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Adjustments to retained earnings can occur due to changes in accounting policies or
corrections of prior period errors, as guided by GAAP or IFRS. These adjustments are
recorded directly in retained earnings to provide an accurate reflection of a company’s
financial position. For example, correcting a revenue recognition error from a previous year
would adjust retained earnings, ensuring compliance and enhancing transparency. Journal
entries that impact retained earnings arise from operating activities, financial decisions, and
compliance with accounting principles. For instance, a net loss results in a debit to retained
earnings, signaling a reduction due to decreased profitability. Conversely, net income leads
to a credit entry, indicating an increase as profits are accrued.

WHAT ARE THE BENEFITS OF REINVESTING IN
RETAINED EARNINGS?

For example, during the period from September 2016 through September 2020, Apple Inc.’s
(AAPL) stock price rose from around $28 to around $112 per share. During the same period,
the total earnings per share (EPS) was $13.61, while the total dividend paid out by the
company was $3.38 per share. As an investor, one would like to know much more—such as
the returns that the retained earnings have generated and if they were better than

any alternative investments.

SUPPORT & TOOLS

Learn how to find and calculate retained earnings using a company’s financial statements. It
can reinvest this money into the business for expansion, operating expenses, research and
development, acquisitions, launching new products, and more. The specific use of retained
earnings depends on the company’s financial goals. Ultimately, the company’s management
and board of directors decides how to use retained earnings. When a company generates
net income, it is typically recorded as a credit to the retained earnings account, increasing
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the balance.

DO YOU OWN A BUSINESS?

These earnings are typically also used for growth, but they’re not earmarked for a specific
transaction or project. Note that “Dividends” include all types of dividends, including stock
issuances. Below is a short video explanation to help you understand the importance of
retained earnings from an accounting perspective. There’s almost an unlimited number of
ways a company can use retained earnings.

Because the company has not created any real value simply by announcing a stock dividend,
the per-share market price is adjusted according to the proportion of the stock dividend.
Whenever a company generates surplus income, a portion of the long-term shareholders
may expect some regular income in the form of dividends as a reward for putting their
money in the company. Traders who look for short-term gains may also prefer getting
dividend payments that offer instant gains. Dividends are paid out from profits, and so
reduce retained earnings for the company. The statement of retained earnings (retained
earnings statement) is a financial statement that outlines the changes in retained earnings
for a company over a specified period.

» Every time your business makes a net profit, the retained earnings of your business
increase, and a net loss leads to a decrease in the retained earnings of your business.

» But retained earnings provides a longer view of how your business has earned, saved,
and invested since day one.

» Retained Earnings are reported on the balance sheet under the shareholder’s equity
section at the end of each accounting period.

» Next, add the net profit or subtract the net loss incurred during the current period,
which is 2023.

 In an accounting cycle, after a trial balance and adjusting and closing entries are
completed, and the income statement is generated, we are ready to prepare the
Statement of Retained Earnings.

The act of appropriation does not increase the cash what is on a retained earnings
statement available for the acquisition and is, therefore, unnecessary. It may be done,
however, if management believes that it will help the stockholders accept the non-payment
of dividends. A company’s management team always makes careful and judicious decisions
when it comes to dividends and retained earnings. This means the company was able to
generate $5 in market value for each dollar of earnings it retained.



https://www.accountingcoach.com/terms/R/retained-earnings-statement
https://www.accountingcoach.com/terms/R/retained-earnings-statement

PROREW

This line item reports the net value of the company—how much your company is worth if
you decide to liquidate all your assets. Once your cost of goods sold, expenses, and any
liabilities are covered, you have to pay out cash dividends to shareholders. The money that'’s
left after you've paid your shareholders is held onto (or “retained”) by the business.
Retained earnings at the beginning of the period are actually the previous year’s retained
earnings. This can be found in the balance of the previous year, under the shareholder’s
equity section on the liability side.

NEGATIVE RETAINED EARNINGS

Retained earnings are reclassified as one or more types of paid-in capital under two general
circumstances. While the intent of the appropriation requirement is to maintain the debtor’s
solvency, it does not work nearly as well as the more specific restrictions. For various
reasons, some firms appropriate part of their retained earnings (RE). If you're trying to
streamline your business, manually logging entries into ledgers or using an Excel
spreadsheet is only going to slow you down. Similarly, the iPhone maker, whose fiscal year
ends in September, had $70.4 billion in retained earnings as of September 2018.

Our team is ready to learn about your business and guide you to the right solution. Shaun
Conrad is a Certified Public Accountant and CPA exam expert with a passion for teaching.
After almost a decade of experience in public accounting, he created
MyAccountingCourse.com to help people learn accounting & finance, pass the CPA exam,
and start their career.

STOCK DIVIDEND EXAMPLE

Your accounting software will handle this calculation for you when it generates your
company’s balance sheet, statement of retained earnings and other financial statements.
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Retained earnings are an important part of accounting—and not just for linking your income
statements with your balance sheets. Retained earnings are a critical part of your
accounting cycle that helps any small business owner grow their business. It’s the number
that indicates how much capital you can reinvest in growing your business.

If you as a shareholder of the company owned 200 shares, you would then own an 20
additional shares, or a total of 220 (200 + (0.10 x 200)) shares once the company declares
the stock dividend. Both management and stockholders would also want to utilize surplus
net income towards the payment of high-interest debt over dividend payout. When your
business earns a surplus income you have two alternatives, you can either distribute surplus
income as dividends or reinvest the same as retained earnings.



