
00:00:05 Hi, again, welcome back. The best part of having a fully categorized profit and 
loss statement is using it to analyze the health of your business. So in this video, Parker is going 
to show you how to use your P&L to analyze the health of your business. Now, Parker and I do 
have one difference here that I want to speak to before you watch his video. 
 
00:00:27 And that is on the emphasis on profitability. I do absolutely agree that you should 
know how to analyze profitability, which you'll learn in this video with Parker. However, I do not 
agree that you always need to be profitable. For example, my businesses were break even, or 
even operating at a loss for many, many years, and this is post-bankruptcy post good 
decision-making because I was very intentionally making investments back into the business to 
build something much bigger than I would have been able to build. 
 
00:01:01 If I had been focused on profit and taking all the profit off the table, instead I 
intentionally reinvested most of my profits over the years to create infrastructure, to hire great 
people, to make lots of mistakes. And now I've got a business that I can sell. If I had only been 
focused on profits over the years and taking those profits out of the business, 
 
00:01:25 I would not be able to have the infrastructure that I have now. Now, one key here 
that has been critical. And I only learned this post-bankruptcy is that I could only run my 
business at a breakeven and make investments back into the business because I was 
personally making enough. And I was very clear on what that enough was for me. I was very 
clear that my business could consistently pay me what I needed and that I did not need to take 
the profits off the table to meet my own personal needs. 
 
00:01:59 As a result, I was able to be generous with the profit when I was not coming from 
that foundation of enough. And didn't even know what that was. I ended up feeling burdened, 
ended up feeling this constant, wonder of why was I paying everybody so much money, but 
that's what drove me into bankruptcy. Now that we've got a foundation in place from my own 
foundation of enough, 
 
00:02:22 we've got infrastructure, a proven income model, a market that loves our 
products, products that are all built out a leadership team and the rest. Well, now we're able to 
scale and we have a goal of $20 million in revenue with 30% profit margins as Parker discusses 
here. So listen in and learn. Hey gang, welcome to lesson three of module three. 
 
00:02:49 I'm sure some of you are excited to get into this one because we're going to 
finally start looking at the numbers and help you to understand how to analyze the numbers in 
your business. Now, because online businesses are relatively simple in terms of their business 
model. The main component we're looking at on the P and L is profitability because your 
profitability is going to tell you one of two things. 
 
00:03:15 Either you need to go make more money or you need to spend less money. And 
on the rare occasion, it might tell you both things at the same time. But although profitability is a 



relatively simple concept, we've been talking about it. Your profit is simply your revenue minus 
your expenses. There are some things that you can do. And some formulas you can use that 
will help you to gauge how you're doing compared to other businesses in your industry. 
 
00:03:44 So let's start to take a look at profitability. So if there's one formula you need to 
use in order to gauge the health of your business, your profit percentage is going to be the main 
formula to use. So your profit percentage is calculated by just taking your business's profit and 
dividing it by the total income or the total revenue that was brought in. And you can do this for a 
month. 
 
00:04:09 You can do it for multiple months, or you can do it for the year, whatever 
timeframe you want to do it for the formula stays the same. You're just taking your profit and 
dividing it by your income. So to give us a real life example, if we look at the profit and loss 
example, we were looking at in lesson one in lesson two, 
 
00:04:28 the net income or profit that the business brought in was $91,356. If we divide 
that by the total revenue, the total income that the business brought in, which was $230,000, 
that gives us 0.3, nine, seven. If you take 0.39, seven, and turn it into a percentage that gets 
you 40%. So what the heck does 40% mean? It means that this business is keeping 40% of the 
money it's making 40% of all the money this business brings in is kept as profit. 
 
00:05:07 So the question now is, is 40% a good amount of profit for a business to be 
making based on what we've seen with our clients and online business that does not rely 
completely on affiliates should be somewhere within the 40 to 50% range. Now, if you're doing 
over 50%, your business is really healthy. We've seen some clients get all the way up to 60 or 
70%. 
 
