
What is an income statement?

An income statement—sometimes called a profit and loss statement—is one of the primary financial statements an entity prepares.  
It reflects the entity’s financial performance over a specific period of time—for instance the month of June.

The income statement includes the following  
financial components of an entity’s business:

• Revenue: the value of the products or  
services sold

• Expenses: the value of expenses incurred, 
such as labor costs, rent, interest expense,  
or tax expense

• Net Income (Loss): the amount of profit the 
entity made or loss it incurred after subtracting 
all its expenses from its revenue

Did You Know?
The net income or net loss (also known as the “bottom line”) 
reported on the income statement moves into the retained 
earnings/accumulated loss account on the balance sheet at the 
end of each month. Net income increases retained earnings or 
reduces accumulated loss. Net loss reduces retained earnings 
or increases accumulated loss. 
The income statement can be reflected in the following equation:

continued on back page

Revenue – Expenses = Net Income (Loss)

Anatomy of an income statement

Revenue is the dollar value of all the products 
the entity sold or services it provided to its 
customers.

Cost of Goods Sold reflects the direct 
expenses the entity incurred to produce the 
products it sells or services it provides, like 
the costs to purchase raw materials, costs of 
direct labor, or costs to purchase the products 
it resells.

Operating Expenses, also called selling,  
general, and administrative expenses, include 
the overhead costs of running the business 
that are not associated with the costs to  
produce products or provide services.

Interest Expense is the amount of money 
the entity owes or paid to its lender under a 
loan obligation that accrued during the income 
statement period.

Income Tax Expense is an estimate and 
reflects the amount of money the entity owes 
to the government for taxes on income earned 
during the income statement period.

Net Income (loss) is the amount of profit the 
entity made or loss it incurred after subtracting 
all its expenses from its revenue.

Revenue $  835,000
Cost of goods sold 250,000

Gross profit 585,000
Operating expenses 210,000

Operating profit 375,000
Interest expense (7,000)

Income (loss) before income taxes 368,000
Income tax expense (77,000)

Net income (loss) $  291,000

This resource represents the views of the staff of the Office of the Advocate for Small Business Capital Formation. It is not a rule, regulation, or statement 
of the Securities and Exchange Commission (“Commission”). The Commission has neither approved nor disapproved its content. This resource, like all 

staff statements, has no legal force or effect: it does not alter or amend applicable law, and it creates no new or additional obligations for any person.
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What is an income statement? (continued)

What else do I need to know about the income statement?

What is amortization?
Amortization is an expense that recognizes the loss in value of an intangible asset over its estimated 
economic life. It decreases the value of that asset as reflected on the entity’s balance sheet—also 
called book value. Intellectual property is an example of an intangible asset that is amortized.

What is depreciation?
Depreciation is an expense that recognizes the loss in value of a tangible asset or fixed asset over 
its estimated useful life. It decreases the book value of that asset. Examples of tangible assets that 
are depreciated include equipment and buildings.

What is earnings per share or EPS?
Earnings per share—often called EPS—represents the portion of the entity’s net income or profit 
allocated to each share of outstanding common stock.

Basic EPS includes only shares of issued and outstanding common stock whereas Diluted EPS 
includes shares of issued and outstanding common stock plus the common stock share equivalent 
of other securities that can be converted into or exercised for shares of common stock. 

Have suggestions on additional educational resources? Email smallbusiness@sec.gov.
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