
ProfitProfit

GrossGross
Revenue − cost of sales; same periodRevenue − cost of sales; same period

NetNet
Gross profit − other expenses/interest; avoidGross profit − other expenses/interest; avoid

double deductionsdouble deductions
DistinguishDistinguish

Revenue, profit and cash differ; profitability isRevenue, profit and cash differ; profitability is
a comparisona comparison

CausesCauses
Prices, volume and direct costs affect gross;Prices, volume and direct costs affect gross;

other costs affect netother costs affect net
ExplainExplain

Calculate, identify a cause, then explain businessCalculate, identify a cause, then explain business
consequencesconsequences

MarginsMargins

FormulaFormula
Gross or net profit ÷ revenue × 100; state whichGross or net profit ÷ revenue × 100; state which

InterpretInterpret
40% gross = 40p per £1 revenue; 15% net = 15p40% gross = 40p per £1 revenue; 15% net = 15p

CompareCompare
Check periods, business activities and accountingCheck periods, business activities and accounting

categoriescategories
Volume mattersVolume matters

15% × £80k = £12k; 12% × £120k = £14.4k profit15% × £80k = £12k; 12% × £120k = £14.4k profit

PrecisionPrecision
10% → 15%: +5 percentage points, +50%; round at10% → 15%: +5 percentage points, +50%; round at

the endthe end

Investment / ARRInvestment / ARR

Annual profitAnnual profit
Total project profit ÷ years; establish profitTotal project profit ÷ years; establish profit
from stated figuresfrom stated figures
ARR %ARR %
Average annual profit ÷ initial investment ×Average annual profit ÷ initial investment ×
100100
Profit givenProfit given
£12k over 4 years on £20k cost: £3k/year → 15%£12k over 4 years on £20k cost: £3k/year → 15%
ARRARR
Returns givenReturns given
£16k before £10k investment over 3 years:£16k before £10k investment over 3 years:
£2k/year → 20%£2k/year → 20%
LimitationsLimitations
Forecasts uncertain; timing, affordability andForecasts uncertain; timing, affordability and
wider effects matterwider effects matter

Performance dataPerformance data

EvidenceEvidence
Financial/marketing/market numbers plusFinancial/marketing/market numbers plus
qualitative explanationsqualitative explanations
GraphsGraphs
Read title, period, units and scales; averagesRead title, period, units and scales; averages
can hide variationcan hide variation
Change %Change %
(New − original) ÷ original × 100; market(New − original) ÷ original × 100; market
context matterscontext matters
ReliabilityReliability
Past ≠ guaranteed future; check assumptions,Past ≠ guaranteed future; check assumptions,
relevance and samplesrelevance and samples
Beyond financeBeyond finance
Reputation, morale, quality and sustainabilityReputation, morale, quality and sustainability
affect future resultsaffect future results
JudgementJudgement
Pattern → possible cause → consequence;Pattern → possible cause → consequence;
correlation is not proofcorrelation is not proof
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1. Profit → Margins: More profit can coexist with a lower margin1. Profit → Margins: More profit can coexist with a lower margin
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2. Investment / ARR → Performance data: Forecast numbers need contextual judgement2. Investment / ARR → Performance data: Forecast numbers need contextual judgement

£

BUS9BUS9
Making financialMaking financial

decisionsdecisions

Mr Kidman’s Classroom · BUS9 · Revision mind mapMr Kidman’s Classroom · BUS9 · Revision mind map


