Improving Profit 

Specification:

· Ways to cut costs 

· Ways to increase revenue 

· Benefits and risks of both (including on areas other than finance such as motivation) 

· Effect of price changes on profit 

Costs, revenues and profits

· Profit = revenue – costs 

· Loss means that a businesses costs are greater than its revenues 

· Making a large loss over a prolonged period can result in a business being forced to close down. 

· To prevent from making a loss/increase profit a business can increase revenues or reduce costs 

Cutting Costs 

1. Find a cheaper producer – may impact quality 

2. But less material – may reduce production 

3. Reduce size of products – may affect sales and image 

4. Buy in bulk – may increase storage costs

5. Find cheaper utility suppliers or use less (e.g. electricity, phones) – may mean necessary jobs can not be done 

6. Close factory/shop to reduce rent – may lose customers 

7. Reduce number or workers or hours worked – redundancy payments, reduces amount produced or quality, redundancies affect motivation of remaining workers, remaining workers may have an increased workload which they do badly or resent, may fell insecure about jobs. 
8. Reduce investment such as on new equipment, R&D and staff training – reduce ST costs but may mean smaller revenues in the LT 

9. Reduce spending on marketing activities including advertising, market research and offers. However, may negatively affect sales and competitiveness in LT. 

Increasing revenues 

· Revenue = number of products x average price 

· Therefore, a business can either increase revenue by changing price or boosting sales 

1. Improved marketing – this includes increased advertising and sales force, however, may increase costs 

2. Better products – improved product range, new products. However, may not be successful and requires large amounts of R&D

3. Change price – may increase price – however, may reduce product sales, a reduction in price will increase sales but receive less revenue received per sale 
· Overall impact of price on sales depends on sensitivity of sale to price

· If a change in price causes a larger percentage change in sales and the business increases price, sales will fall by a large amount and so revenue overall will fall. If the business reduces price there will be a larger percentage increase in sales and so revenue will increase overall. 

· If a change in price cause a smaller percentage change in sales a business would receive more revenue if they increase price as sales will only fall by a small amount. However, if they reduce price sales will only increase by a small amount and so revenue overall will fall. 

· However, more sales from a lower price will also lead to increased costs and so the effect of a price change on profit will also depend on the effect of the quantity of sales on costs. 