00:05:36 That just means their expenses are really low compared to the amount of money 
they're bringing in. Usually they're selling to their own list and they're not relying on affiliates in 
order to generate their revenue, an online business, that's only making 30% or less. Then we 
start to have some more concerns as to what's going on there. We're going to be asking the 
client a lot of questions about what are you spending your money on and how is your business 
model set up? 
 
00:06:06 Because if you're investing a lot in your business in a particular year, because 
you're trying to revamp your e-commerce systems or your website, or you've been doing a lot of 
coaching, or you brought in a consultant, then that's one thing. But if you're operating as normal 
and your expenses, your regular monthly expenses are so high that you're still making 30% or 
less profit, 
 
00:06:32 then you need to be pushing to generate more revenue, or you need to take a 
look at your expenses to see if you're overspending somewhere. You might want to get your 
calculator out here. Hopefully you can do the math in your head, but if you were in a position to 



either keep 90% of a million dollars or keep 1% of a billion dollars, 
 
00:06:57 what would you rather choose? I'll give you a second to think about this for those 
that need a calculator, but hopefully you're saying 1% of the billion, because 1% of a billion is 
$10 million versus 90% of a million is only $900,000. And I brought up this, this example 
because low profit can actually be a strategy. And there's actually large corporations out there 
that utilize this. 
 
00:07:24 They sell so much of whatever it is that they sell that even though their 
percentages aren't super high, the amount of profit they make is in fact really high. So let's take 
a look at an example with the previous business we've been looking at the total revenue was 
$230,000. So let's say we have a business that makes a million dollars a year and their profit is 
$150,000. 
 
00:07:51 When you use our formula of profit divided by income, the profit percentage for 
the million dollar business is only 15%. However, if you look at the profit comparisons between 
the $230,000 business and the million dollar business, even at 15%, the million dollar business 
is still making more profit than the $230,000 business. You know, the $230,000 business is 
keeping 40% of its revenue, 
 
00:08:22 but because its revenue is so low, it's still not making as much profit as the 
million dollar business. We do work with clients that have businesses that look a lot like this, and 
these businesses tend to have a lot of affiliate expenses. So they don't tend to rely so much on 
selling to their list, or they don't really use Facebook ads to drive their revenue. 
 
00:08:50 They're only using affiliates. And the typical affiliate agreement at this point is 
about 50%. So that means right off the bat, 50% of the revenue that they generate is gone. So 
from there, the re the other 50% that they have leftover needs to cover the rest of the expenses 
in their business. And that means it could be covering all of their contractors. 
 
00:09:15 It could be covering their payroll, it's covering all their software and all the  
expenses we've looked at on the PNL. So when it's all said and done their profit percentage is 
relatively low, which is why it's important that entrepreneurs with this type of business model 
drive a lot of revenue in order to create enough profit to make it worth their while the other thing 
you need to consider here too, 
 
00:09:39 is that although $150,000 doesn't seem like a lot for a million dollar business, 
$150,000 is still a nice six-figure income for the owner of the business. And the owner of the 
business is probably having a good chunk of their rent paid for. They're probably getting their 
health insurance paid for through the business utilities paid for all those owner benefit, things 
that we were talking about at the end of lesson, 
 
00:10:04 two, of course, all businesses want to have as high of profit percentage as they 



possibly can. And the last example, if that million dollar business had 50% profit, then they'd be 
keeping $500,000. So of course that's better than keeping $150,000, but your business model 
has to make sense for it. So let's take a look at a business example that has a high profit 
percentage with our low profit percentage example, 
 
00:10:34 the business was bringing in a million dollars a year and keeping $150,000 of it. 
With this example, the business is making $450,000 a year, so still less than half of the million 
dollar business, but they're keeping $275,000 in profit. That means they're keeping 61% of the 
revenue that's being generated. If you don't think this example seems realistic, I can assure you. 
 
00:11:03 We have multiple clients that have profit percentages that look just like this and 
have profit. That looks just like this. The beauty of running an online business is that there aren't 
a lot of expenses that need to happen in order to operate your business. However, the way you 
generate revenue is going to be really important to decide how much profit you're going to 
actually get to keep. 
 
