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How to Read your Financial Statements 

There are two common misconceptions about financial statements. 

1. Understanding financial statements is hard 
2. You can run your business without financial statements, and get away with it 

Let’s clear these up. 

First, financial statements aren’t just for full-time number-crunchers with fancy letters after their 
name. They are feedback mechanisms that allow business owners and managers to keep their finger 
on the pulse of the health of the business. 

Second, financial statements are critical to your small business, if you like money and getting more of 
it. Without financial statements, you won’t be able to do things like plan your expenses for next year, 
invest in important assets, secure a loan, or sell your business. 

What are financial statements? 

Financial statements are reports that summarize important financial information about your business. 
There are two main types of financial statements: the balance sheet and profit & loss statement. 

We’ll look at what each of these financial statements do, and examine how they work together to give 
you a full picture of your company’s financial health. In the last section of this document is a summary 
of “Key Number to Track and Benchmarks” for you to use as a contractor.  

Profit & Loss Statement (Income Statement) 

While the balance sheet is a snapshot of your whole business from its inception, the profit & loss 
statement focuses on your operations for a specific period. How much are you making (revenue)? How 
much are you spending (expenses>, and how much you get to keep (net profit)? 

Here’s an example of an income statement: 

Revenue: how much you earned from delivering good and services 
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Cost of Goods Sold (COGS): the total amount it cost you to make the goods and services you sold.   
These are the costs directly related to producing that revenue and include all the burden on labor 
(taxes, benefits, workers comp insurance, union benefits, etc.) 

Gross Profit: Gross Profit = Revenue – COGS 

Gross Profit Margin: Gross Profit / Revenue = The % rate of return you made on the goods or services 
you sold. 

NOTE: Contractors live and die by gross profit MARGIN.  Margin by definition is a % and is what I call 
the ‘great equalizer’.  It doesn’t matter what your revenue is until you exceed a certain level, as you 
grow, your gross profit margin year over year should stay consistent.  See below for some benchmarks. 

Operating / Overhead Expenses: the cost of running your business, not including COGS (things like 
rent, utilities, marketing, office help, etc.).  These are also sometimes called Sales, General and 
Administrative Expenses (SG&A). These should also include your salary as an owner. 

Net Profit: Net Profit = Gross Profit – Operating Expenses. Net Profit: tells you how profitable your 
business is. 

Just because your products are profitable, doesn’t mean your business is profitable. You could be 
making a killing on every product you sell, but spending so much on advertising that you walk away 
with nothing. 

The Balance Sheet 

A balance sheet is a snapshot of your business’s value and worth, at a point in time, since its inception. 
It tells you how much money you have, and where it’s kept, or where you’ve spent it. 

How often your bookkeeper prepares a balance sheet for you will depend on your business. Generally, 
it is once a month. 

Balance sheets are broken up into three general categories: assets, liabilities, and equity. 

Assets 

Assets are how much current or future money you have to work with, as well as assets that will help 
you in generating goods or services you provide.  Assets consist of cash in the bank, accounts 
receivable, prepaid expenses, fixed assets and other assets.  Here is an explanation of each section. 
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Current Assets: 

This would be anything that is currently or can be in the next 12 months, converted to cash.  This is 
usually: 

 Cash in bank 

 Accounts Receivable 

 Prepaid Expenses 

Fixed Assets 

These are investments a business has made into assets that have a life span of use for more than one 
year.   

The value of these fixed assets is reduced by depreciation as the life of the asset diminishes.  This is a 
figure your CPA will usually provide. 

Other Assets: 

These are assets that will at some point convert to cash, however, not within the next twelve months. 
This could be things like long-term loans receivable. 

Liabilities 

Liabilities are money you owe other people. They are amounts you are obliged to give to someone 
else. This can be accounts payable, credit card debt, line of credit payable, loans payable or other 
company debt. Liabilities fall into two categories. 

