Slide 1

In this particular module we will review the statement of retained earnings. We will review the correct formats, the various types of revenue and the various types of expenses.
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Essentially the purpose of the Statement of Retained Earnings is to account for income that has been saved over time to reinvest into the company and report payments or dividends to owners.
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This is the basic format of the Statement of Retained Earnings. As always the statement needs to be prepared in good form with the Company name listed at the top, followed by the name of the statement which in this case is the “Statement of Retained Earnings”. In the heading the last line item is the date. The Statement of Retained Earnings, like the Income Statement, also reflects changes over a period of time which is why it is referred to as “for the year(s) ended” followed by the date. Below the heading is the statement itself. It starts with beginning retained earnings which is “ending retained earnings” from the previous period. The current periods net income is added and ANY dividends or payments to investors are subtracted to finally get ending retained earnings.
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Now pull up the income statement.doc and the balancesheet.doc.  Below the Income statement for “The Company” you will find the “The Company’s” Statement of Retained Earnings. This statement is also comparative meaning that it compares 1999 with 2000.  First look at 2000’s beginning retained earnings and compare it with 1999’s ending retained earnings.  They should have the same value of $38,500. Now look at 2000’s net income and compare that to the Income Statements “Net Income” it too should be the same value of $37,400.  If you look at 1999’s values for net income on both the Income Statement and the Statement of Retained Earnings they too should have the same value of $34,800.
Now compare the 2000 ending retained earnings value on the Statement of Retained Earnings with the retained earnings value on the Balance Sheet.  They should have the same value of $45,000.  Do the same for 1999. The two values should compare at $38,500.
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Now let us take a moment to do a small problem. As always I recommend that you do this problem on paper before reviewing the solution on the next slide.  
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To prepare a statement of retained earnings in good form with the information given you first start by listing the company name which is Big Ben Co. followed on the 2nd line the name of the statement which is the “Statement of Retained Earnings” followed by the date in the correct format.  Remember the statement represents a period of time so we indicate this with the statement “For the year ended 12/31/04.  As always how you convey the month, day and year is a personal preference. After you get through with the heading then you need to list beginning retained earnings. Add net income from the current period. Subtract dividends. Notice that the dividends have been declared and paid. What that means is that the dividends were declared to be paid by the board of directors to the owners of stock.  Once dividends are declared they must be reported on the Statement of Retained Earnings whether they have been paid or not.  Essentially once declared the dividends are owed to the owners of the stock. We will get more into dividends in topic 5. After any dividends are subtracted then the resulting number is Ending retained earnings.