00:11:29 So again, with the low profit percentage example, that business is relying heavily 
on affiliates to drive their revenue for them. However, with the high profit percentage example, 
this business is selling directly to their email list. Maybe they're spending a little bit of money on 
Facebook ads to send people into their sales funnel and convert some sales there, but they 
have a highly engaged email list that loves what this entrepreneur is doing, 
 
00:11:59 loves what this entrepreneur is selling. So whenever this entrepreneur has a 
launch, they're not having to spend a lot of money or give a lot of money away to affiliates in 
order to generate the revenue that you see on this page. What I want you to take away from the 
low profit percentage and high profit percentage, examples are the way these businesses drive 
their revenue, 
 
00:12:23 the cost of driving their sales. If you're going to rely on affiliates, then you need to 
understand that you're going to have lower profits than a business that doesn't rely as heavily on 
affiliates that doesn't make your business bad. It just means you need to manage your business 
and your expenses appropriately. If you are managing a business where you have a large email 
list and that's been a priority for you, 
 
00:12:49 then you've probably made a lot of sacrifices to get to that point. And it's probably 
taken you longer in order to generate revenue. Ultimately there's pluses and minuses to either 
strategy. You just need to understand that managing your finances is going to look different 
depending on the strategy you're utilizing the businesses that seem to be the healthiest, usually 
have a combination of different means in which they drive their sales. 
 
00:13:20 So even a business that has high profit percentage, who is primarily selling to 
their list, they're still working with some affiliates. They're still working on, on trying to convert 
Facebook ad sales, because it's always good to have different options because maybe your 



email list gets tired of what you're selling and you start to lose people, or maybe your affiliates 
aren't driving as much sales as they used to. 
 
00:13:48 It's important that you have various forms of revenue driving activities in order to 
keep your business stable and secure a few things to think about as you consider your costs of 
driving sales. If you're working with a lot of affiliates, that's the lowest risk form of marketing that 
you can participate in because your affiliate marketers don't make any money unless your 
making money. And that's a really secure place to be in. 
 
00:14:16 If you have your own email list, obviously that's a great position to be in because 
you have the potential to have a high profit percentage business, but there's no guarantee that 
you convert sales from your email list. So that's why it's really important. You have that side of 
managing your business down, and if you're going the advertising route, that's probably the 
riskiest, 
 
00:14:40 because if you're spending money on Facebook advertising, there's no guarantee 
that you're going to actually convert those clicks into sales. So that's why it's important. You're 
looking at your profit and loss statement every month in order to see where are your expenses 
coming from and what are your major expenses that are keeping your profit percentage, 
wherever it's at historical data is crucial to analyzing your business. 
 
00:15:07 Obviously, we're looking at the profit percentage formula, which is really great, 
but the longer you have a bookkeeper involved in your business and the more historical data 
you have available to you, the more you can analyze and see what you're doing right, or what 
you're doing wrong. Because one month of P and L information is better than no months, but 
there's only so much you can do with that. 
 
00:15:32 But if you have six months, 12 months, 24 months worth of P and L data, well 
now you can start to pick out trends and see are your sales growing? Is your revenue growing? 
Are you becoming less profitable or more profitable as your revenue grows? And, and these are 
trends that don't take a lot of brain power to figure out. 
 
00:15:55 It just means generating some reports and taking a look to see what kind of 
trends you can pick out. So that's why it's so important that you stick with a bookkeeper, keep 
the financial data going into QuickBooks, because the longer you operate your business with 
good financial practices, the more financial data you'll have in order to track your business's 
progress. Imagine being able to look at your P and L for 2015 and compare it to where you're at 
in 2016, 
 
00:16:25 or imagine if you had 2014 and 2015 to compare it to what categories tend to 
consistently be the biggest, is it affiliates your contractors, your marketing, are you getting a 
good return on investment for these bigger categories? What value do these expenses add to 
your business? Do certain expenses have big increases throughout the year? And why would 



they, what are your best months for sales? 
 
00:16:51 Why would certain months be bigger than others? These are the types of 
questions that you can be asking yourself as you're looking through your historical data. I know I 
just threw a lot of questions out there in that last slide. I'm not expecting you to have written 
them down or to have answers to those questions. The point of it was to just show you the types 
of questions and insights you can gain from having an extended period of financial data to 
utilize. 
 
