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Why Interior Designer Project Profitability Is More 
Complicated Than It Looks 
Your calendar is full. Your clients are happy. Your team is working through a backlog 
of projects. But when you check your bank account at the end of the month, the 
number does not match the effort. 

This is the cash flow paradox that interior design firm principals know intimately: the 
feeling of running a thriving business while quietly wondering whether it is actually 
making money. It is one of the most common and least discussed challenges in the 
industry, and it is almost never about a lack of design talent. 

The problem is financial visibility. Most interior design firms are not equipped with 
the systems or the financial training to track profitability at the level of detail that 
actually matters: the item level. 

"I thought we were doing great. We had three active projects, 
everyone was working. I looked at my bank account and there was 
no money to pay anyone. How is this possible?" This is what 
principals say when spreadsheet-based operations finally reach 
their limit. 

This guide covers the financial fundamentals that every interior design firm principal 
needs to understand, regardless of their accounting background. It covers markup 
strategy, cash flow forecasting, client deposit management, billing accuracy, and the 
workflows that protect profitability from the spec stage through final invoice. 

You do not need to be an accountant to run a profitable design firm. You need the 
right systems, the right workflows, and a clear picture of what your numbers actually 
mean. 

Section 1: Understanding Interior Designer Project 
Profitability 

The Difference Between Revenue and Profit in Design Firms 
Interior design firms generate revenue through a combination of service fees, 
product sales, and project markups. Understanding where profit actually lives 
requires separating these three streams and tracking each one independently. 

Service fees (hourly, flat, or retainer-based) tend to have high margins but are 
vulnerable to scope creep and untracked time. Product sales generate revenue 
through procurement but only produce profit if markups are applied consistently 
and accurately. The gap between how most firms invoice and how they should 
invoice is often where margin disappears. 
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According to IBISWorld's interior design industry data, the average profit margin for 
interior design firms ranges from 6 to 15 percent of gross revenue, depending on 
business model and operational efficiency. Firms that track profitability at the project 
level, rather than the general ledger level, consistently outperform those that do not. 

Why General Ledger Reporting Is Not Enough 
Tools like QuickBooks give you a general ledger: a record of money in and money out. 
That is useful for tax preparation, but it tells you almost nothing about which projects 
are profitable, which clients are costing you money, or where your margins are being 
eroded. 

Interior design firm profitability requires project-level reporting. You need to know 
the markup applied to each item, the cost of each vendor purchase order, the status 
of every client invoice, and the deposit balance on every active project. General 
ledger accounting does not provide this. 

Section 2: Interior Design Markup Strategy 

What Markup Actually Means 
Markup is the percentage added to your cost to arrive at the price billed to the client. 
A 30 percent markup on a $1,000 sofa means you bill the client $1,300. Margin, by 
contrast, is the percentage of the final price that represents profit. On that same sofa, 
a $300 profit on a $1,300 sale is a 23 percent margin. 

Most design firms say they apply a consistent markup. Most design firms do not. The 
gap between intended markup and actual markup is one of the leading causes of 
margin leakage in the industry. 

Standard Markup Ranges for Interior Design 
Markup rates vary by project type, client relationship, and regional market, but the 
following ranges are widely used as industry benchmarks: 

•​ Furniture and case goods: 30 to 50 percent 
•​ Fabric, trim, and soft goods: 30 to 40 percent 
•​ Lighting: 25 to 40 percent 
•​ Art and accessories: 20 to 35 percent 
•​ Custom millwork and built-ins: 15 to 25 percent (margin compressed by 

contractor coordination) 
•​ Installation and labor coordination: 10 to 20 percent (varies by market) 

These are starting points, not rules. Your markup strategy should reflect your firm's 
positioning, client expectations, and the true cost of procurement including freight, 
storage, and damage replacement. 

For a detailed breakdown of how to build a consistent pricing structure, see our 
guide on design firm markup strategy and how to track it in real time. 
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Common Markup Mistakes That Erode Profitability 
•​ Applying markup to the wrong base cost (net vs. gross vendor pricing) 
•​ Forgetting to include freight, white-glove delivery, and storage fees in the 

markup base 
•​ Discounting markup for preferred clients without modeling the impact on 

project margins 
•​ Using inconsistent markup percentages across designers on the same project 
•​ Failing to update markups when vendor pricing changes mid-project 

A single missed freight charge on a large custom furniture order 
can eliminate the margin on the entire item. At scale, these small 
errors compound into significant profitability gaps. 

