
BALANCE SHEET AND PROFIT

The profit and loss statement and the balance sheet are two of the three financial statements that companies issue
regularly. Although the balance sheet and the profit and loss statement (P&L) contain some of the same financial
information including revenues, expenses, and profits.

The income statement summarizes the total revenue, expenses and profit or loss incurred during the period
covered. Assets can include cash, accounts receivable, inventory, property, patents and investments.
Remember, the balance sheet is simply a snapshot of a company's financial profile, which will change shortly
after the sheet is produced. Aside from being an accountant, Avenir is also a business consultant. Income
Statement An income statement, also known as a profit and loss statement, is a separate accounting document
from the balance sheet. Key Differences One of the major differences between the profit and loss statement
and the balance sheet involves their respective treatments of time. These are divided into fixed assets, like
large items of equipment like computers and furniture, and current assets, which are assets that are more easily
and quickly converted into cold hard cash, like money owed by customers and money in the bank. Added to
these liabilities is all the equity the business has, which is the money that has been invested into the company.
Each partner pays tax on the amount of net profit they receive, regardless of how much the partner may have
taken out as drawings. How the Statements Are Calculated The income statement requires accountants to add
up the company's revenue on one portion and add up all of its expenses on another. While other statements
like the income statement or statement of cash flows are more traditionally used to examine company revenues
and profit ratios, the balance sheet also can play an important role in judging company worth. Analysis KPI
Formula What percentage of the sales price covers the cost of providing or producing the product or service?
Sole traders â€” drawings money taken by the owner for personal use are not an expense. References 2 U.
Balance sheet The balance sheet gives you a snapshot of how much your business owns its assets and how
much it owes its liabilities as at a given point in time. References 3. What the balance sheet indicates is
basically what would be left if a company and all of its assets was sold and settled all of its debts at once. By
comparing these accounts with previous balance sheet versions, analysts can note how much value has
increased and deduct how much the company profited between the two periods. For this reason, every investor
should be curious about all of the financial statements , including the income statement and the balance sheet,
of any company of interest. Balance Sheet Composition The balance sheet is made of two different parts:
business assets and everything else. The assets should always equal the liabilities plus the equity. Accounts
Covered Income statements include only revenue and expense accounts. It takes a snapshot of company
accounts and lists them all out in specific categories. Real accounts are those pertaining to assets, liabilities
and capital. For example, it shows accounts receivable, cash and investments on the asset side, which are all
signs of how much money the business will have available in the short or long term. He is a technically
inclined businessman experienced in construction and real estate development. If your gross profit margin
decreases over time you will need to determine the reason and take action to address the decline. He graduated
with a degree of Bachelor of Science in business administration. The net profit margin is an indicator of how
much profit you make before tax from every dollar you spend. But in a business, money is constantly moving;
old debts are paid off, new debts are formed, equity is adjusted and assets are bought, sold and depreciated.
When you subtract the liabilities from the company's assets, you get the equity for the shareholders or owners.
Instead, it reports the value of all assets, liabilities and equity as of a given date. Current assets Items of value
that are expected to be consumed or converted into cash within the next 12 months, such as stock that turns
over regularly and payments from debtors. Current liabilities Items expected to be paid within the next 12
months, such as credit card debts, tax owed, short-term loans, and stock purchases. A balance sheet is usually
completed at the end of a month or financial year and is an indicator of the financial health of your business. It
is designed to show everything a business owns and everything a business owes in one quick look. It does not
specifically list the company's profits. A firm's ability, or lack thereof, to generate earnings consistently over
time is a major driver of stock prices and bond valuations. Shareholders' equity represents the net value of a
company, or the amount that would be returned to shareholders if all the company's assets were liquidated and
all its debts repaid. Balance sheets are more frequently used by investors and lenders since they show how
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much the company is actually worth after deducting all liabilities from total assets. Closely monitoring
financial statements highlights where revenue is strong and where expenses are incurred efficiently, and the
opposite is true as well. Your accountant can provide detailed advice regarding your structure. As well as this
quick check, you can also use your balance sheet to calculate some useful ratios. It's a good indicator for
owners and lenders to see whether a company is one that is poised to expand or one that is struggling to
survive.