00:17:20 The reality is most of you are just getting started. So some of these questions I 
asked in the last slide, aren't really relevant To you yet. However, as You start to examine your 
PNL for the first time, whether it's a month's worth of data or a couple months worth, there are 
some things you should be thinking about and some questions that you should be asking 
yourself as you're looking at your financial data for the first time, 
 
00:17:44 the first question you need to ask yourself. When you look at the P and L is, are 
you on track to hit your revenue goals for the year? If you don't have revenue goals for the year, 
you need to make some, you need to take some time, do some math and figure out how many 
clients do you think you can bring on how many customers do you think you can sell to at what 
price point are you selling them, 
 
00:18:07 do some basic math and figure out what you realistically think you can sell based 
on your affiliate relationships or based on the size of your email lists or based on your ability to 
convert Facebook ads, whatever it is, take some time and figure that out that way. When you 
look at the P and L every month, you can see how much revenue did you generate, 
 
00:18:26 and how is that getting you closer to hitting your target for the year? The next 
question you should ask yourself are what are the costs associated with generating your 
revenue? So, again, we talked about this in this lesson. Are you relying on affiliates? Are you 
spending money with Facebook ads? Are you focusing on growing your list? So what costs are 
associated there, 
 
00:18:49 get clear on what those, those expenses are. So you can keep track of them 
throughout the year and see if you're getting a good return on your investment in those areas. 
The next thing you need to ask are what are your profitability goals? Are you on track to hit 
them? Just like with your revenue, you should take some time and think about how much of the 
money that I generate this year. 
 
00:19:09 Do I want to keep as profit? The next question is really important for smaller 
businesses that are trying to leave money left over in the business to help it grow. So what is 
the minimum amount of money you can pull out of the business to cover your personal 
expenses. And this is where your personal expenses and your personal life can really affect 
your business because the more expenses you have on the personal side of things, 



 
00:19:36 the harder it is for the business to cover them. So it's really important that you're 
clear on what that minimum amount is. So you can have the business cover those expenses 
and hopefully have money left over that can be invested back in the business to help it grow. 
You should also be thinking about what your ideal amount of money you'd like to be paying 
yourself is because that should really help you to figure out what your revenue and profitability 
targets need to be. 
 
00:20:05 So that way you're, you're pushing forward to get your business to a point that 
you're getting paid, what you feel you should be getting paid as the owner and operator of your 
online business. You should also be thinking about leaving money in the business to cover 
cashflow issues and to be able to invest back into the business. So if you made $5,000 in profit 
last month, 
 
00:20:29 and you have to take $5,000 out of the business in order to pay yourself, you now 
have $0 left in the business to reinvest or to cover cashflow issues. So that's an important 
aspect of the business to be monitoring as well as you look at the P and L every month, lastly, 
you should be asking yourself, what are the biggest expense categories in your business right 
now? 
 
00:20:53 Because if your business is small, those expense categories, yes, they might be 
the biggest, but that doesn't mean you need to cut back on them. A lot of the times when your 
business is getting started, you need to focus on driving revenue. You can't cut back on any 
expenses because you're already operating at the minimum level possible. So you're going to 
need to focus really all your time and attention on getting more customers, 
 
00:21:20 getting more clients. However, if your business is fairly established and you're 
seeing some trends with how much you're spending in certain expense categories, then it might 
be helpful to take a look and ask why those expenses are so high and how necessary is it for 
those expenses to remain so high? What we found with our clients is simply looking at your P 
and L every month, 
 
00:21:44 making it a priority every month is the financial therapy most entrepreneurs need 
because by forcing themselves to see the reality of what's going on in their business to see 
exactly how much money hit their checking account last month, to see all the money that they 
spent, and then see the profit that they have leftover that alone is enough to force them, to ask 
the questions they need to ask themselves in order to move their business forward. 
 
00:22:14 So in this lesson, we obviously learned how to use the profit percentage formula. 
We got a better understanding of what the profit percentage means to your business. And we 
were also able to give you some questions to ask yourself when you look at your PNL, so you 
can gain a deeper insight into your business and hopefully make better decisions that will drive 
your business forward in the direction that you want it to. 



 