Current Liabilities 

These are amounts that you are obligated pay within the next 12 months and include things like: 
 Accounts Payable        Credit Card Debt   Line of Credit 

Long term Liabilities: 

These are amounts that are due over a period longer than 12 months and include things like: 
 Vehicle Notes Payable 
 Equipment Loans Payable 

Equity 
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Equity is the company’s net value or worth since inception and represents the value you have left in 
the business. This might be retained revenue—money the company has earned to date. 

In the equity section is also shareholder draws. In corporations and partnerships, this is a way some 
owners choose to pay themselves. 

Equity can also consist of private or public stock, or else an initial investment from your company’s 
founders. 

For instance, suppose you started an online store, and put $1,000 in its bank account as operating 
capital (to pay web hosting costs and other expenses). Before you even made a sale, that $1,000 would 
be listed as equity on your balance sheet. 

The balance sheet formula 

To grasp how the three categories on the balance sheet work together, remember this formula: 

Assets = Equity – Liability 

To put it simply: Whatever money your business has (assets) consists of what it has stored up (equity) 
minus whatever it owes (liability). 

Take on more financial obligations (liabilities), and your assets decrease. Store up more money 
(equity), and your assets increase. 

Key Numbers to Track / Benchmarks 

Income Statement – track these numbers against a target / goal and compare to prior year so you can 
analyze your effectiveness in producing a consistent profit. 

• Revenue – are you trending up or down or staying flat? 
• Gross Profit Margin (GPM) (% or rate of return) – here are some target #’s for residential 

contractors 
o GC - up to $5M in revenue – should get a GPM of 32-35% 
o Subcontractor – up to $5M in revenue – should get a GPM of 42-42%  

• Overhead (OH) or General Operating Expenses 
o Calculate your Overhead Breakeven % from time to time using 6mo’s to 1yr of data – 

the formula is: Overhead Costs / Cost of Goods Sold = Overhead Breakeven % 
 GC up to $5M in revenue – should have an OH breakeven % of 25-30% 
 Subcontractor up to $5M in revenue should have OH Breakeven % equal to or 

less than 60%. 
• Net Profit – how much are you making each year? Set a goal for $$ and %’s 
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o A well-run construction company is making a net operating profit margin of 10-12% 
 

Balance Sheet- track these numbers to keep your business “healthy” and ensure you will have the cash 
you need when you need it, and will not be over leveraged. 

 Current Ratio: Current Assets / Current Liabilities 

• Your ideal ratio is 2 to 1 – twice as much current asset as current liabilities 

 Debt to Equity Ratio: Total Liabilities / Total Equity 

• Your ideal ratio is LESS than 2 to 1  

 

NOTE: If you have a commercial construction company, or are doing a larger volume than $5M, then 
the above benchmarks will change.  Also, if your revenue consists of only 1 or 2 jobs at a revenue of 
$5M then these benchmarks will change.  If you are interested in exploring further your unique 
company situation and benchmarks for your business, feel free to reach out to me. 
vicki@suiterbusinessbuilders.com  

In Summary: 

Your profit & Loss / income statement tells you the effectiveness of your operations – your rate of 
return as well as your profitability. Your Balance Sheet tells you about the overall financial health of 
your company since its inception.   

If you start reading your financial reports each month and tracking these key numbers, you will start to 
see your numbers tell a story.  Tracking these numbers is like keeping your finger on the pulse of your 
business, and ultimately, let you know where you need to putt correction in place to meet your net 
profit goals. 

---- 

About the Author: Good market or bad, raging competition or not, any contractor can run a healthy, profitable 
business. Most just don’t know how. Consultant, Speaker, Author Vicki Suiter, founder of Suiter Business 
Builders, knows the secrets to creating sustained profitability and success.  Vicki helps people see their 
businesses differently, then gives them the tools to do things differently.  

Since starting her business in 1990, Vicki has helped hundreds of contractors and designers build solid 
foundations for their businesses, enabling them to achieve the kind of success they never dreamed possible. In 
addition to running her consulting practice, Vicki has become an in-demand speaker at industry conferences 
nationally and internationally, where her presentations are consistently ranked among their most popular. 
Vicki's articles and opinions have been widely shared in print and across the web. She is also the author of the 
book “The Profit Bleed” How managing margin can save your contracting business. 
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