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PROFIT AND LOSS
The following words will be found in the article. Read the words aloud with your
instructor. Mark any word about whose meaning you are uncertain. Use the question “What
does ___________ mean?” to ask your instructor for help.
WORDS

1. break-even point

7. cost

2. output

8. loss

3. gross

9. sales

4. profit

10. profit and loss statement

5. fixed

11. income

6. overhead

12. net

Article
00

The Profit and Loss Statement

This chart illustrates the
break-even point1 of any
business. As you can see, the
break-even point is the point in
the annual output2 where the
number of units sold, or number
of services provided, produces
enough gross3 profit4 to cover
total costs, including fixed5
overhead6 costs7 of operations.

6

Overhead (which includes
rent for your premises, marketing
costs, wages, telephone, postage,
stationery, etc.) is then subtracted.
The remainder is operating profit.

P&L Statement
Total sales

340,000

Purchases

120,000

Shipping

13,500

Total cost of sales

133,500

Gross profit

206,500

Gross profit margin

61%

Overhead costs

150,000

1-1 PROFIT AND LOSS

A P&L statement starts with the
gross income11. Any discounts or
allowances are subtracted to arrive
at net12 income. Cost of sales (in this
case, purchases and shipping) is then
taken to give gross profit. Gross profit
margin is calculated as gross profit
divided by total sales.
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Loss8 occurs whenever fixed costs exceed sales9. Profit occurs whenever sales
exceed total costs. As you can see in the graph on page 6, the break-even point for this
company is reached when 5,000 units are sold. It is at this point that total sales (or gross
profit) equal total costs. Now we’ll look at a Profit and Loss Statement10.

(Burn rate)
Operating profit
Tax
Net profit

56,500
14,000
42,500

Tax is then taken away from
Net profit margin
12.5%
operating profit to arrive at net profit
or loss. You may now calculate your net profit margin as net profit divided by total sales.
By looking at both the break-even point and the profit and loss statement, you can
get a quick feel for the basic economics underlying profit and loss of a corporation.
In the next section, we will look at stocks and how they affect the profits and loss of a
company.

Did You Know . . . ?

The business idioms “in the red” and “in the black” come
from the traditional accounting practice of writing any losses to
the company in red ink and any profits in black ink.
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Vo c a b u l a r y
Vocabulary Builder
1. break-even point

2. output

(n.)

the point in the annual output where the
number of units sold, or number of services
provided, produces enough gross profit to
cover total costs of operations

the quantity or amount produced in a given
time

3. gross

4. profit

(a.)

(n.)

without deductions; total (as the amount of sales,
salary, profit, etc.) before taking deductions for
expenses, taxes, or the like

the monetary surplus left after deducting wages,
rent, cost of materials, etc.

5. fixed

6. overhead (burn rate)

(a.)

not fluctuating or varying
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(n. phr.)

(n.)

the general fixed costs of running a business
( e.g., rent and utilities), which cannot be
attributed to a specific product or part of the
operation

7. cost (expense)

8. loss (deficit)

(n.)

(n.)

the amount by which costs exceed income

9. sales

10. profit and loss statement

(n.)

(n. phr.)

a statement for a particular period of time
showing a business's gross income, cost of goods,
operating costs, and net profit or loss

11. income (revenue)

12. net

money that comes from sales to customers

1-1 PROFIT AND LOSS

the revenue generated when a business receives
payment from a customer in exchange for goods
or service

(n.)
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an outlay or expenditure of money, time, labor,
trouble, etc.

(a.)

remaining after deductions of charges or
expenses

Additional Vocabulary
13. gross margin

14. volume

(n. phr.)

a percentage of the gross profit relative to the
total sales

shipping

salary

(n.)

the quantity of units of output the company sells,
or the number of times its services are provided
to customers

stationery
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