Select Portfolio Management, Inc
26800 Aliso Viejo Parkway
Suite 150
Aliso Viejo, CA 92656
949-975-7900
800-445-9822
info@selectportfolio.com
www.selectportfolio.com

Income and Expense Statement

May 20, 2016
Page 1 of 3, see disclaimer on final page

Income and Expense Statement
What is an income and expense statement?
One of the most important steps in budgeting is reviewing income and expenses. Everyone knows that money tends to slip out
faster than it comes in, but often we lose track of how much goes where. An income and expense statement provides a snapshot
that quickly shows your household's spending pattern in relation to its total income. With it, you can make informed
budget-adjustment decisions more easily.

The income and expense statement may be done weekly, monthly,
quarterly, or yearly
The income and expense statement reports income earned and spent during a specified period. That period can be whatever best
meets your budgeting needs. A period of several months to a year is often used to obtain a broad overview.
Comparing two or more income and expense statements is more meaningful when each reflects an equal time period (e.g.,
comparing one month to another or one year to another).
Example(s): Last year Hal left his old employer to join ABC, Inc. His former employer paid Hal weekly, but ABC pays him
monthly. If Hal's income and expense statements were done weekly last year, they would need to be done weekly this year as
well to do an apples-to-apples comparison.

Use your income and expense statement to estimate your future
income and expenses
An income and expense statement can be used to forecast what you expect your income and expenses to be during some future
period. It is an extremely useful budgeting and financial planning tool. Although it is based on projected income and expenses, its
accuracy is usually an adequate base for budgeting and planning purposes.

Income and expense statements help identify problems and
opportunities in budgeting
As with cash flow analysis, you can compare income and expense statements for successive periods to learn several things. For
example, you can learn which categories are increasing and decreasing, whether net income is shrinking or growing, and at what
rate these changes are occurring. Net income--the amount of income you have left when all the bills are paid--increases your net
worth.

Interpreting the results: Are you living within your means?
If your expenses exceed your income, you have a negative bottom line or a "net loss." That is, you are depleting your net worth, a
situation that sometimes requires prompt and serious attention. Hopefully, you have a substantial net gain, meaning that your net
worth is indeed growing. You can divide total expenses by total income to learn what percent of income you are spending.
Compare this to previous periods to learn if your ability to grow your net worth is improving. The percent of income you spend or
save is meaningful only to you and your own budget objectives. Certainly, a higher net worth will enable you to do more and live
more comfortably in coming years.
A retirement plan contribution is not truly an expense item. It is income being saved for future use. However, such contributions
are often viewed as expenses in a cash flow analysis and budget because that cash is temporarily unavailable for other needs.
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This material does not constitute the rendering of investment, legal, tax or insurance advice or
services. It is intended for informational use only and is not a substitute for investment, legal, tax,
and insurance advice. State, national and international laws vary, as do individual circumstances; so
always consult a qualified investment advisor, attorney, CPA, or insurance agent on all investment,
legal, tax, or insurance matters. The effectiveness of any of the strategies described will depend on
your individual situation and on a number of other factors.
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