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Gross Profit Margin Ratio
Profit margin ratio is a measure of a company’s ability to control its cost of goods sold. The cost of goods sold are the costs associated with making goods available for sale. The more the cost, the less the gross profit made from the sales and the less the profit margin ratio. The ratio is calculated as;

The ratio is used to determine how costly it is for the company to make goods available for sale. The ratio can also measure the ability of the company to charge better prices which can cushion the company well above its costs of sales. A company with a good profit margin is well placed to be profitable as it has a better margin to take care of operating expenses and have a net profit for the investors. A company can compare its ratios with ratios of similar companies in the industry to understand how effective it is in controlling its costs of goods sold. It can also compare its own ratios over consecutive years to know if it is improving in its operations or it is performing poorly than the previous periods (Robinson 2020).
By understanding the efficiency surrounding the profit margin ratio, a company can take corrective measures if need be. Such corrective measures are aimed at either increasing revenue for the same cost of goods sold or reducing costs for the same level of sales. A company can achieve revenue increase with same levels of costs through increasing the selling prices of its products. This may however have a negative impact as customers may have other options. The company can achieve lower costs for the same level of revenue by increasing efficiency in its production departments. This can be through reduction of waste from the department, reduction of idle time and reduction in the purchase price of raw materials. The company can also consider possibility of just in time inventory method to reduce its costs of goods sold (Robinson 2020).
To get materials cheaply, the company can seek for cheaper suppliers or invest along the supply chain to produce the raw materials themselves. Comparing means of increasing revenue and those of reducing costs, it is more predictable to reduce the costs through the said means than to increase revenue through increase in prices.
Gross Profit Margin Ratio for Pepsi Company
Filed financial reports for the company show the following tabled financial information;
	Financial Year
	2019
	2018
	2017
	2016

	Total Revenue
	67,161,000
	64,661,000
	63,525,000
	62,799,000

	Cost of Revenue
	30,132,000
	29,381,000
	28,785,000
	28,209,000

	Gross Profit
	37,029,000
	35,280,000
	34,740,000
	34,590,000

	Gross Profit Margin
	55.13%
	54.56%
	54.69%
	55.08%



Over the last four years, Pepsi Company has managed to keep its gross profit margin relatively constant at 55%. The company has shown an increase in sales and this has been matched to a proportionally increase in the cost of sales. It can be interpreted that the company has put in place better mechanisms to control its costs within the same ratio. This also shows that the company costs are highly depended on revenues and when planning on increase in revenue generation, the company should also think of the sales as they are seen to increase at the same rate. Coca-Cola Company has the following tabled financial information below for Pepsi Company comparison with a competitor.
	Year
	2019
	2018
	2017
	2016

	Total Revenue
	37,266,000
	31,856,000
	35,410,000
	41,863,000

	Cost of Revenue
	14,619,000
	11,770,000
	13,256,000
	16,465,000

	Gross Profit
	22,647,000
	20,086,000
	22,154,000
	25,398,000

	Gross profit margin
	61%
	63%
	63%
	61%


Comparing the Pepsi Company performance in terms of the gross profit margin with an immediate competitor like Coca-Cola Company shows that it is lagging behind. Coca-Cola Company has a better margin at above 60%. This shows that Pepsi Company has a room for increasing its efficiencies.
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