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6) Profit & Loss (P&L) statement and evaluation 

 

General remarks 

 

This chapter provides an overview of the notion of “P&L”, which is mentioned on several 

occasions in this guide. 

A P&L evaluation makes it possible to form a judgment on a project’s profitability. 

 

The basic principle is very simple: the “bottom line” of the P&L statement is the net 

margin, ie the difference between total expected revenue from a product and the total 

cost of producing it (in the broadest sense, ie creation + manufacturing), promoting it 

and selling it; if the net margin is positive, then the project is profitable; a negative 

net margin corresponds to a loss. 

 

The “break-even” point is reached when revenues cover costs. This may occur only 

after some time, at which point the P&L starts to show a profit instead of a loss. 

 

In the following illustration, the left-hand bars represent revenues and the right-hand 

bars represent costs. 

 

 
 

 

Revenues 

 

Revenues may be generated by selling products or services or subscriptions and/or 

by advertising (eg websites featuring ads). 

 

Revenues may be derived from licence fees or royalties, or from commissions on 

third-party product sales or transactions. Examples of such a model are eBay and PayPal. 

 

Revenues may take the form of donations that are made by users or sponsors or 

benefactors in order to keep a product alive (eg Wikipedia). 

 

Revenues may also correspond to the cost reduction of a business operation over a 

certain period of time as a result, for example, of the installation and use of a new 

application or system. The amount of money saved by the cost reduction may however 

be difficult to evaluate… 

 

> See the following site for an overview of business models on the web: 
 

>> digitalenterprise.org/models/models.html 

 

From a contractor's viewpoint, if the project consists in a service provided to a client, the 

revenues correspond to the fee paid by the client for the provision of the service, ie 

the price of the service. 

The fee may be divided into a flat fee and a proportional fee (eg a percentage of gross 

or net revenues generated by the product). An additional fee is often charged by the 

contractor for maintenance (unless maintenance is included in the flat fee). 

 

A developer may also charge a licence fee for the use of its proprietary technology. 

http://digitalenterprise.org/models/models.html
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Note that a contractor's fee generally includes a profit margin. The price paid by the 

project owner (the client) is therefore the sum of the contractor’s cost and its profit 

margin. Another way of putting this is to say that the contractor applies a “mark-up” to 

its cost in order to make a profit. 

(There is often confusion between margin and mark-up expressed as a percent 

value: see the section at the end of this chapter for more details on the subject.) 

 

Contractors may be obliged to pay penalties to a client, eg in the case of a late delivery. 

Such penalties may be considered as revenues by the client but they are obviously 

offset by the cost of damages caused. 

 

 

Costs 

 

The costs to be taken into account in the P&L are those of the project (people and other 

resources such as equipment, facilities, supplies, service providers, (sub)contractors, 

travel, etc.) and those of the resulting product (manufacturing, maintenance, 

distribution, marketing, customer services, etc.). 

 

Some costs are fixed, for example the project costs; others are variable, for example 

manufacturing and other costs (including possible royalties) which are usually a function 

of the number of units of the product that are forecasted to be sold. 

 

Project costs will be reviewed in more detail in chapter 9 (“Project planning”). 

 

Product-related costs and revenues are to be estimated by Marketing & Sales, based 

on the product’s marketing mix as well as information about the market and competition. 

 

The P&L is often established for a period of several years, even if profitability is required 

within a shorter time frame. 

 

Some of the project costs (software development, servers…) may be treated for 

accounting purposes as an investment to be amortized over a number of years. 

 

 

Project funding 

 

Project funding is not to be considered as actual revenue but as the “fuel” required to 

get a project started and successfully completed. 

 

Funds may come from the project owner’s/sponsor’s organization, from a bank in 

the form of a loan (to be reimbursed of course!) or from venture-capital firms or 

“business angels”, who generally expect a return on investment (“ROI”). 

 

In some cases, the project may be subsidized by an external organization (government, 

etc.): the subsidy may offset all or part of the cost of the project. 

Note that some subsidies may be granted on the condition that they should be 

reimbursed, at least partially, at some stage after the product resulting from the project 

has been launched and starts to generate revenue. 

 

My team at Hachette Multimedia designed and developed two series of “Learning 

Objects” for schools. 50% of the cost of the first series was funded by the European 

Commission. 30% of the cost of the second series was funded by the French 

Ministry of Education. The first project was profitable, while the second project was 

not, due to a premature interruption of sales of the resulting products (as a 

consequence of the closing down of Hachette Multimedia). 

