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A. Introduction
Inside this Strategy Guide you will:

» Learn what high margin goods are

» Learn the advantages of selling higher margin goods

» Learn how to sell higher margin goods

B. What are higher margin goods?
Higher Margin goods are goods which are sold for a higher margin of profit than other products. Determining the profit 
that you make on a particular item in your inventory is done by deducting the total costs of that item from the total 
revenue made by that item.

Profit = revenue - cost
However this will only give you a dollar value for profit. This figure can be misleading when comparing the profitability 
of multiple items in your inventory. For example:

Product 
A

Product 
B

Cost: $300

Sale Price: $500

Profit = revenue - cost 
Profit = $500 -$300 
Profit = $200

Cost: $50

Sale Price: $150

Profit = revenue - cost 
Profit = $150 -$50 
Profit = $100

Product ‘A’ you sell for $500, returning $200 profit. But Product ‘B’ you sell for $150 and only receive $100 profit. This 
analysis of profit is misleading. To determine the profitability of a product in a way that allows to accurately compare 
multiple products you need to identify the profit margin. The profit margin of a product is determined by identifying 
what percentage of the revenue is profit. For Example:

Product 
A

Product 
B

Cost: $300

Sale Price: $500

Profit = revenue - cost 
Profit = $500 -$300 
Profit = $200

Cost: $50

Sale Price: $150

Profit = revenue - cost 
Profit = $150 -$50 
Profit = $100

Profit Margin = profit ÷ revenue x 100 
Profit Margin = $200 ÷ $500 x 100 
Profit Margin = 40%

Profit Margin = profit ÷ revenue x 100 
Profit Margin = $100÷ $150 x 100 
Profit Margin = 66.66%

Once you have completed this comparison you can clearly determine which items of your inventory have the highest 
profit margin; these are your higher margin goods.
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C. The advantages of selling higher margin goods
The main advantage of selling higher margin goods is that doing so improves your business’ cash flow.

There are 6 ways to improve your business’ cash flow:

» Reduce Cost of Goods

» Reduce Expenses

» Improve Pricing

» Reduce Debtors Amount

» Slow Creditors Payments

» Reduce Stock Holding

High margin goods are defined by having a large difference between the amount you paid for the goods and the 
amount you sell them for. If you have high margin goods it’s because your business has either reduced its cost of 
goods or used improved pricing. Take advantage of your decreased costs or improved prices by ensuring that you and 
your team are effectively selling your high margin goods and improving your business’ cash flow.

D. 5 steps for selling higher margin goods

1. Reduce costs

One way to increase the amount of higher margin goods you 
are selling is to reduce your cost of goods. An effective method 
for doing so is to ask for cheaper prices. Don’t simply accept 
the first price your suppliers offer you, or accept a price as 
unchangeable because you’ve seen it written down. Ask at least 
3 suppliers for quotes and ask each supplier to compete with 
each other’s offered prices.

After you have reduced your cost of goods you can continue 
to sell your products or service at the same price if you wish. 
You will have increased your profit margin without any added 
expense to your customers.

Your total revenue may remain unaffected after reducing your 
costs, but you will in fact be selling higher margin goods.

2. Increase prices

Another way to increase your sale of high margin goods is to 
increase prices. In order to increase your prices but maintain 
sales you will need to offer your customers something 
unique. Develop a Unique Selling Proposition (USP), which 
distinguishes your business from its competitors. If you offer 
something that you competitors do not, than customers will 
have no basis for price comparison and you will be able to 
charge more for your unique quality. Mystery shopping your 
competitors is an effective way to identify what your competitors are not offering or what qualities your business could 
provide better.

©2016 BSI. All Rights Reserved
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After you have successfully implemented your Unique Selling 
Proposition to your customer’s satisfaction, you can increase your 
prices. There is no golden rule that governs how much you should 
increase your prices by for your business’ unique quality. The only 
way is to monitor your sales after increasing prices.

3. Buy high margin items

In addition to reducing the costs and increasing the prices of 
products you currently sell, you should consider when restocking 
your inventory, adding new high margin products to your range. 
Before restocking your inventory measure the potential profit margin 
of products that you could sell. Identify the cost your supplier is 
charging and your intended sale price for each item. This will enable 
you to deliberately stock high margin goods when selecting your 
inventory items.

4. Measure the profit margin

After reducing your cost of goods or increasing your prices, you 
should measure the effect this has had on the product’s profit 
margin. This will enable you to identify your highest margin goods, 
which you and your team can focus on in marketing and sales.

For example:

‘Product C’ cost you $10 and you sold it for $20. The profit is $10. Therefore 50% of the $20 revenue is profit.

Product 
C

Cost: $10

Sale Price: $20

Profit = revenue - cost 
Profit = $20 -$10 
Profit = $10

Profit Margin = profit ÷ revenue x 100 
Profit Margin = $10 ÷ $20 x 100 
Profit Margin = 50%

By identifying the profit margin you can see how reducing your cost of goods is increasing your profits even without 
increasing sale prices.

