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Understanding Gross Profit Margins - Workbook
Objectives:

· Define Gross Profit and Profit Margin

· Margin vs. Mark-up

· Discounting and Gross Profit

· Product Mix and Gross Profit

Gross Profit

Definition - Gross Profit is the difference between the sales and the cost excluding overhead, payroll, taxes, and interest. 
Gross Profit Margin

Definition - Gross profit margin expresses the relationship between gross profit and sales revenue. It is a measure of how well each dollar of a company's revenue is utilized to cover the cost of goods sold. It is expressed as the ratio of gross profit to sales revenue, usually in the form of a percentage.

Margin vs. Mark-up

Margin and markup are terms that are commonly used in retail businesses. They are also commonly misused and misunderstood. 
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Margin is the difference between the selling price of the product and the cost of the product. 
Markup relates to the process of calculating the price of the product based on its cost.

Margin vs. Mark-up
Profit Margin = Profit divided by the selling price

· $5.00 ÷ $10.00 = 50%

Mark-up = Cost multiplied by the desired mark up percentage
· $5.00 X 100% = $10.00

If you need to calculate the mark-up based on the ratio of a finished sale then divide the gross profit by the cost.

· $8.50 ÷ $11.50 = 74%
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Profit

It is important to understand how discounting impacts our sales and profitability. 
Discounting is sometimes necessary in order to remain competitive however if you aren’t aware of your gross profit margins it may have a negative impact on your overall efforts to grow your business. 
Always discuss discounting with your district manager to assure you have a unified understanding and approach to competitive business. 
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Product mix has a big impact on gross profits and business growth.  It’s important to know the products that yield higher gross margins. These products can help to grow your non-core business and be more competitive while offering your customers greater value and more convenience. 
By concentrating on a higher profit mix you can increase the amount of profit on every order. Find the products your customers use but are not currently buying from you and ask for these products.  Packaging, janitorial, and graphics are great additions to all orders. Make these items your suggestive sells for all orders.  Consider asking to add these items part of the process of taking orders. Many customers will decline but some will take you up on the suggestion. 
Discuss this focus in your team meetings and begin to brainstorm ideas to find best practices to grow your profits by selling higher gross margin products. Make sure everyone is aware of the items that are in this profit category.
Understanding Gross Profit Margins - Quiz

Based on the material circle the correct answer:

1. Gross Profit is the difference between the sales and all costs:
a. True

b. False

2. Gross profit margin and mark-up are the same:

a. True

b. False

3. Mark-up equals cost multiplied by the desired mark up percent:

a. True

b. False

4. Discounting can have a negative impact on profits:
a. True

b. False
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Mixed truck with discount
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