Building a Markup Policy for Your Firm 
A markup policy is a written, firm-wide standard that governs how every item is 
priced before it reaches the client invoice. It should include default markup 
percentages by category, rules for exceptions and discounts, and a review process for 
custom or high-cost items. 

Without a markup policy, pricing becomes a designer-by-designer judgment call. 
That inconsistency is where margin leaks. 

Section 3: Billing Errors and Margin Leakage 

How Billing Errors Destroy Interior Designer Project Profitability 
To identify where your firm is losing money today, review 5 signs your billing process 
is leaking margin. The most common billing errors in interior design firms fall into 
four categories. 

Category 1: Invoice Timing Errors 
Invoices sent too late, after client approval has cooled, create friction and delay 
collections. Invoices sent before all line items are confirmed create disputes. The right 
invoice is sent at the right time, with every line item verified against the original 
purchase order. 

Category 2: Markup Omissions 
Items invoiced at cost, without markup, are among the most common and 
expensive billing errors in the industry. This often happens when a designer creates a 
purchase order and then passes it directly to the client invoice workflow without a 
markup review step. 
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Category 3: Tax and Deposit Errors 
Sales tax complexity in residential design is significant. Client deposits, retainers, and 
progress billing all have different tax treatment depending on state law and the 
structure of your billing agreements. Errors here can create tax liability for your firm 
and disputes with clients. 

Category 4: Change Order Leakage 
Change orders that are approved verbally but not captured in your billing system are 
permanent margin losses. Every scope change must be documented, approved in 
writing, and reflected in the client invoice before work proceeds. 

Section 4: Cash Flow Management for Interior 
Designers 

The Interior Design Cash Flow Problem 
According to the Federal Reserve 2024 Report on Payments, 60 percent of small 
business owners have experienced cash flow problems. For interior design firms, the 
challenge is amplified by the timing mismatch between when you pay vendors and 
when clients pay you. 

A typical residential design project requires the firm to place purchase orders and 
pay vendors weeks or months before client invoices are collected. Without adequate 
cash reserves and a structured deposit system, even profitable projects can create 
serious cash flow stress. 

Client Deposit Management 
Client deposits serve two functions: they reduce the firm's cash flow exposure on 
procurement, and they create a financial commitment that reduces scope creep and 
mid-project client drop-off. Managing deposits accurately is critical to both cash flow 
and profitability. 

Best practice for residential design firms is to collect a deposit equal to 50 percent of 
the estimated procurement cost at project kickoff, and a second deposit before final 
installation. These deposits should be tracked separately from earned revenue and 
only recognized as income when the corresponding work or purchase is delivered. 

Cash Flow Forecasting for Non-Accountants 
Cash flow forecasting does not require an accounting background. It requires a clear 
view of three things: what is owed to you (accounts receivable), what you owe to 
vendors (accounts payable), and when each payment is expected. 

A simple 90-day cash flow forecast tracks incoming client payments against 
outgoing vendor payments and flags periods where the gap will require cash 

                                                                     designmanager.com                                                           5 

https://www.fedsmallbusiness.org/reports/survey/2024/2024-report-on-payments


 

reserves. Interior design firms running four or more concurrent projects need this 
visibility to avoid the payroll shortfall that surprises so many growing principals. 

The Federal Reserve small business survey data confirms that firms with regular cash 
flow forecasting practices are significantly less likely to experience cash shortfalls, 
even in periods of rapid growth. 

Section 5: Financial Clarity for Design Firm Principals 
Without Formal Business Training 

You Went to Art School, Not Business School: That Is Okay 
The most common sentiment expressed by interior design firm principals when 
discussing their finances is a sense of embarrassment: they feel like they should 
understand their numbers better than they do. They avoid asking their accountant 
certain questions because they do not want to seem uninformed. They delay looking 
at financial reports because the data does not make intuitive sense to them. 

This is not a personal failure. It is a structural gap. Design school does not teach 
project accounting, markup strategy, or cash flow management. Most principals 
build their financial knowledge through trial and error, often learning the hard way 
when a profitable quarter turns into a cash shortage. 

Research from the ASID 2025 State of Interior Design report identifies creative 
professionals as a group particularly vulnerable to profitability gaps due to 
insufficient financial training, not insufficient revenue. 

The Four Financial Workflows Every Principal Must Own 

1. Markup Strategy 
You do not need to understand debits and credits to protect your margins. You need 
to know your markup percentages by category, apply them consistently, and have a 
system that flags when an item is invoiced without markup. 