For example:

If the same ‘Product C’ only cost you $5 because you asked for a cheaper price and you still sold it for $20 your profit 
margin would have increased from 50% to 75%

Product 
C

Cost: $5

Sale Price: $20

Profit = revenue - cost 
Profit = $20 -$5 
Profit = $15

Profit Margin = profit ÷ revenue x 100 
Profit Margin = $15 ÷ $20 x 100 
Profit Margin = 75%

So in this example, decreasing the cost of product A increased the profit margin by 25%.
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Measuring the profit margin will also show how increased prices have increased your profits.

For example:

If the same ‘Product C’ cost you $5 because you asked for a cheaper price and you still sold it for an increased price of 
$25 your profit margin would have increased from 75% to 

Product 
C

Cost: $5

Sale Price: $25

Profit = revenue - cost 
Profit = $25 -$5 
Profit = $20

Profit Margin = profit ÷ revenue x 100 
Profit Margin = $20 ÷ $25 x 100 
Profit Margin = 80%

So in this example, increasing the price of product A increased the profit margin by another 5%.

Use this guide for measuring the profit margin of your high margin goods:

Product 
_____

Cost: $________

Sale Price: $________

Profit = revenue - cost 
Profit = $_____-$_____ 
Profit = $______

Profit Margin = profit ÷ revenue x 100 
Profit Margin =$_____÷$_____x_____ 
Profit Margin = ________%

5. Training

Make sure that your entire sales team are aware 
of which items of your inventory are high margin 
goods. Most sales representatives will up-sell low 
margin goods without realising. The profitability 
of all products, even high margin goods is 
dependent upon frequency of sales. So your 
higher margin goods will only be a worthwhile 
return on your investment if they sell. Every time 
you add a new high margin good to your inventory 
be sure to identify it to your sales team.

Encourage your sales team to promote and up-sell 
your high margin goods. Hold competitions with 
a reward for the team member who sells the most 
high margin goods in a month.

How effectively selling high margin goods improves your business’ cash flow is dependent upon every member of your 
organisation being aware of and committed to actively selling these products.

E. Review the effectiveness of selling higher margin goods

Test and measure

If you have increased your prices to sell higher margin goods, test your new prices and measure the impact of that 
increase on your sales. Don’t be unduly concerned if you notice an immediate marginal decrease in sales. There are 
a small amount of customers who are price-comparison shoppers and exclusively shop by price. Allow a long enough 
testing period to effectively gage the effect of increased prices on the majority of your customers. If the majority of 
customers are willing to pay increased prices then the venture can still be profitable even with a few customers lost.

©2016 BSI. All Rights Reserved
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You should monitor that you don’t lose too many customers however. If the new increased price is followed by a drastic 
decrease in sales then reduce your prices accordingly. This doesn’t mean that you have to completely revert to your 
original price; it just means that you should slightly reduce the amount that your prices have been increased by, and 
then test again to monitor the impact on sales.

Calculate the Return On Investment (ROI)

You should also calculate the ROI for your high margin goods to consider as well as the profit margin. The ROI analysis 
is different to determining the profit margin for 2 main reasons: 

1.  Calculating the profit margin will tell you what percentage of your revenue was profit, calculating the ROI will tell
you what percentage of what your expenses was returned in profit.

2.  The profit margin of ‘Product A’ only tells you how profitable it is in a single transaction, whereas the ROI can be
used to determine the profitability of all the ‘Product A’ in your inventory over a period of time.

To calculate the ROI, the total profit that you have made is sales for one high margin good is divided by the total 
expenses associated with the purchase and storage of that high margin good.

For example:

Profit = Total Revenue – Total Expense

R.O.I = Profit ÷ Total Expense x 100

Product 
A - ROI

Expenses: $3,000

Total Revenue: $5,000

Profit = Revenue - Expense 
Profit = $5,000 -$3,000 
Profit = $2,000

ROI = profit ÷ Total Expense x 100 
ROI = $2,000 ÷ $3,000 x 100 
ROI = 66.66%

So for every $1 spent on Product ‘A’, your business received a Return On Investment of 66.66% or $0.60 of profit.

You should conduct this analysis regularly to identify how effectively you are selling your high margin goods.

F. Key points summarised
» Selling higher margin goods improves your business’ cash flow by:

- Reducing your cost of goods

- Improving prices

» Measure the profit margin of your stock

»  Train all of your team to promote and up-sell
your high margin goods

»  Calculate the Return On Investment for each
high margin good over time
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G. Action plan
What Why Who When
Reduce cost of goods Use for comparison later You
Increase prices Create a culture of expense 

reduction
You

Buy high margin goods Create a culture of expense 
reduction

You

Measure the profit margin Identify your highest 
margin goods

You

Training Monitor the effectiveness 
of reducing the cost of 
goods

You and your team

Test and measure You and your team
Determine the ROI of your 
business

Evaluate the effectiveness 
of the expense reduction 
culture

You

Ask your BSI Coach Advice on increasing your 
profit margins and selling 
your high margin goods

You and your BSI Coach

H. See also
» Mystery Shop your Competitor

» Unique Selling Proposition




