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Profitability Measure of financial performance — compares profit tagath?
revenue
Profit margin Ratio showing business’s profit as a p

Analysing profits

A profit of £10 million for comp dto £5
successful, but this mis re making

ompany B might suggest that company A is more
ent TWO factors are to be considered:

Profit margin

Profit margin allows
comparison of a business’s
profit to its sales revenue
Profit margin = profit /revenue
x 100
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usinesses have aims to be as profitable as possible




4 SALE

MEN / WOMEN

Cycle Company

Profits: Clothing Compr~ny
£13.2 million

-

s
Revenue: ..3 million
£96.6 million

siness is the better performing company based on profit margin?

. : f |de:
Profit marg’ £247 illiop

13.66%

“fit me.gin:

‘ .54%

t margin = profit/revenue x 100




schools

Includes: Revenue minus direct costs (costs of sale)
Useful: crude overview can compare previous years
profit margin
BUT: Not includes all the costs of the business (indd

to sales revenue

Operating profit margin

profit margin

eful: assess and compare performance in relation to all costs

BUT: some costs may be one-off costs for that particular year

Formula: Profit for the year = profit for the year/ revenue x 100
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Disadvantages

Gross
profit margin

Operating
profit margin




Net sales:
Products
Services
Total net sales ()
Cost of sales:
Products
Services
Total cost of sales
Gross margin

Operating expenses:
Research and development
Selling, general and administrative
Total operating expenses

Operating income

Other income/(expense), net
Income before provisio
Provision for incorg

Calculate the gross, op
margins for Apple in 2




Jewellery Company

Revenue
Cost of Goods Sold
Gross Profit

Operating Expenses
Operating Profit

Interest Expense

Earnings Before Taxes
Tax Expense

Net Income
ellery company has a higher net profit than

Grocery Store Company

Revenue
Cost of Good