2. Cash Flow Forecasting 
Review your accounts receivable and accounts payable weekly. Know what is coming 
in and what is going out over the next 30 and 90 days. This does not require 
accounting software expertise. It requires a system that shows you the data in plain 
language. 

3. Client Deposit Management 
Always know the deposit balance on every active project. Know when deposits are 
being applied to invoices and ensure that deposit accounting complies with your 
state's tax requirements. Errors here create both cash flow problems and tax liability. 
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4. Invoice Accuracy Review 
Before any client invoice goes out, verify that every line item reflects the correct 
markup, the correct tax treatment, and the correct application of any deposit credits. 
A 10-minute invoice review before sending is significantly less expensive than a client 
dispute after the fact. 

How Design Manager Makes Financial Clarity Accessible 
Design Manager is built for design firm principals who are not accountants. The 
platform integrates markup tracking, procurement, client billing, and cash flow 
visibility into a single system, with accounting principles built into the workflows. 

You do not need to export data to a spreadsheet, reconcile three tools at the end of 
month, or ask your bookkeeper to explain why the numbers do not match. Design 
Manager surfaces the information you need, in the language of your business, now 
you need it. 

For a direct comparison of capabilities, download the DM vs. QuickBooks 
side-by-side comparison. 

Section 6: The Systems That Protect Interior Designer 
Project Profitability 

Why Spreadsheets Fail Growing Design Firms 
Spreadsheets are adequate for tracking data in a single-project, single-user 
environment. They fail in multi-project, multi-user environments because they do 
not enforce consistency, prevent errors, or connect procurement data to billing data 
automatically. 

Design firms managing four or more concurrent projects on spreadsheets are 
typically managing 70 or more separate files across proposals, purchase orders, client 
invoices, and vendor records. At that scale, a single error in one file propagates 
silently through the rest of the system. 

The data from Design Manager's own customer research supports this: principals at 
firms using spreadsheets spend an average of 8 to 10 additional hours per week on 
reconciliation, error correction, and manual data entry compared to firms using a 
purpose-built platform. 

What a Purpose-Built Platform Does Differently 
A platform built specifically for interior design operations, like Design Manager, 
connects every stage of the project workflow: from initial specification through 
vendor purchase order, client invoice, payment collection, and financial reporting. 
When data is entered once and flows automatically through the system, the 
opportunities for billing errors, markup omissions, and deposit mismatches are 
significantly reduced. 
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Item-level tracking, the ability to see margin, markup, and status on every individual 
item across every active project, is the capability that most directly protects 
profitability in high-complexity residential design firms. 

Section 7: Building Profitable Workflows Step by Step 

The Profitability Workflow: From Spec to Invoice 
1.​ Create the item specification with vendor cost and markup applied at the item 

level. 
2.​ Generate the purchase order directly from the specification, with vendor terms 

and lead times tracked. 
3.​ Record client deposit and apply it to the project account per your deposit 

management policy. 
4.​ Track procurement status, freight, and delivery against the original purchase 

order. 
5.​ Generate the client invoice with markup applied, tax calculated, and deposit 

credited accurately. 
6.​ Collect payment and reconcile against the project financial summary. 
7.​ Review project profitability report after close to identify any markup variance 

or billing gaps. 

The Weekly Financial Review 
Set aside 30 minutes each week to review the following: 

•​ Open invoices and days outstanding 
•​ Pending purchase orders and expected delivery dates 
•​ Current deposit balances by project 
•​ Upcoming vendor payment obligations 
•​ Net cash position for the next 30 days 

This 30-minute weekly practice is the highest-value financial management activity a 
design firm principal can adopt. It surfaces problems early, before they become 
crises. 
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Conclusion: Interior Designer Project Profitability Starts 
With the Right Systems 
The interior design firms that protect their margins are not necessarily the ones with 
the most financial training. They are the ones with the clearest workflows, the most 
consistent markup practices, and the systems that make financial visibility a default, 
not an effort. 

Financial clarity is not just for accountants. It is for every principal who wants to run a 
serious, scalable, profitable business without spending weekends buried in 
spreadsheets. 

Download the 15-Point Design Firm Billing Accuracy Checklist to audit your current 
workflows and identify where your firm may be losing margin today. 

Start Your Free Design Manager Trial 

 

See exactly how Design Manager tracks markup, manages deposits, and gives you 
real-time project profitability, without requiring an accounting background. 

Schedule a guided walkthrough with a Design Manager specialist and see your 
numbers the way they were meant to be seen. 
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