The Projected Income Statement
What is an Income Statement?
An Income Statement is a financial report that businesses use to summarize revenues (sales) and expenses—showing the net profit or loss in a specified accounting period (month, quarter, year).  Income Statements are also called “profit and loss statements” or “statement of revenue and expenses.”  In short, the Income Statement provides a snapshot of a business’s performance over time.

Components of an Income Statement
There are five basic components that are included in an Income Statement:
1. Net Sales
Net Sales include the sales of goods or services (called revenue) during a specified accounting period less the cost of any returns or allowances.  Returns are items that were originally sold to the customer but returned.  Allowances are reductions in the normal sales price due to item defects, rebates offered, discounts, etc.

2. Cost of Goods Sold
Cost of Goods Sold (COGS) includes any expenses directly related to the production or the purchase of items for sale during a specified accounting period.

3. Gross Profit
Gross Profit is the amount of money remaining once the cost of goods sold is deducted from Net Sales (revenue).

Gross Profit shown as a formula is:  Gross Profit = Net Sales – COGS

4. Operating Expenses
Operating Expenses include any expenses directly related to running the day-to-day operations of the business.

5. Net Income
Net Income is the amount of money remaining once the Total Operating Expenses are deducted from the Gross Profit.  If the Net Income is a positive number, the business incurs a profit.  If the Net Income is a negative number, the business incurs a loss.

Net Income shown as a formula is:  Net Income = Gross Profit – Operating Expenses

What is a Projected Income Statement and Why Included One in a Business Plan?
It is important for a new business to forecast or make educated projections as to what its financial future will look like.  A Projected Income Statement is identical to an Income Statement, with the exception of one thing:  a Projected Income Statement includes estimated figures rather than actual ones.

Projected Income Statements are a way for new businesses to look into a “crystal ball” to see what kind of profit or loss can be expected for a specified accounting period.  This is why they are usually included in the business plan.

It should be noted that it is important for the estimated figures used in a Projected Income Statement to be calculated using researched data and figures.  Otherwise, the Projected Income Statement might become embellished providing the business with a false projection of Net Income.

