
Lesson 1                                                                                      [image: ]

Understanding Profit & Loss



What a Profit & Loss Shows 
Your Profit & Loss shows how much money came in (sales), how much you spent to make those sales (costs), and what was left over after paying all your bills (profit). 
What Your Profit & Loss Does NOT Show 
Just because you have profit doesn’t mean you can spend it all. You still need to pay loans, credit cards, and save money for future bills. If you spend every dollar of profit, you may run out of money later.
Demystifying the Profit & Loss Statement
	Category 
	Amount ($)

	Revenue 
	$45,000.00

	Cost of Goods Sold (COGS)

	 Materials & Parts 
	$12,000.00

	 Subcontractor Labor 
	$5,000.00

	Total COGS 
	$17,000.00

	Gross Profit [footnoteRef:0] [0: Takes your sales, and reduces the Cost Of Good Sold for this number] 

	$28,000.00

	Operating Expenses/Indirect Costs

	 Payroll (Direct) 
	$8,500.00

	 Payroll Taxes/Benefits 
	$2,000.00

	 Rent 
	$1,800.00

	 Insurance 
	$600.00

	 Utilities 
	$350.00

	 Marketing 
	$1,200.00

	 Software/Subscriptions 
	$750.00

	 Other Admin 
	$500.00

	Total Operating Expenses 
	$15,700.00

	Net Operating Profit [footnoteRef:1] [1:  Takes your Gross Profit less Your Operating Expenses results in a Net Profit] 

	$12,300.00

	Other Income/Expenses

	 Loan Interest 
	-$300.00

	Net Profit [footnoteRef:2] [2:  Considers “other expenses/income” if this line item is larger that 1,000.00 contact an accountant stat] 

	$12,000.00




Key Takeaway

Profit is not the same as money in your pocket.

	
■ When to Call Your Accountant 
· You’re not sure what counts as a business expense 
· Your P&L; shows profit but your bank account is empty 
· Your numbers look “off” and you can’t figure out why 
· When you need help setting up your bookkeeping the right way





Try It Yourself 
Step 1: Write down how much money came in and what you spent last month. 
Money In (Sales): ___________________________ 
Money Out (Costs): _________________________ 
Money Out (Expenses): _____________________ 
Profit (What’s Left): ____________________ 
Check What You Owe 
Step 2: Write down the bills, credit cards, or loans you still need to pay this month. 
Bills/Loans: _____________________________ 
Credit Cards: ___________________________ 
Safe Amount to Take 
Step 3: Decide how much you can take for yourself without running out of money later. Safe Owner Draw: _______________________









Reflection 
Think about what you learned from this exercise. 
• Did you have enough money left after paying bills? ___________ 
• What will you do differently before taking money out next time? 
■ Action Step: Make it a habit to check your bills before paying yourself every month.
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