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Manual Accounting – Module 25 

 

Preparation of Final Accounts - Profit and Loss Account 

The Profit and Loss Account (P&L Account) is a crucial part of a company’s 
financial statements. It shows the company's revenues, expenses, and profits or 
losses over a specific period, typically a fiscal year. The purpose of the P&L 
account is to determine the net profit or net loss of a business. 

Structure of the Profit and Loss Account 

The P&L Account is generally divided into two parts: 

1. Income (Credit Side): This includes all the incomes and gains earned by the 
business during the accounting period. 
2. Expenses (Debit Side): This includes all the expenses and losses incurred by 
the business during the accounting period. 

Components of the Profit and Loss Account 
1. Revenue 

• Sales Revenue: Total sales made during the period, both cash and credit 
sales, after deducting any sales returns. 
• Other Operating Revenues: Revenue from other regular business activities 
such as service income. 
• Non-operating Income: This includes interest income, dividend income, rental 
income, and any gains from the sale of assets. 

2. Operating Expenses 

• Administrative Expenses: Expenses related to the administration of the 
business, such as office salaries, rent, and insurance. 
• Selling and Distribution Expenses: Expenses related to selling goods, such as 
advertising, sales commission, and carriage outward. 
• Depreciation: Allocation of the cost of tangible assets over their useful lives. 
• Amortization: Allocation of the cost of intangible assets over their useful 
lives. 

Operating expenses are deducted from Gross Profit to arrive at the Operating 
Profit. 

3. Non-Operating Expenses 

• Interest Expenses: Interest paid on loans and other financial costs. 
• Losses on Sale of Assets: Losses incurred from the sale of assets. 
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• Other Non-Operating Expenses: Any other expenses not directly related to 
the main business operations. 

Non-operating expenses are deducted from Operating Profit to calculate the Net 
Profit Before Tax. 

4. Provision for Taxation 

• Income Tax: The estimated tax liability for the period. 

After deducting the provision for taxation from Net Profit Before Tax, you arrive 
at the Net Profit After Tax. 

5. Appropriations 

• Transfer to Reserves: A portion of the profit is transferred to various 
reserves. 
• Dividends: Profit distributed to shareholders. 
• Retained Earnings: Profit that is retained in the business after all 
appropriations. 
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Example Format of Profit and Loss Account 

 

 

 

 

 

 

 

 

 

 

 

 

Solved Example on Profit and Loss Account 

Question: From the following information, prepare Profit and loss Account of M/s 
Sahil Bros for the Year ending on 31.03.2012. 
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Solution: 

 

 

 

 

 

 

 

 

 

 

 

Explanation: 

1. Gross Profit of ₹97,000 is brought down on the credit side of the Profit and 
Loss Account. 
2. Discount Allowed to Customers (₹2,000), Printing and Stationery (₹2,000), 
Office Rent (₹5,000), Repair (₹2,400), Insurance Premium (₹5,100), and 
Telephone Charges (₹1,000) are listed as expenses on the debit side. 
3. Discount Received from Creditors (₹3,000) and Interest Earned (₹5,000) are 
listed as income on the credit side. 
4. The Net Profit is calculated by subtracting the total expenses from the total 
income, which is then transferred to the capital account. Here, the Net Profit is 
₹87,500. 
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Assignment 

Ques 1: From the following information, prepare Profit & Loss Account of M/s 
Sarthak Traders for the year ending on 31.03.2012. [Hint: Net Loss = Rs 27,400] 

 

 

 

 

 

 

 

Ques 2: The following balances are extracted from the books of M/s Moonlight 
Traders as of March 31, 2023. Prepare the Trading and Profit and Loss Account 
for the year ended March 31, 2023: [Hint: Net Profit = Rs 198,000] 

 

 

 

 

 

 

 

 



 

 

6

6 of 7 

 
Manual Accounting – Module 25 

 

Ques 3: Prepare a Trading Account and Profit & Loss Account for the year ending 
March 31, 2022, from the following particulars: [Hint: Net Loss = Rs 25,000] 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

7

7 of 7 

 
Manual Accounting – Module 25 

 

Ques 4: The following balances are extracted from the books of M/s Star Traders 
as of March 31, 2023. Prepare the Trading and Profit and Loss Account for the 
year ended March 31, 2023. [Hint: Net Profit = Rs 200,000] 

 

Ques 5: The following balances are extracted from the books of M/s Galaxy 
Traders as of March 31, 2023. Prepare the Trading and Profit and Loss Account 
for the year ended March 31, 2023: [Hint: Net Profit = Rs 130,000] 

 

  


