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Accepted here

The first margin is the margin you 
establish when you make the decision 
to buy the product from your supplier 
- you pay a cost price of $10 and set 
a retail price of $20, giving you a first 
margin of 50%. However you quickly 
realise the item isn’t selling so you 
reduce the sell price to $15, now your 
final margin has just reduced to 33%. 

So final margin is the margin you 
actually achieve once you sell the item, 
less markdowns and also factoring in 
shrinkage/theft.

So if we know that our rent and wages 
represent about 30% of our turnover 
and our other general expenses 
represent about 7%, we would have a 
problem, as our margin in the example 
above wouldn’t be enough to cover the 
outgoings of the business.

Final margin 33%, outgoings 37% = loss 
of 4% of turnover. 

Do you know what your final margin 
is (often referred to as GP) as a % of 
turnover?
Do you know what your total outgoings 
are as a percentage of turnover? What 
is you breakeven point? i.e how much 
does my turnover need to be to cover 
my current costs?

Janet Clough, Retail Consultant

RETAIL CONSULTANT TIP
In previous newsletters we have 
addressed the importance of 
customers and how to engage with 
them. Another challenge in any retail 
business is how to make money out of 
them!

In order to understand the financial 
levers that can make or break a retail 
business, we need to have a good 
understanding of retail mathematics. 
Let’s take a minute to dwell on the 
difference between ‘mark up’ and 
‘margin’. Your suppliers will always 
talk ‘mark up’. Why?  Because it’s a 
bigger number and sounds much more 
impressive. 

Mark up reflects the % increase of the 
retail price over the cost price. So if the 
cost price is $10 and the sell price is $20 
then the mark up is 100% ($10 x 100% = 
$20). Margin, however reflects the % of 
the retail price that you make as profit, 
a much more important number. So if 
the cost price is $10 and the sell price is 
$20 then the margin is 50% ($20 x 50% 
= $10). So mark up relates to the cost 
price and ‘margin’ relates to the sell or 
retail price.

One of the reasons it helps to talk 
‘margin’ is that we can relate it 
quite simply to the overall costs and 
measures within the business. We tend 
to refer to two types of margin, first and 
final.




