Creating a Profit and Loss Statement
Introduction:  Welcome to creating a profit and loss statement.  Produced by Virtual Advisor.  To navigate through the workshop, click on the Continue and Previous buttons.  To begin the workshop, click on the Continue button.

Section 1:  Here’s a quick question:  How much money is your business making?  How much is it losing?  Do you know for sure?  A profit and loss statement, also known as an income statement, answers these and other financial questions.  It tells you and your stock holders how your business has performed financially within a specific period of time.  This workshop outlines the components and process of developing a profit and loss statement.  When you are finished, your understanding of these important documents will give you greater insight into your company’s growth and financial health.

In order to create a P&L, you’ll need to use some financial data from your business and four simple calculations to tell you the net profit or net loss of your company.  We will start with the financial data, which includes your company’s net sales, cost of goods sold, operating expenses, other income, and other expenses.  Net sales are the total sales generated for the time being analyzed, such as a month, a quarter, or a year.  Think about the time period you want to analyze and take a moment and calculate your net sales.
Next, look at the cost of goods sold.  This gets a little more complicated because the way you calculate this number depends on the type of business you have.  Click on the icon that represents your type of business to learn how to calculate cost of goods sold.
Section 2:  Now take a look at your operating expenses, which may be reported in two parts, selling expenses and general administrative expenses.  Lastly, identify any other income or other expenses and losses that should be on the P&L.  Click on each of the terms to learn more.
Section 3:  Now that you have an idea of what financial data is required to complete the statement, you will want to calculate the results using the following calculations:
Section 4:  Under the single step format, all operating revenues and gains are combined and listed first followed by all combined operating expenses and losses.  The difference between total revenues and total expenses represents income from your operations.
Section 5:  The second format is called a multi-step format and is more complex because it divides the P&L into separate sections and includes various subtotals to reflect different levels of profitability.  This type of format is often used by manufacturing, merchandising, retail, and wholesale companies. 
Section 6:  Now that you’ve had a chance to review several samples of P&L statements, it’s your turn.  So first you’ll need to identify when you will record revenues and expenses.  Under generally accepted accounting principles, revenues can be recognized before cash is actually received.  Merchandising and manufacturing businesses that sell products and carry inventory often use this approach by recognizing income when products are sold and not when payment is received.  On the other hand, service companies use the cash basis of accounting and only recognize income when they receive payment and not when they bill clients.  Likewise, your methods for recognizing expenses and losses should be clearly defined and appear reasonable to an unbiased observer.  Expense recognition can be divided into three subcategories:  direct matching, systematic and rational allocation, and immediate recognition.  Click on each term to learn more.
