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A profit and loss statement (also referred to as an income statement or just

P&L) is a financial report that shows a company’s revenue and expenses

during a particular time period along with the gross profit (or net income)

calculated from adding the two together.

In short, a P&L is a detailed report on your company’s health which you can

then use to fix problems and make improvements (unlike that sketchy

doctor…). However, it’s used for much more than that including qualifying

for a business loan and acquiring investors. 

In fact – The IRS makes you create one every year when you file your taxes.

So without knowing you might have already have one from last year.

https://www.excelcapmanagement.com/applying-business-loan-get-growth-capital-business-needs/
https://www.excelcapmanagement.com/applying-business-loan-get-growth-capital-business-needs/
https://www.irs.gov/pub/irs-pdf/f1040sc.pdf


Why should I create a profit and loss

statement?

In general, a profit and loss statement helps show you where the company

is going before it gets there. As mentioned, it offers a detailed report on the

health of the company and this has several important benefits.

https://www.excelcapmanagement.com/profit-and-loss-statement/f1040sc_page_1/
https://www.excelcapmanagement.com/profit-and-loss-statement/f1040sc_page_1/


Most notably, a P&L statement allows you to do 2 things:

Make adjustments if things look off-course

Maximize your profit if things are already going great

No matter where you are in your business, a profit and loss statement will

help you optimize your process so that you stay on track and can maximize

profits.

In addition, a profit and loss statement is the only financial statement

required by the IRS, so you might as well invest the time and effort

necessary into producing an accurate and detailed statement as it can very

well help move your business forward.

How to prepare a profit and loss statement

Here’s how to complete– and benefit from– a profit and loss statement (the

3,000-foot view):

Calculate revenue

Calculate expenses

Calculate profit

Study the numbers

Pretty straightforward, right? It gets more complicated, but just remember

that this is the basic idea.

You want to get an accurate calculation of your gross profit (or net profit,

depending on how you’ll be using your P&L), study those numbers, and

then use them to improve your cash flow and overall process. And don’t

worry, if you’re unfamiliar with any of the terms I just mentioned, we’ll talk

more in a bit about what each of those things are.

Let’s dig into more detail. But, first, there are two very important points you

need to keep in mind before we begin:

1. 

2. 

1. 

2. 

3. 

4. 



You need to track your revenue and expenses accurately: If

you’re not tracking your revenue and expenses accurately, it will be

impossible to produce an accurate profit and loss statement, if at all.

Plus, an inaccurate P&L statement can be just as, if not more,

damaging than not running one at all because you’ll be taking action

based on false information. This isn’t complicated, though. You can use

something like Quickbooks to partially automate the process for you.

Either way, make sure this is implemented before attempting to run a

P&L. The SBA has a great guide on how to track your revenue here

You need to specify a period of time: A profit and loss statement

is always done within a specified time period, so identify what that

period of time is for you before moving forward. Examples of this could

be a P&L for all of 2018 or a single 3-month quarter.

Got it? Great. Now let’s talk about how to prepare a profit and loss

statement:

*Note: Keep in mind that you can use software like Xero or Quickbooks to

not only track revenue and expenses (as mentioned above), but also to

generate your P&L or income statement for you with much less work and

hassle as compared to doing it manually. 

1. Calculate revenue

The first step is pretty simple– calculate your revenue for the specified time

period. Revenue is defined as the total amount of money your business

generated during a specified period of time. Typically, this money is

generated by the selling of your products and services. 

2. Calculate expenses

Next, it’s time to calculate your expenses. Yay…

This includes everything, most notably, the various costs to produce and

sell the goods or service which you used to generate revenue.

1. 

2. 

https://quickbooks.intuit.com/
https://www.sba.gov/sites/default/files/files/PARTICIPANT_GUIDE_RECORD_KEEPING.pdf
https://www.xero.com/us/pricing/?CJAID=12451953&CJPID=7356017&utm_source=Affiliate&utm_medium=Text&utm_campaign=buynow


Examples include:

Marketing & advertising

Raw materials (if you make a product)

Office supplies

Payments to contractors

Etc.

Gather any all relevant expenses, even the odd ones you’d be likely to

forget such as returns and refunds. As mentioned earlier, the usefulness of

your P&L report will be based on how accurate it is, so make to include

everything here.

3. Calculate profit

Now is the fun part. Take your two calculations and put them together to get

your gross profit (I.E. before taxes):

Revenue – Expenses = Gross profit

Keep in mind that this is a bit of a simplification of what most P&Ls look like.

In all likelihood, your P&L will look something more like this:

Revenue

– Cost of goods sold (product or service creation-related expenses)

___________

Gross profit

– Selling / administrative expenses (expenses related to moving or

maintaining the product or service)

___________

Net operating profit

– Income taxes

1. 

2. 

3. 

4. 

5. 



________________

*Net profit (or loss)

Net profit or loss, depending on if you ended in the positive or negative for

the selected time period, is the final number your P&L report will generate

and it is the actual profit the company generated (or money it lost).

However, keep in mind that gross profit (profit before additional non-

product-related expenses) and net operating profit (the money the business

has left after all expenses are paid for) are the numbers that you’ll typically

be most interested in as that’s what is in your control to change. 

4. Study the numbers to understand the

profit and loss statement

Now that you’re profit and loss statement is complete, it’s time to study the

numbers. Take time to pour over every detail from gross profit to net profit

to get an idea of the overall health of your business.

The primary thing to look for here is weaknesses. Is your cost of goods sold

too high? Are other expenses getting a bit out of hand? Is there a period in

the year where revenue consistently increases by a noticeable margin? Do

you know why?

The more time you take to study the information in your P&L the better you

can take advantage of the information you’ve uncovered.

Now that you’re done studying your new P&L, all that’s left is to take action

based on the information you’ve found. Keep in mind that your profit and

loss statement is only useful to the degree that you use the information (or

the statement itself, in the case of acquiring a business loan), so take action

and make the most of the insights you’ve uncovered.

No matter your business goals, whether it’s to identify room for

improvement in your budget or cash flow, apply for an SBA Loan or other

type of business loan, or attract investors, a profit and loss statement is a

https://www.excelcapmanagement.com/top-10-sba-lenders/


useful tool for moving your business forward. Use your P&L to obtain an

accurate gauge of the health of your business and move forward towards

profitability.

https://www.excelcapmanagement.com/profit-and-loss-statement/
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