
JLC  /  S E P T E M B E R 201 5   3 5J L CO N L I N E . CO M

BY MELANIE HODGDON

In previous articles, we differentiated between pro-
duction costs (classified in accounting as Cost of Goods 
Sold and often abbreviated COGS), considered profit as 
just another expense, and learned how to calculate 
gross margin and gross profit based on actual histor-
ical numbers. In this article, we’ll put it all together 
and we’ll see how you can apply simple formulas to 
give you “what if” scenarios for projections.

Let’s look again at a simplified profit and loss and the 
formulas for gross margin and markup. We’ll keep our 
gross profit fixed. You will always know what that is, 
because you’ve isolated your overhead and named your 
profit. Gross profit is the sum of these. But this time, 
we’re going to learn the formulas required in order to 
perform a series of “what if’” scenarios.  

DIFFERENT MARGINS YIELD DIFFERENT VOLUMES
If you know your gross profit and you experiment with 
various margins, you can see the theoretical sales vol-
ume required to meet your overhead and target profit.  

Gross Profit ÷ Gross Margin = Sales Volume

DIFFERENT MARKUPS YIELD DIFFERENT VOLUMES
If you know your gross profit and you experiment with 
various markups, you can see the theoretical sales vol-
ume required to meet your overhead and target profit. 

Gross Profit ÷ Markup=COGS  
Gross Profit + COGS= Sales Volume (Income)

WHAT MARGIN DO YOU NEED TO MEET REALISTIC 
VOLUMES?
Now let’s rein in the sales volume to get some realistic 
numbers for, in this example, a small volume remodel-
er. (You may be comfortable with a larger volume, but 
we’re going to start off conservatively. You can grow 
from here.) If you know your gross profit and you ex-
periment with various possible realistic sales-volume 
amounts, you’ll see what margin would need to be 
achieved at each sales volume in order to meet your 
overhead and target profit figures. 

Gross Profit ÷ Target Volume (Income) = Margin 

WHAT MARKUP IS NEEDED TO MEET REALISTIC 
VOLUMES?
Taking these same realistic volume figures, you can cal-
culate the markup you need to apply. Then, using the 
markups, you can price your jobs accordingly, secure 
in knowing that you will actually make a sustainable 
profit, provided you hit your sales volume target.

Gross Profit ÷ COGS (Target Volume − Gross Profit) 
= Markup
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Example 1 Example 2 Example 3

Gross Profit $40,000 $40,000 $40,000

Gross Margin 20% 25% 30%

Volume $200,000 $160,000 $133,333

Example 1 Example 2 Example 3

Gross Profit $40,000 $40,000 $40,000

Markup 15% 30% 45%

COGS $266,667 $133,333 $88,889

Volume (Gross Profit + COGS) $306,667 $173,333 $128,889

Example 1 Example 2 Example 3

Gross Profit $40,000 $40,000 $40,000

Target Volume $100,000 $200,000 $300,000

COGS (Volume - 
Gross Profit)

$60,000 $160,000 $260,000

Markup 66.67% 20% 13.33%

Example 1 Example 2 Example 3

Gross Profit $40,000 $40,000 $40,000

Target Volume $100,000 $200,000 $300,000

Margin 40% 20% 13.33%


