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Welcome! 
 

After you have established your revenues in your business you need to determine how 
much of that revenue will be used towards buying your products or services. 

Most business owners just buy and sell without ever having a handle on whether they 
have priced their products properly.  Just because you have lots of cash in the till 
doesn’t mean that you are making money.  That money could be gone tomorrow after 
the bills are paid.   

So, what is Cost of Goods Sold? It is the difference between what you generate in sales 
and what you have left to pay your expenses. That  is called cost of goods sold. In 
simpler terms, it is a cost that is triggered by a sale. Rent is an expense you incur no 
matter whether you sell anything during the month or not.  A Cost of Goods Sold 
expense only is triggered by the sale of a product.   

Let’s say you are in the confectionery business; you own a convenience store.  When 
you sell a candy bar, the money you receive from the customer has to cover the cost of 
that candy bar that you purchased from your wholesaler.  The sale of that candy bar 
triggers a cost.  Got it? 
  
We only have 29 minutes left; nevertheless, it is important that you grasp the concept of 
costs and margins before going any further.  We will do this cost of goods sold thing in 
stages as before so make sure you understand each stage before moving forward to the 
next stage.   
 
We only have 29 minutes left, so let’s get going. 
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Step #1. Costs and Margins 

 
If you buy a product for $5 and sell it for $10 you have a cost of 50% and a margin of $5.  
Why, you ask? 
 
Cost:  Purchase Price divided by Sales Price and stated as a percent. 
 

($5 / $10) x 100% = 50%  Therefore, the cost is 50%. 
 
Margin:  Sale Price minus Purchase Price stated as a dollar figure. 
  

$10 - $5 = $5  Therefore, the margin is $5.00. 
 
“And all those math classes suddenly make sense, don’t they?” 
 
Now that you understand costs and margins let’s see how this applies to the business of 
business.  First and foremost, it applies to pricing of your products.   
 
A. Cost is the first thing you need to understand 

 
Let’s say you own a convenience store again.  

 
Let’s say that you buy an item from your supplier for $1.00.  Now you have to decide 
what you are going to charge for that item. 
   

If you charge $2.00 your cost will be 50%   
 

$1 / $2 x 100 = 50% 
 
If we charge $3 your cost will be 33%   
 

$1 / $3 x 100 = 33% 

 
The more you charge, the lower our cost.  The less you charge, the higher the cost.  
Got it?  If you don’t, go grab a piece of paper and work it out until you do get it.  This is 
so important that you cannot move forward until you understand it. 
 
Every item you sell must have a cost sheet, so you know what to charge.  If you don’t 
do this exercise, when your costs are 50%, you don’t know if it is a problem or not.  If 
you have costed every item at 50% and your costs are 50% then you can relax.  If you 
have costed every item at 30% and your costs are 50% then you can panic big time 
because there is an obvious problem. 
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B. Margin is the next thing you have to understand.   

 
The difference between the selling price and the purchase or cost price of each 
item that you are selling is called your margin.  In the case of the item we just 
discussed, if the selling price is $3 and the cost is $1 the margin is $2.00. 

 
2$1$3$    

 
That means that when you sell an item you have $2 left over to help cover labour, rent, 
utilities, garbage pick-up etc. 
 
If an item costs you $2 to buy and you sell it for $4 your margin is $2. 
 
 2$2$4$   
 

Let us put this all together and test your knowledge and understanding. 
 
Question:  If an item has a cost of 33% and a margin of $5.00 and a 2nd item has a cost 
of 50% and a margin of $10.00 which do you want sell more of?  Show of hands for the 
2nd item please.  Thank you.  You are right.   
 
Answer:  You want to sell more of the 2nd item.   

 
Although your cost of goods sold is higher (50% for the 2nd item vs. 33% for the 1st) the 
margin is greater for the 2nd than the 1st ($10.00 vs. $5.00).  And it’s money that you 
want. 
 
If that doesn’t make sense to you, then take the time to read this section again.  Why? If 
you don’t understand costs and margins, then you will fail.  Costs and margins drive the 
business of business and your profits.   
 
The more of the 2nd items you sell, the more money you’ll have to cover your other 
costs.  Don’t get fooled into believing that cost is everything.  We are in the business of 
making money so go out and make it.   
 
If you could get your cost of goods for the 2nd item down to 33% you’d be rolling in cash, 
but that is unrealistic as the selling price would have to be out of this world and in most 
cases,  people just won’t pay it.  Maybe at the 4 Seasons tower convenience store, but 
then the rent wouldn’t be $1,000 per month either. 
 
Whew!  That’s a lot to take in but absolutely necessary.  
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Step #2. Estimating Costs of Goods Sold before you are open 

 
What you have to do is establish a target cost percentage for the various revenue 
sources you have identified. Please refer to the enclosed Cost of Goods Worksheet on 
page 11.  
 