 

As mentioned above for products, a project may also be funded, at least partially, by 

donations from benefactors of some kind, or by crowdfunding. 
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P&L example 

 

As an example, the following two tables show the forecasted project costs and 3-

year P&L statement which were established for the EHM project (code-named 

“Dante”) back in 1996 (they are actually revised versions of the mid-1995 costs 

and P&L which were featured in the initial “business case”). 

(Monetary amounts originally in FRF have been converted into EUR.) 
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There are circumstances where products are not (or no longer) profitable but 

nevertheless have a positive impact on a company’s business. Such impact is generally 

“intangible” but it is sometimes possible to assign a monetary value to it (though this is 

not something that financial controllers like!). 
  

The EHM, Hachette Multimedia’s “flagship of the fleet”, was profitable for many 

years before it started to show a loss. Despite this negative factor, top 

management at Hachette decided to prolong the product's life for several years, 

because of its quality and positive contribution to the company’s image. 

 

 

Extent of a PM’s P&L responsibility 

 

The question of whether the PM should have “full P&L responsibility” (ie should be 

responsible for the bottom line of the P&L) is a subject of controversy. There are several 

schools of thought on the matter. 

There is no single answer to that question, since the scope of the PM’s responsibilities 

depends on the context and organization of the project. If the PM works for a project 

execution contractor, eg a software development company, it is likely that he will be 

given full responsibility for the contractor’s P&L, whereas the PM working for a project 

owner usually shares P&L responsibility with other stakeholders, eg Marketing & Sales. 

However that may be, the PM should at least be accountable for a major part of the 

P&L, namely project-related costs. 

 

 

Margin vs Mark-up 
 

The (profit) margin is often expressed as a percent value applied to the price of a 

product or service, calculated as follows. 
 

 If P is the price, C the cost, and Margin% the percent value of the margin, then… 
 

 Margin% = (P - C) / P 

 

 Price (P) can therefore be determined from cost (C) and Margin% as follows. 
 

 P = C / (1 - Margin%) 

 

For example, if the cost is 75,000 and a margin of 25% is required (Margin% = 25% = 

0.25), then the resulting price is 100,000 (= 75,000 / (1 - 0.25) = 75,000 / 0.75). 

 

Another approach for calculating a price consists in applying a mark-up to the cost of a 

product or service. The mark-up is often expressed as a percent value applied to the 

cost, calculated as follows. 
 

 If P is the price, C the cost and Mark-up% the percent value of the mark-up, 

then… 
 

 Mark-up% = (P - C) / C 
 

 Price (P) can therefore be determined from cost (C) and Mark-up% as follows. 
 

 P = C x (1 + Mark-up%) 

 

For example, if the cost is 75,000 and a mark-up of 33.3333…% is required (Mark-up% 

= 33.33…% = 0.3333…), then the resulting price is 100,000 (= 75,000 x 1.3333…). 

 

Whatever the approach, the profit margin’s absolute value is P – C. 

 

In the above example, P – C = 25,000, ie 1 /4 of the price (Margin% = 0.25 = 25%) and 

1/3 of the cost (Mark-up% = 0.3333… = 33.33…%). 
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The relationship between the mark-up and the margin, both expressed in percent 

values, is given by the following formula. 
 

 Mark-up% = 1 / (1 – Margin%) – 1 

 

For example, if the required margin percentage is 25% (Margin% = 25% = 0.25), then 

the mark-up percentage to apply to cost is 33.33…%. 

(1 / (1 - 0.25) – 1 = 1 / 0.75 – 1 = 4/3 – 1 = 1/3 = 0.3333…). 

 

Likewise, if the required margin percentage is 20% (Margin% = 20% = 0.20), then the 

mark-up percentage to apply to cost is 25%. 

(1 / (1 - 0.2) – 1 = 1 / 0.8 – 1 = 5/4 – 1 = 1/4 = 0.25). 

 

 

The two examples given above are illustrated in the following diagram. 

 

 

 
 
> See the following sites for more information on the subject: 
 

>> en.wikipedia.org/wiki/Gross_margin 

 

>> www.accountingtools.com/questions-and-answers/what-is-the-difference-between-

margin-and-markup.html 

http://en.wikipedia.org/wiki/Gross_margin
http://www.accountingtools.com/questions-and-answers/what-is-the-difference-between-margin-and-markup.html
http://www.accountingtools.com/questions-and-answers/what-is-the-difference-between-margin-and-markup.html

