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Retailer Newsletter

October 1, 2019
Tom’s Business “TIPS”

“To Improve Profits”

RE: Consulting & Good Business Practices
Hi,
T&S Management had a busy summer holding training classes, doing in-store consulting visits and business analyses. Bill and I are constantly amazed at the similarity of the problems struggling retailers are dealing with. The one glaring item that stands out is the fact all the retailers said, “I’m making good profits but I’m cash poor,” or “I’m making money, but I don’t have the money to pay for fuel and operating expenses.”

The one most obvious similarity among retailers struggling to survive, is the fact, most do not take product inventories. If you don’t take inventory, you don’t know your shrink. If you don’t take inventory, you don’t know and will not know your true gross profit. If you don’t know your gross profit, you don’t have any ideas if you made any money or not! How do you gauge your business? Money in your checkbook? I hope not!
Many times, we’re approached by retailers requesting our assistance while they consider the sale of their business, as soon as they can turn their business around. We have often found many of these operators decided to stay in the business after we’ve helped them get things straightened out. They didn’t know where to start or what to do first to implement a positive change. 

If you are not taking product inventories the business reports, you get from your accountant, are of very little value as a tool by which you can manage your business. They barely satisfy the required information for the Internal Revenue Service.  
Here are Gross Profit method examples I’ve shared in the past:

There Are 3 Ways to Compute Gross Profit:
1. Purchase Method:
Sales - Cost (Purchases)
= Gross Profit

2. Averaging or Margining Method:
Sales X Fixed Gross Profit %
= Gross Profit

3. Inventory Method:
Beginning Inventory

+ Purchases

-  Ending Inventory
= Cost of Goods Sold (Gone)
Which one is right? There’s only one that comes close; it’s #3. If you don’t take an inventory, you don’t really know your GP.
Here’s comparative examples that I’ve shared at numerous training sessions. I believe it illustrates how retailers can be fooled by using inaccurate inventory numbers month after month. The bottom line is, you must take a product physical count each and every month to understand your business success (or failure). Don’t wait until you don’t have $$ in the bank to pay your bills. Poor business practices will catch up to you eventually.
Averaging or Margining Method:
If your Accountant does not have your physical inventory to determine your Gross Profit, this is how it works:  Sales:  $1000
+ Starting Inv 12/31/XX (estimated)
   $6000

+ Purchases



   $1400

-  Ending Inv 1/31/XX (estimated *)
   $6750 
= Cost of Goods Gone (estimated)        $650

Gross Profit on Sales = $350 (35% gross profit *)

 * In order to make the 35% gross profit, the ending inventory value may be inflated (estimated). Therefore, you start the next month with an inflated inventory amount, and so on, and so on and on.
· This is called ‘Averaging’ or ‘Margining’
· Your accountant is increasing your end of month final inventory to force your gross profit dollars to come out to the number you told him/her you “think” you are making in that category.

· Using the ‘Accrual Method of Accounting’, you pay taxes based on gross profit dollars shown in this example.

· This may not be actual gross profit; it may be less (probably a LOT less!).

· Anticipated cash flow is negatively affected.

This is the preferred method:
Inventory method
If your Accountant uses your physical inventory to determine your Gross Profit, this is how it works:  Sales:  $1000
+  Starting Inv 12/31/XX

$3500

+  Purchases



$1400

-   Ending Inv 1/31/XX

$4250
=  Cost of goods gone

 
  $650

Gross Profit on sales = $350 (35% gross profit)
The inventory method is the only accurate way to determine shrink, alert you to employee or vendor theft and give you an accurate snapshot of what’s going on in your business.
Maybe it’s time for a face to face meeting. The kind of face to face meeting I’m talking about is you looking at yourself in the mirror and asking yourself this important question, “Am I struggling in my business because of poor business practices?” If the answer is yes or even maybe, then take the steps today to make a change in your daily business management procedures. If you admit to yourself that you are not operating your business in a prudent way (i.e. taking inventory monthly, monitoring employee theft, watching for vendor theft, conducting daily complete shift check-outs including lottery and cigarette inventory) it’s not a matter of ‘if I will incur a cash flow problem’, it’s ‘when will I incur a problem?’. Sometimes the changes needed to be made are not easy. It’s probably been a number of years that you have been coasting, just to get by. I know how difficult it can be when you must confront your mistakes and make the changes that are necessary. I’ve been there in my own business a couple of times in my 30 years.
If you’re not sure about that first step, reach out to me.

Another mistake we find many struggling retailers face is doing their own monthly financial reports. We’ve seen many retailers using QuickBooks to prepare reports. It’s true you will save money preparing financials in-house, but the fact remains most business owners are not experts in accounting. The money paid for outside monthly assistance will free up your time to run your business more efficiently. Pay the experts that know our business and listen to their advice on your business operation. If your expert does not help you critique your business, you have the wrong person. Your accountant is another important ‘coach’ you hire for your business, just like your banker, insurance agent, retirement planning advisor, or attorney.
Check out our website: we have a new category – ‘Safety & Security Hint’. Valuable information you should share with your family and employees. Let me know if you feel this information is helpful. 

Don't be a victim of the 5 Dangerous Words –

‘Maybe I’ll Do It Tomorrow’

Do it today! Because tomorrow could be too late!
If you have a question regarding this email or any another topic in our business, drop me an email or call. I enjoy hearing from you. I generally return calls and emails within 24 hours, even when I’m traveling. 


Tom                                                                     
Thomas W. Terrono
T&S Management Services, LLC
Instructor / Consultant for the Convenience Store Industry

Lee's Summit MO 64082-4864    

816.550.8048 cell
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tom.tsms@gmail.com


www.tsmanagementservices.com
“Our business is making your business better!”

