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The Income Statement is a cornerstone 
of financial management. It offers a de-
tailed view of your business’s performance 
over a given period—monthly, quarterly, 
or yearly—and helps guide informed  
decision-making.

KEY COMPONENTS:

1. REVENUE
Revenue is the total income generated 

from sales. It’s essential to track this figure 
and, if you have multiple revenue streams, 
break them out into separate line items 
for more precise analysis of what drives 
success.

2. COST OF GOODS SOLD (COGS)
COGS includes the direct costs of 

producing goods or delivering services, 
such as raw materials and labor. Service 

businesses should include costs like wages 
for employees directly involved in deliver-
ing the service.

3. GROSS MARGIN
Gross Margin is calculated by subtract-

ing COGS from revenue. For example, if 
revenue is $50,000 and COGS is $25,000, 
the Gross Margin is $25,000—or 50%. 
Gross Margin indicates how efficiently 
revenue is converted into profit before 
considering other expenses. Declining 
Gross Margins often point to inefficiencies 
or rising costs.

4. OPERATING EXPENSES
Operating expenses include costs such 

as rent, utilities, administrative salaries, 
marketing, and software subscriptions. 
While some costs are fixed, others, like 
marketing, can be optimized to improve 
profitability.

5. NET INCOME
Net Income is the remaining profit after 

deducting operating expenses from Gross 
Margin. A positive Net Income indicates 
profitability, while a negative Net Income 
highlights areas needing improvement. 
It’s more than a measure of success or 
failure—it’s a tool to identify inefficiencies 
and uncover opportunities for growth.

WHY THE INCOME STATEMENT 
MATTERS

The Income Statement is not just a 
record of past performance; it’s a guide for 
future action. By understanding the inter-
play between revenue, costs, and profits, 
you can address potential bottlenecks and 
leverage growth opportunities.

Regular reviews of your Income State-
ment enable you to:

•	 Identify Trends: Track whether revenue 
is rising, costs are increasing, or profit 
margins are shrinking.

•	 Assess Profitability: Ensure higher 
revenue leads to better profitability, 
not just increased expenses.

•	 Set Goals: Use past data to establish 
realistic budgets and financial targets.

BEST PRACTICES FOR USING THE 
INCOME STATEMENT

1.	 Review Monthly: Regular reviews 
provide timely insights and help 
avoid surprises.

2.	 Focus on Metrics: Pay close 
attention to Gross Margin as a key 
indicator of efficiency.

3.	 Compare Performance: Track data 
over multiple periods to identify 
trends and spot issues early.

4.	 Seek Expertise: Working with a 
fractional CFO can provide action-
able insights at a fraction of the 
cost of hiring a full-time CFO.

MOVING FORWARD
Interpreting an Income Statement can 

feel overwhelming, especially if finance 
isn’t your area of expertise. That’s where 
a fractional CFO can help. Offering 
high-level financial expertise at a fraction 
of the cost of a full-time CFO, they can 
guide you in understanding your financial 
statements and turning them into action-
able strategies to grow your business and 
improve profitability.

If you’re ready to take control of your 
business’s financial health, let’s have a con-
versation. I’d love to help you unlock the 
full potential of your Income Statement by 
providing insights needed to guide your 
business toward greater success.

Jeff Solomon is the founder of CFO On 
The Go, , offering expert, part-time CFO 
services that empower business owners 
with financial clarity and leadership.
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