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Markup vs Gross Margin; Which is Preferable? 
Though markup is often used by operations or sales departments to set prices it often overstates the profitability of the transaction. 
Mathematically markup is always a larger number when compared to the gross margin. 
Consequently, non-financial individuals think they are obtaining a larger profit than is often the case. 
By calculating sales prices in gross margin terms they can compare the profitability of that transaction to the economics of the 
financial statements. 

 
Steps to minimize Markups vs Margin Mistakes 
Terminology and calculations aside, it is very important to remember that there are more factors that affect the selling price than 
merely cost. 
What the market will bear, or what the customer is willing to pay, will ultimately impact the selling price. 
The key is to find the price that optimizes profits while maintaining a competitive advantage. Below are steps you can take to avoid 
confusion when working with markup rates vs margin rates: 

1. Use a pricing model or pricing tool to quote sales. Have the tool calculate both the markup percentage and the gross margin 
percentage 

2. Relate gross margin percentage per sales invoice to income statement 
3. Organize your chart of accounts to compare gross margin rate to sales quotes 
4. Educate your sales force on the differences. By targeting the gross margin percentage vs the markup percentage, you can 

throw an additional 2-3 percent profit to the bottom line! 
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About the Author: Good market or bad, raging competition or not, any contractor or designer can run a healthy, profitable business. Most just 
don’t know how. Consultant, Speaker, Author Vicki Suiter, founder of Suiter Business Builders, knows the secrets to creating sustained 
profitability and success.  Vicki helps people see their businesses differently, then gives them the tools to do things differently.  
 
Since starting her business in 1990, Vicki has helped hundreds of contractors and designers build solid foundations for their businesses, enabling 
them to achieve the kind of success they never dreamed possible. In addition to running her consulting practice, Vicki has become an in-demand 
speaker at industry conferences nationally and internationally, where her presentations are consistently ranked among their most popular. 
Vicki's articles and opinions have been widely shared in print and across the web. She is also the author of book “The Profit Bleed” How 
managing margin can save your contracting business. 
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