If you have projected your cost of goods sold to be 33% for a particular segment - then if 
an item costs $2.00 for you to buy it, you are going to price it at $6.00 on the shelf.  
Essentially you are going to take the cost price and multiplying it times 3. 
 

%33%100*00.6$/00.2$   Got it? 
 
One more time. 
 
If an item costs $6 and you want a 50% cost for that item, then you are going to price it 
at $12 in your store. 
 

%50%100*00.12$/00.6$ 
 

So, in this example, you may have a projected cost for different types of items in your 
convenience store.  For example: 
 

Candy Bars   33% 
Soda Pop  50% 
Cigarettes  75% 

 
Each segment has a different cost % and some items may have greater margins than 
another.  You will then have an Overall Cost of Goods Sold for all the items in the store. 
 
Subtract that COGS number from your Total Revenue – yah way back there – and you 
are left with what the accountants refer to as Gross Profit.  
 
If your overall cost of sales is 34% then the gross profit is 66%. 
 

100% Sales minus 34% COGS equals 66% Gross Profit 
 
With that money you can move to Panama.  No, with that money you have to pay 
labour and all your other expenses. 
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Step #3. Cost of Goods Sold (for real) 

 
Question from the lady in the back.   

“How do you figure out your costs for real not just estimating them?”  That’s a good 
question.  You take inventories and track sales and purchases.  I’ll get down to the 
details. 
 

1. First things first.  You have to track your sales on a daily basis and have a running 
total for the month.  You track sales of candy bars and pop and cigarettes. 

 
2. Secondly, you have to record your purchases so you can track what you are 

spending for each of categories during specific periods. 
 

3. Lastly, you have to complete inventories of all the goods you have on-hand. 
 

You should complete inventories at least twice per month if not more often.  
Let’s say you are on a semi-monthly cycle.  On the morning of the 16th there is a 
flurry of activity.  The manager is scrambling around the store counting candy 
bars.  The warehouse supervisor is in the back counting cases of cigarettes and 
pop.   

4. When everything is counted you input the information onto your laptop and the 
spreadsheet does the rest.  It multiplies the amount of a certain item by the 
per-unit cost to give you an extension. 

 
400 candy bars at $.25 per equals an extension of $100 

 
400 X $.25 = $100 

 
100 cartons of cigarettes at $50 per equals $500. 

 
Each item has a value and so at the end of the exercise you know what you have 
in both the front of the store as well as the back storeroom.  For example: 

 
 $6,000.00 worth of candy bars on hand; 
 $3,500.00 worth of pop and 
 $4500.00 in cigarettes. 

 
5. Lastly, you have to put it all together to get your Cost of Goods Sold. Please refer 

to the enclosed worksheet titled Sample Inventory Sheet.  
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That is step #1  
 
Now let’s just look at candy bars. 
 
You did an inventory at the end of last month and that told you that you had a total of 
$5,000.00 in inventory at that time.  So, you have an opening inventory for the next 
month.  (Yes, you are right, last month’s ending inventory is the same as this month’s 
beginning inventory.) 
 
You know: 

Opening Inventory    $5,000 
Closing Inventory   $6,000 – the one you took today, the 16th 

 
Now you need to find out what you purchased during the first 15 days of the month.  
You go to your Purchase Journal and see that you spent $3,000 on candy bars.   
 
You now know : 
 

Opening Inventory    $5,000 
Closing Inventory   $6,000 
Purchases    $3,000 

 
What are missing are sales.  You go to your Daily Sales Summary and get your sales for 
candy bars from the 1st to the 15th inclusive.  $6,000.  Perfect. 
 
So, you know it all: 
 

Opening Inventory    $5,000 
Closing Inventory   $6,000 
Purchases    $3,000 
Sales     $6,000 

 
All these figures are easily attainable once you have your Management Information 
System in place.  The HaffHour Handbook on How to Develop a Simple Management 
Information System will make your life much easier. 
 
We are talking a whole lot of numbers here, but the business of business is a numbers 
game and always has been and always will be.  People fail because they see this whole 
process as being too much work and they have better things to do.  There is nothing 
more important than controlling your costs and you only find out how you are doing by 
having a control system that you monitor every day.  I said every day.  If you start to 
miss and get sloppy you’ll end up on the slippery slope to nowhere.   
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Where we were and what do you do now? 
 
