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300 Management and Administration Core
4. Finance
Worksheet 4: Common terms used in financial reporting not presented in all documentation (tutor)
[bookmark: _Hlk100741107][bookmark: _Hlk100744988]What is generally considered to be an average profit margin?

10%

Explain how a lower profit margin on food items could generate greater profitability for a business.
Lower profit margins mean the selling price is kept as low as possible, so consumers buy more food products quicker and more often; each sale makes some profit for the business leading to higher profits overall.

Accept any reasonable, developed response that demonstrates knowledge and understanding of how low profit margins create greater profits on fast-moving food products.

Describe what is meant by a ‘net profit margin’.
A net profit margin shows the ratio of net profit as a percentage of sales revenues.

Accept any reasonable, response that demonstrates knowledge and understanding of the term net profit margin.

[bookmark: _Hlk100741670]Give a definition of ‘break-even point’.
Break-even point is when total revenues equal total costs, so the business is not making a loss or a profit.

Accept any reasonable, developed response that demonstrates knowledge and understanding of the meaning of the term break-even point.

[bookmark: _Hlk100741992]Describe what you would be calculating if you use the break-even units formula.
The break-even units formula would show how many products a business would have to produce and sell just to break even.

Accept any reasonable, developed response that demonstrates knowledge and understanding the meaning of break-even units formula.



Describe the main purpose of carrying out break-even calculations.
The purpose of break-even calculations is for management to make decisions about whether a new product might be profitable or not/decide on a price that would make a profit.

Accept any reasonable, developed response that demonstrates knowledge and understanding of the purpose of break-even calculations.

[bookmark: _Hlk100746296]Describe the main reason shareholders may be interested in the financial reporting of a company.
Shareholders want to know how much gross profit the business has made and whether there is enough to pay them dividends.

Accept any reasonable, developed response that demonstrates knowledge and understanding of the main reasons for shareholders’ interests in financial reporting.

Explain how the management of a business could use financial reporting when conducting performance reviews.
Managers could use the results from the financial accounting period to check whether financial targets had been achieved or not to discuss in their team’s performance review.

Accept any reasonable, developed response that demonstrates knowledge and understanding of management use of financial statements in performance reviews.

Explain what a business’s suppliers might look for in the financial reports.
Suppliers might look at how much cash the business has, to see if it has enough money to pay their invoices because they could go bankrupt if the business cannot pay for raw materials and other supplies.

Accept any reasonable, developed response that demonstrates knowledge and understanding of what suppliers would look for in financial reports.

[bookmark: _Hlk100743050]Describe why employees may be interested in the financial reports of their employers.
Employees are interested in whether the business is profitable, so they know their jobs are secure and if there is a chance for a pay rise.

Accept any reasonable, developed response that demonstrates knowledge and understanding of employees’ interests in the financial reporting of their employers. 

Explain what the PAYE system does.
PAYE is the system used by employers to act as tax collectors by deducting income tax from every worker’s wages before they receive them, which is paid directly to the government.
 
Accept any reasonable, developed response that demonstrates knowledge and understanding of PAYE.

Explain who pays value added tax (VAT). 
VAT is a sales tax on most goods and services that is always paid for by the customer but has to be collected and paid to the government by the business selling the goods or services.

Accept any reasonable, developed response that demonstrates knowledge and understanding of VAT.
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