equity).	For	instance,	let's	say	your	company	has	$200,000	in	retained	earnings	at	the	end	of	2020	and	records	a	net	profit	of	$50,000	for	2021.	Add	the	net	income	to	the
beginning	retained	earnings:	$200,000	+	$50,000	=	$250,000	Next,	subtract	the	dividends	you	need	to	pay	your	owners	or	shareholders	for	2021:	$250,000	-	$15,000	=	$235,000	The	resulting	ending	retained	earnings	would	be	$235,000.	A	statement	of	retained	earnings	can	vary	in	complexity.	A	simple	version	may	display:	Statement	of	Retained
Earnings	for	the	Year	Ended	12/31/21	Retained	Earnings	at	12/31/2020	Net	Profit	for	the	Year	Ending	12/31/2021	Retained	Earnings	at	12/31/2021	The	amount	of	equity	in	your	business	can	change	if	capital	is	invested	without	being	withdrawn.	When	adding	funds	to	a	business,	such	as	investing	$100,000	in	2021,	it's	essential	to	note	that	this	is	not
a	loan,	but	rather	an	addition	to	the	company's	equity.	This	change	can	be	reflected	in	the	statement	of	retained	earnings	by	updating	the	paid-in	capital	section.	For	instance:	Retained	Earnings	at	12/31/20	Net	Profit	for	the	Year	Ending	12/31/21	Retained	Earnings	at	12/31/21	Contributing	more	capital	to	a	business	affects	the	overall	equity	in
several	ways.	To	analyze	this,	stakeholders	can	use	financial	statements	like	income	statements,	balance	sheets,	and	cash	flow	statements.	The	income	statement	provides	an	overview	of	earnings	and	expenses	over	time,	while	the	balance	sheet	acts	as	a	scale	to	assess	assets	against	liabilities	and	owner's	equity.	Meanwhile,	the	cash	flow	statement
serves	as	a	guide	for	understanding	where	money	is	coming	from	and	going	to	within	the	business.	When	preparing	a	statement	of	retained	earnings,	it's	crucial	to	calculate	income	from	operations,	which	represents	the	profit	or	loss	generated	by	core	business	activities	during	the	reporting	period.	This	figure	can	be	determined	by	subtracting
related	expenses	from	total	revenues.	Adjusting	financial	statements	for	accuracy	is	crucial	in	providing	a	clear	picture	of	a	company's	financial	health.	Withdrawals	Can	Reveal	Insights	Financial	statements	can	provide	valuable	information	about	a	company's	funding	needs	and	its	relationship	with	owners	through	withdrawals.	Revenue	and	Expenses
Analysis	Consider	a	small	bookstore	that	sells	both	physical	books	and	e-books.	The	financials	for	the	month	of	June	are	analyzed	to	understand	how	revenue	and	expenses	work	in	financial	statements.	Opening	Balance	Calculation	The	retained	earnings	account	starts	at	$10,000,	which	is	essentially	the	sum	of	all	profits	made	in	previous	months	that
haven't	been	distributed	to	shareholders	as	dividends.	Closing	Balance	Calculation	To	calculate	the	closing	balance	at	the	end	of	June,	consider	revenue,	expenses,	any	adjustments	needed,	and	dividends	paid	during	the	month.	The	net	income	for	June	is	calculated	by	subtracting	expenses	from	revenue:	$5,000	-	$2,500	=	$2,500.	QuickBooks	Desktop
Pro	2024	Closing	Balance	Calculation	With	a	net	income	of	$2,500	and	no	dividends	paid	during	June,	the	closing	retained	earnings	balance	at	the	end	of	June	is	calculated	as	follows:	-	Opening	Retained	Earnings:	$10,000	-	Net	Income:	$2,500	-	Dividends	Paid:	$0	Closing	Retained	Earnings:	$12,500	This	means	the	business	has	successfully
generated	additional	profits	without	distributing	any	to	shareholders,	allowing	it	to	grow	and	expand	further.	Statement	of	Retained	Earnings	The	statement	of	retained	earnings	is	a	financial	statement	that	reconciles	the	beginning	and	ending	retained	earnings	balances.	It	shows	how	much	profit	was	kept	or	retained	by	the	company	throughout	the
year.	Contents	What	is	the	Statement	of	Retained	Earnings?	Format	Example	Retained	Earnings	(RE)	is	a	crucial	component	in	evaluating	changes	in	financial	statements	for	outside	users.	The	statement	is	often	prepared	before	the	Statement	of	Stockholder's	Equity,	as	RE	is	necessary	for	calculating	ending	equity.	The	format	consists	of	five	main
sections:	Beginning	RE,	Prior	Period	Adjustments,	Additions,	Subtractions,	and	Ending	Balance.	The	statement	starts	with	the	beginning	equity	balance,	followed	by	adjustments	to	prior	period	errors	due	to	improper	accounting	methods,	poor	estimates,	or	fraud.	Next,	additions	such	as	net	income	(if	profitable)	or	net	loss	(if	unprofitable)	are	listed,
along	with	dividends	subtracted	from	RE.	The	statement	concludes	by	summing	these	adjustments	and	listing	the	ending	retained	earnings	balance.	The	heading	of	the	statement	includes	the	company	name,	title	("Statement	of	Retained	Earnings"),	and	time	period.	For	example:	Paul's	Guitar	Shop,	Inc.	Statement	of	Retained	Earnings	For	the	Year
Ended	December	31,	2015.	Here	is	an	example	of	preparing	a	statement	of	retained	earnings	for	Paul's	Guitar	Shop,	Inc.	The	beginning	RE	account	starts	at	zero	since	the	company	is	new,	with	no	prior	period	adjustments	or	net	income	to	report.	However,	the	company's	net	income	increases	RE	while	dividends	decrease	it.	This	ending	RE	balance
can	be	used	in	preparing	the	Statement	of	Stockholder's	Equity	and	Balance	Sheet.	Retained	earnings	play	a	vital	role	in	a	company's	financial	performance	over	time,	serving	as	an	indicator	of	its	financial	health	for	investors.	Retained	earnings	are	a	type	of	equity	account	that	represents	the	accumulated	net	income	over	multiple	accounting	periods.
