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WHY EVERY HOME DAYCARE OWNER NEEDS A PROFIT AND LOSS STATEMENT
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Running a home daycare is both a labor of love and a serious business. Between caring for children, managing activities, and keeping your space
safe, it's easy to let financial tracking slip. However, understanding your home daycare profit and loss statement is not just about filing
taxes—it’s the key to making informed decisions that keep your business thriving. A well-prepared P&L gives you a clear picture of your revenue
streams, operating costs, and net profit, helping you identify whether you’'re undercharging, overspending, or missing potential deductions. Without
it, you're essentially driving your business blindfolded.

In this article, we’ll break down everything you need to know about creating, analyzing, and using a profit and loss statement for your home daycare.
Whether you're a new provider or a seasoned veteran, mastering this financial tool will empower you to run a more profitable and sustainable
childcare business.

WHAT IS A HOME DAYCARE PROFIT AND LOSS STATEMENT?

A profit and loss statement (also called an income statement) is a financial report that summarizes your daycare’s revenues and expenses over a
specific period—monthly, quarterly, or yearly. For home daycare providers, this document reveals whether your business is making money or losing
money after all operational costs are accounted for.

The P&L is distinct from a balance sheet (which shows assets and liabilities) or a cash flow statement (which tracks money in and out). Instead, it
focuses purely on income and expenses within a set timeframe. For home daycare owners, the P&L is especially important because it helps you
separate personal finances from business finances—a common stumbling block that leads to missed deductions and inaccurate reporting.

Key Components of a Home Daycare P&L

Every profit and loss statement for a home daycare should include two main sections: income (revenue) and expenses. Here's what you need to
track under each category.

REVENUE SOURCES

e Tuition and fees - Regular payments from families for childcare services, including before/after school care and full-day programs.
* Registration or enroliment fees - One-time charges for new families.

» Subsidies and government payments - Funds received from state or local agencies for children in subsidized care.

» Late fees - Additional charges for pickups after closing time.

» Supply or activity fees - Optional charges for materials, field trips, or special programs.

e Meal reimbursement - Payments from programs like the Child and Adult Care Food Program (CACFP) for providing nutritious meals.

EXPENSE CATEGORIES

* Food and supplies - Groceries, snacks, diapers, wipes, craft materials, cleaning products, and paper goods.

* Rent or mortgage interest - The business-use percentage of your home (typically calculated using the square footage of your daycare space
relative to your total home).

 Utilities - Electric, water, gas, internet, and phone - again prorated for business use.

e Insurance - Homeowners liability, business liability, and any specialized childcare insurance.

* Licensing and permits - Annual fees required by your state or local government to operate a daycare.

» Payroll (if applicable) - Wages for assistants, subcontractors, or yourself (if you pay yourself a salary).

* Marketing and advertising - Costs for a website, flyers, social media ads, or listing on daycare directories.

* Professional fees - Accountant, bookkeeper, or tax preparer services.

» Depreciation - The gradual loss in value of assets like furniture, playground equipment, and appliances used for daycare.

* Miscellaneous - Background check fees, training and certifications, toys, books, and field trip costs.

Organizing your expenses into clear categories ensures your home daycare profit and loss statement accurately reflects your true costs. Many
providers overlook small recurring expenses, but these can add up significantly over a year.

HOW TO PREPARE A HOME DAYCARE PROFIT AND LOSS STATEMENT

Creating a P&L doesn’t have to be intimidating. Follow these steps to build a reliable statement for your home daycare.

Step 1: Gather Your Financial Records

Collect all receipts, bank statements, credit card records, payment logs, and any digital records of income and expenses. For home daycare, it's
crucial to keep separate business accounts or at least maintain meticulous tracking within your personal accounts. Digital tools like QuickBooks,
FreshBooks, or even a well-organized spreadsheet can simplify this process.

Step 2: Choose an Accounting Method

Decide whether to use cash basis or accrual basis accounting. Cash basis records income when you receive it and expenses when you pay
them—simpler and commonly used by small businesses. Accrual basis records income when earned and expenses when incurred, even if payment
hasn’t changed hands yet. Most home daycare providers use cash basis because it aligns with cash flow and is easier to manage.

