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Quick Review



Review: Basic Financial 
Concepts & Terms

Income Statement (P&L) Items
• Revenue

• Operating (Sales)
• Non-operating

• Cost of Goods Sold
• Expense

• Operating
• Non-operating

• Profit (Income)
• Gross
• Net

Balance Sheet Items
• Assets

• Variable
• Fixed

• Liabilities
• Short-term
• Long-term

• Owners' Equity



Today’s Topics

• Gross Profit Concepts and Terminology
• Markup vs. Margin with formulas and examples
• Calculating Selling Prices for a target margin
• Margin Industry Norms
• Margin Leaks



Gross Profit Concepts & 
Terminology
• Selling Price 
• Purchase Price (cost)
• Net Sales
• Cost of Goods Sold (COGS)
• Profit: Expressed in $.$$ (dollars & cents) 
• Markup: Expressed as a %.%% (percentage)
• Margin: Expressed either in $.$$ or %.%% 
• Goods AND Services

• Product sales
• Labor sales
• Supplies
• Services (cleaning/repair/etc.)



Net Sales

• Net Sales = NET dollars received for the goods and services sold
Sales (Dollars)

- Returns
- Allowances
- Sales discounts
_________________
= Net Sales



Cost Of Goods Sold (COGS)

Cost of Materials
+ Freight In
+ Installation sub-contract labor
+ Installation in-house labor
+ Supplies (job)
+ Use tax
- Purchase discounts
- Claims and allowances to you
= Cost of Goods Sold (COGS)



Calculation Examples



COGS 1st Half 2021 vs 1 Half 2020 Comparison



Gross Margin % 1st Half 2021 vs 1 Half 2020 Comparison



Margin Leaks 

On Revenue Line
• Using MARKUP to price your products
• Accommodations & errors
• Sales discounts
• Sales compensation model
• Product mix shifts
• Billing errors
• Estimating errors



Margin Leaks 

• On COGS Line
• Lag in repricing after supplier increase
• Not taking purchase discounts (terms)
• Freight-in increases 



Summary

• Primarily focused on:

• Margin vs. Markup
• Calculating Product Pricing for Target Margin
• Product Mix Impact
• Margin Leaks



Thank you!
Q/A

Disclaimer: Neither the WFCA nor Steve Abernathy are registered providers of financial, investment, tax, legal or accounting 
advise.   This information has been presented for informational and/or educational purposes only, and is not intended as a 
thorough, in-depth analysis of specific issues, as a substitute for formal tax, legal, financial or accounting advice, to be 
sufficient to avoid tax-related penalties.  You should consult your own tax, legal, and accounting advisors before making 
business decisions or engaging in any transaction. 