You now put your information into the following formula: 
 
Opening Inventory + Purchases - Ending Inventory ÷Sales = Cost of Goods Sold 
 
OR 
 

Opening Inventory    $5,000 (in stock at the 1st of the month) 
Purchases     $3,000 (purchased from 1st to 15th) 
Equals Goods Available for Sale  $8,000 (if you sold nothing) 
Closing Inventory    $6,000(in stock on 15th of the month) 
Cost of Goods Sold    $2,000 
Sales      $6,000(from 1st to 15th inclusive) 
As a %      33%  

($2,000/$6,000 x 100% stated as a %) 

 
Got it?  If you don’t you won’t be the first.  We have a few minutes left so, before I sign 
off, go back and look at how I got the numbers and how I used them. 
 

Then we have to do the same for all your other items like soda pop and 
cigarettes. 
 

Wow.  It will take you less than an hour and one half to do a full inventory and costing 
once you get good at it so do it right from day one onward.   
 
We include two sample sheets  

1. Cost of Goods Sold 
2. Sample Inventory Sheet 

 
These allow you to follow this process from Sales through establishing your Cost of 
Goods Sold to arriving at your Gross Profit. 
 
We then give examples of Cost of Goods Sold calculations for all revenue sources, so you 
can see the difference.  Follow these sheets through from start to finish so that you 
become comfortable talking about them.  This terminology should be part of your 
everyday lingo going forward.  “Hey Bob.  Nice cost last month”.  ”Sally, what’s going on 
with the cigarette cost?” 
 
You now understand costs and you are miles ahead of those who bluff that they know 
because they didn’t have the Haffhour Handbook on Understanding Costs of Goods Sold 
for a Business.      
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Estimated Average Customer Counts

Time of Day Slow days Busy days

Morning 200 300

Afternoon 150 250

Evening 300 400

Total per Day 650 950

Customer Counts per Season Winter Spring Summer Fall Totals

Number of Days per Season 90 91 92 92 365

Estimated Number of Slow Days per Season 65 55 17 61 198

Estimated Number of Busy Days per Season 25 36 75 31 167

Total Customers on Slow Days 42,250 35,750 11,050 39,650 128,700

Total Customers on Busy Days 23,750 34,200 71,250 29,450 158,650

Total Customers for a Season 66,000 69,950 82,300 69,100 287,350

Average Money Spent per Person Winter Spring Summer Fall Totals

Estimated Average Spend on Slow Days $1.50 $1.75 $2.00 $1.75

Estimated Average Spend on Busy Days $1.75 $2.50 $2.75 $2.50

Revenue Winter Spring Summer Fall Totals

Customers X Average Spend on Slow Days $63,375 $62,563 $22,100 $69,388 $217,425

Customers X Average Spend on Busy Days $41,563 $85,500 $195,938 $73,625 $396,625

 

Total Revenue $104,938 $148,063 $218,038 $143,013 $614,050

Sales Mix

Estimated Candy Sales as a % of Total Sales 25%  

Estimated Soda Pop Sales as a % of Total Sales 30%

Estimated Cigarette Sales as a % of Total Sales 45%

Total 100%

Revenue Winter Spring Summer Fall Totals

Total Revenue @ 100% $104,938 $148,063 $218,038 $143,013 $614,050

Candy Revenue @ 25% $26,234 $37,016 $54,509 $35,753 $153,513

Soda Pop Revenue @ 30% $31,481 $44,419 $65,411 $42,904 $184,215

Cigarette Revenue @ 45% $47,222 $66,628 $98,117 $64,356 $276,323

Cost of Goods Sold

Candy Cost @ 33% $8,657.34 $12,215.16 $17,988.09 $11,798.53 $50,659.13

Soda Pop Cost @50% $15,740.63 $22,209.38 $32,705.63 $21,451.88 $92,107.50

Cigarette Cost @75% $35,416.41 $49,971.09 $73,587.66 $48,266.72 $207,241.88

Total Cost of Goods Sold $59,814.38 $84,395.63 $124,281.38 $81,517.13 $350,008.50

as a % of Total Sales 57.0% 57.0% 57.0% 57.0% 57.0%

Gross Profit $45,123.13 $63,666.88 $93,756.13 $61,495.38 $264,041.50

as a % of Total Sales 43.0% 43.0% 43.0% 43.0% 43.0%

Costs of Goods Sold Worksheet 

COST OF GOODS SOLD
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Appendix B. 

 

 

 

The Math The What The Amount The Explanation

Start Opening Inventory $5,000.00 Last month's ending inventory

Plus Purchases $3,000.00 Purchases from the 1st of the month through the 15th

Equals Goods Available for Sale $8,000.00 What was available for sale

Minus Ending Inventory $6,000.00 The Inventory taken on the morning of the 16th before opening

Equals Cost of Goods Sold $2,000.00 Available less ending inventory

Divided By Sales $6,000.00 Sales from the 1st to the 15th inclusive

as a % 33% Cost of Goods Sold Divided by Sales expressed as a %

Sample Costing Sheet