Step 3: List All Income

Start your P&L with total revenue. Sum all payments received during the period, including tuition, fees, subsidies, and meal reimbursements. Be sure
to include any bartering or in-kind payments, as these also count as income at fair market value. For home daycare, some providers receive toys,
supplies, or services in exchange for care—record these appropriately.

Step 4: Itemize All Expenses

List every business expense, categorized as shown above. Don’t forget to calculate the home business use percentage. For example, if your daycare
uses 25% of your home’s square footage, you can deduct 25% of utilities, rent/mortgage interest, property taxes, and homeowners insurance. Also
consider direct expenses (expenses that benefit only the daycare area) such as repairs to that space or equipment used solely for childcare.

Step 5: Calculate Net Profit or Loss

Subtract total expenses from total income. The result is your net profit (if positive) or net loss (if negative). This figure is critical for tax reporting
(Schedule C) and for evaluating the financial health of your home daycare. A consistent loss may indicate you need to raise rates or cut costs, while a
strong profit can help you plan for growth or savings.

COMMON MISTAKES IN HOME DAYCARE P&L STATEMENTS

Even experienced providers can make errors that distort their profit and loss picture. Here are frequent pitfalls to avoid.

e Mixing personal and business expenses - Using your personal credit card for daycare purchases without separating them leads to missed
deductions and inaccurate records. Open a dedicated business checking account and credit card.

e Underestimating the home office deduction - Many providers either skip the home business use deduction or calculate it incorrectly. Work
with a tax professional to determine the correct percentage based on room usage and hours of operation.

* Ignoring depreciation - Large purchases like a new playset, refrigerator for daycare food, or a van for field trips can be depreciated over
several years. Failing to include depreciation inflates your profit and your tax bill.

* Neglecting to track cash payments - Some families pay in cash. You must record every payment, no matter how small. Unreported cash is a
red flag for the IRS and skews your P&L.

* Not separating time-based costs - If you use your home for daycare only part-time, you may need to prorate certain expenses by hours of
operation. For example, utilities and home insurance may require a time-based calculation in addition to square footage.

SAMPLE HOME DAYCARE PROFIT AND LOSS STATEMENT (MONTHLY)

To illustrate, here’s a simplified example for a provider with six children full-time.
Income:
e Tuition (6 children x $800 each) - $4,800

e CACFP meal reimbursement - $350
e Late fees - $50
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e Total Income - $5,200

Track Trends Over Time

Compare monthly or quarterly P&Ls. Are expenses rising faster than income? Is a particular category like food or supplies ballooning? Seasonal
variations (e.g., higher utility costs in summer) are normal, but large unexplained changes need investigation.

Expenses:

e Food and snacks - $600
e Insurance (business portion) - $150
e Utilities (25% of $400) - $100

e Rent/mortgage interest (25% of $1,200) - $300 An a |yze PrOﬁt M a rg I n S

e Licensing fees - $75 . . - . . - L
« Supplies (crafts, diapers, wipes) - $200 Calculate your profit margin by dividing net profit by total income. For the sample above, the margin is $3,605 / $5,200 = 69%. That's high because

« Depreciation (monthly share of equipment) - $80 thg provider uses a large home office deduction and no payroll. If you hire assistants, your margin may drop. Aim for a margin that compensates you
Marketing - $50 fairly and covers future expenses.

Training/certifications - $40

+ Total Expenses - §1,595 ldentify Cost-Saving Opportunities
Net Profit: $5,200 - $1,595 = $3,605 Review expense categories. Can you buy supplies in bulk? Join a co-op for food purchases? Reduce utility use with energy-efficient appliances? Even
This provider is clearly profitable, but note that this doesn’t include a salary for the owner. Many providers pay themselves a draw from profits, which ~ Small savings add up over the year.

is not an expense but reduces owner’s equity. For tax reporting, the net profit is what gets reported on Schedule C. 1 .
Set Pricing Strategically

USING YOUR P&L TO IMPROVE DAYCARE PROFITABILITY
If your P&L shows a

Your home daycare profit and loss statement isn’t just a historical record—it’'s a management tool. Here’s how to leverage it.
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