Retained Earnings explained
retained earnings excerpted from my published manual "Basic Bookkeeping for Small Business" : 

A profit and loss statement indicates how the business operations have been increasing or decreasing over a period of time.  To keep a clear record of this, "operating" accounts are used.  These are either income or expense accounts.  At the end of each year these accounts are balanced off against each other by making a closing entry.. the resultant is recorded as profit or loss and is entered on the balance sheet under the owners capital account (equity).  No balance remains in the operating accounts at the year end, so that the current year reflects only changes that take place in that year. 

At the end of each fiscal period, all revenue and expense accounts and the owner's drawing account are closed.  These accounts list information for a fiscal period and should not carry over to succeeding fiscal periods.  Since these accounts show the changes that take place in owner's equity, their balances should be transferred to the permanent capital account (Retained Earnings) in order to bring that account up to date.  After being closed, these accounts can be used again, starting at a zero balance, for recording revenue, expenses, and withdrawals for the next fiscal period.
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