They	can	be	categorized	as	appropriated	or	unappropriated,	with	appropriated	retained	earnings	set	aside	for	specific	purposes	and	unappropriated	retained	earnings	available	for	distribution	as	dividends	or	reinvestment	in	the	business.	Retained	earnings	can	be	found	on	a	company's	balance	sheet	under	the	shareholders'	equity	section,	typically
listed	as	"Retained	Earnings"	or	"Accumulated	Earnings".	They	are	treated	as	equity	and	increase	with	credit	entries,	decreasing	with	debit	entries.	A	statement	of	retained	earnings	shows	the	changes	in	a	company's	retained	earnings	balance	over	a	specific	accounting	period,	which	may	include	net	income,	dividends	paid,	and	cash	dividends.	The
company	ended	with	$30,000	remaining	after	paying	out	$20,000	in	cash	dividends	from	its	$50,000	net	income.	This	leftover	amount	was	then	added	to	the	original	$100,000,	resulting	in	new	retained	earnings	of	$130,000.	The	calculation	for	this	is	shown	on	a	statement	of	retained	earnings:	$100,000	beginning	balance	+	$50,000	net	income	-
$20,000	cash	dividends	=	$130,000	ending	retained	earnings	balance.	To	prepare	a	statement	of	retained	earnings,	follow	these	steps:	1.	**Headline**:	Start	with	a	three-line	header	that	includes	the	company's	name,	'Statement	of	Retained	Earnings,'	and	the	accounting	period.	2.	**Beginning	Balance**:	Use	the	previous	year's	retained	earnings	as
the	opening	balance	for	the	current	year.	3.	**Net	Income**:	Prepare	an	income	statement	to	find	the	net	income	amount.	4.	**Dividend	Payments**:	Deduct	cash	dividends	paid	out	based	on	the	net	income	earned,	considering	that	some	companies	may	not	have	dividend	payouts.	5.	**Calculate	Balance**:	After	adding	these	figures,	you'll	get	the	total
retained	earnings	for	the	year.	Retained	earnings	are	affected	by	a	company's	net	income	and	cash	dividends	paid	out	directly,	as	well	as	operational	efficiency	and	market	changes	indirectly.	A	negative	balance	can	indicate	financial	weakness	but	doesn't	always	mean	it's	bad;	sometimes,	it	simply	means	a	company	has	paid	out	more	to	shareholders
than	its	profits.	High	retained	earnings	might	suggest	strong	financial	health,	allowing	savings	for	future	expansions,	or	missed	opportunities	for	paying	dividends.	Given	article	text	here	To	understand	a	company's	profit	situation,	various	factors	come	into	play,	including	financial	health,	business	growth	opportunities,	cash	flow	issues,	and	more.
Retained	earnings	provide	valuable	insights	into	a	company's	cumulative	net	earnings	but	require	preparation	of	multiple	financial	statements,	such	as	the	income	statement,	to	calculate.	A	simplified	expense	management	platform	can	help	track	operational	activities	in	one	place,	providing	an	overview	of	a	company's	financial	position.	BILL	Spend	&
Expense	streamlines	invoice	capture	and	approval	processes,	making	it	easier	for	businesses	to	manage	retained	earnings.	A	retained	earnings	statement	is	a	financial	document	that	outlines	adjustments	made	to	a	company's	net	income,	even	if	dividends	aren't	paid	out	immediately.	The	final	line	summarizes	these	adjustments	and	lists	the	ending
balance	of	retained	earnings.	Similar	to	other	financial	statements,	it	includes	a	heading	displaying	the	company	name,	statement	title,	and	relevant	time	period.	For	instance,	Paul's	Guitar	Shop	Inc.'s	annual	income	statement	would	feature:	"Paul's	Guitar	Shop,	Inc.	Statement	of	Retained	Earnings	For	the	Year	Ended	December	31,	2015".	When
preparing	this	statement	from	an	unadjusted	trial	balance,	beginning	retained	earnings	are	zero	since	the	company	starts	anew	each	year.	This	means	there	were	no	prior	period	adjustments,	as	Paul's	business	is	brand	new.	Net	income	at	year-end	increases	the	retained	earnings	account	while	dividends	reduce	the	overall	earnings	kept	within	the
company.	The	ending	balance	of	retained	earnings	can	then	be	used	in	preparing	shareholder	equity	and	balance	sheet	statements.


