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Making a reasonable profit is the main aim of any business. With a
startup, you will most probably not make a margin in the early days, but
the profit will come eventually. There are three main types of profits and
different formulas for calculating each of them.

1 Gross Profit: This is the most straightforward metric for calculating the
profit of a company.

Only includes costs directly related to the production of goods such as
raw materials, wages, labour expenses etc.
Does not include debt, taxes, and overheads, operating expenses or the
costs of one-time purchases.
This type of profit is used to calculate the profit in comparison with total
revenue and calculates the total percentage of profit left behind with
each revenue dollar after the cost of production has been deducted.

2 Operational profit: More complicated than gross profit and takes into
account operational costs.

Includes day-to-day running costs, overhead costs and running
expenses.
Does not include debt and taxes.
Includes the amortization and depreciation of the company’s assets as
well.

3 Net Profit: This is the first reflection of the profits that a company has
indeed made. In the end, your company will say to be successful mainly
on the basis of your net profit.
Includes the COGS (cost of goods sold) along with debt, taxes, one-time
expenses and also any other investments made by your company.
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Formula: For example, if the fiscal year ended in February 2018, XYZ
CO. had a recorded revenue of $20 billion. Gross profit and operating
profit amounted to $35 billion and $5 billion respectively. The net profit
for the year is $2 billion. The profit margins for XYZ CO. would be
calculated in the following method:

Gross profit margin = ($35 billion ÷ $50 billion) x 100 = 70%.
Operating profit margin = ($5billion ÷ 50 billion) x 100 = 10%.
Net profit margin = ($2 billion ÷ $ 50 billion) x 100 = 4%

Notes
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