Maintained Markup
Maintained Mark Up: is the difference between net sales and the cost of merchandise sold without the credits of cash discounts or volume rebates and without adding the alterations/workroom costs.
 - While gross margin from an income statement and MMU are related, they are NOT equal. 
   
Let’s look at a new Income Statement that includes a breakdown of the various elements that go into the Cost of Goods Sold:
   
	Sales 
	Dollars 
	% of Net 

	Gross Sales
	1,100,000
	 

	CR & A
	- 100,000 
	 

	Net Sales
	1,000,000
	100%

	[bookmark: _GoBack] COGS
    + New Purchased
    + Inward Freight
   Total Merch Handled
     - Closing Inventory
   Gross Cost of Merchandise
     - Cash Discounts
   Net Cost of Merch Sold
    + Alt/Workroom Costs 
TOTAL COST of Merch. Sold
	   220,000
+ 645,000
+ 14,000
879,000
-280,000
599,000
- 32,000
567.000
+ 10,000
577,000
	 
 
 
 
 
 
57.7%

	Gross Margin
	423,000
	42.3%


  
In this case your COGS at the beginning of the month is $220,000.  You purchase  another $645,000 of merchandise and spend $14,000 in freight costs – meaning the goods you had available for sale cost you $879,000.
 
At the end of the month your inventory is only $280,000, which leaves you with a Gross Cost of Merchandise (or “Initial Cost of Goods Sold”) of $599,000.
 
However, if you pay your bills quickly enough to qualify for the vendor’s discount, you can save $32,000 – making the Net Cost of Merchandise only $567,000.
 
But you also had to do some extra work to the goods in terms of alterations, adding $10,000 to your costs.
 
Thus your total COGS is $577,000.
 
And your Net Sales – Total COGS = Gross Margin
Or 1,000,000 – 577,000 = 423,000
 
 
Important
Here’s the kicker – maintained markup is related, but not identical, to the Gross Margin line. 
 

 
The formula for each are:
 
GM % = Gross Margin $ / NetSales $
but
MMU % = Maintained Markup $ / Net Sales $
 
Thus GM% = 423,000/1,000,000 = 42.3% 
 
But in Maintained Markup you get:
MMU% = (Net Sales – Initial COGS) / Net Sales
              = 1,000,000 – 599,000 / 1,000,000
              = 401,000 / 1,000,000
              = 40.1% 
 
This is similar to Markup on Retail but MMU is calculated using the final selling prices received.
 
The difference between MMU% of 40.1 and GM% of 42.3is attributed to factoring in the Initial Cost of Goods Sold (a.k.a. Gross Cost of Merchandise) of $599,000 rather than the Total Cost of Goods Sold (which may include alterations/workroom costs).
 
The natural thing people ask is “Why would we care about this?  The GM is what we actually ‘take to the bank’ so why worry about MMU?”
 
The reason to look at MMU is because it provides a realistic look at what you would expect in situations where you are not lucky enough to pay your vendors early to receive a discount or where you are buying simple items that don’t require alterations.  The MMU is what you “SHOULD” normally expect.  
 
If the GM% is higher than the MMU%, that means you did well in that period and benefited from discounts, which is good to know. If it’s lower, that might mean you are spending too much on alterations and extra costs and helps you to see if there are any problems/issues to consider.  It’s about the analytics.
 
Remember: Gross Cost of Merchandise or Initial COGS is the true cost of your inventory.  But if you pay early, the vendor gives you a bonus in the form of a “rebate” or discounting the normal price.  
 
Just like CR&A (Returns and Allowances) from earlier in these modules shows us part of what is really happening in the business, MMU adds more to this picture.

