
BUYING FOR SUCCESS

PARKER KARNAN, KARNAN ASSOCIATES

WHAT’S MOST IMPORTANT?

 REVENUE

 PROFIT MARGIN

 INVENTORY TURNOVER



OUT OF CHAOS COMES REVENUE



BUYING FOR SUCCESS

OUT OF ORDER COMES PROFIT



Step 1--PLAN

THE BENCHMARK

Revenue $500K $1mm $3mm

COGS 58% 56% 54%

Payroll 10% 15% 17%

Occupancy 9% 7% 6%

G&A 10% 9% 8%

Marketing 4% 3% 3%

Freight In 2% 1.8% 1.5%

Profit (EBITDA) 7% 8% 10%

WHAT DOES GOOD LOOK LIKE?



RETHINK  IT

OPERATING INVENTORY

 BEST PRODUCT IN BEST 

CATEGORY

 HIGH VOLUME/LOW CHANGE

 RELIABLE SUPPLY CHAIN

STRATEGIC INVENTORY

 YOUR POINT OF VIEW

 DISTINGUISHES YOU FROM 

OTHERS

 INTANGIBLE BENEFITS

Step 2--APPROACH



PRODUCT  SELLING BEHAVIOR

HIGH VOLUME HIGH VOLUME

LOW VOLUME LOW VOLUME
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 FRANCHISE STYLES

 PROGRAM MONTHLY

METRICS EXCEED TARGETS

 IMPORTANT BUT DANGEROUS

 FILL OR KILL

CALENDAR IS KING

 NICHE PRODUCTS

 FILL IN TO MODEL STOCK

 KEEP SPECIALTY SPECIAL

 STRATEGIC PRODUCTS

 TASTE AND CHASE

 CONTINUALLY REASSESS



KNOWING YOUR OUTS

 SUPPLY CHAIN RELIABILITY

 VENDOR FLEXIBILITY

 SALES PROGRAMS

 SALES REP

Step 3 -- EXECUTION



WHY A PLAN?

ESTABLISHING  YOURS

 SETS THE COURSE

 SETS THE BUDGET

 CAN BE MEASURED

 MUST BE NUMERICAL

Step 1 -- PLAN



Step 1--PLAN

THE BENCHMARK

Q1 2011 % of Bus % Growth Turnover

Footwear 71% 6% 4.2

Apparel 12% 25% 2.7

Accessories 17% 8% 3.7

Total 100% 8.5% 3.7

WHAT DOES GOOD LOOK LIKE?

(Industry)



Step 1--PLAN

THE BENCHMARK

Targets Sales $ Mgn $ Mgn % AIC Turn GMROI

Footwear $700,000 $294,000 42% $96,250 4 $3.06

Apparel $150,000 $67,500 45% $25,000 3 $2.70

Accessories $150,000 $75,000 50% $15,000 5 $5.00

Total $1000000 $436,500 43.6% $136,250 3.9 $3.20

WHAT DOES GOOD LOOK LIKE?

(Karnan Associates)



WHAT’S MOST IMPORTANT?

GMROI OF $3.00

 PROFIT MARGIN OF 43%

ANNUAL TURNOVER OF 4

BOTTOM LINE



WHY GMROI?

WHAT’S  GMROI?

Annual GM$ 450,000

Average Inventory @ Cost $150,000

$3.00 ROI

 REVENUE DOESN’T CARE ABOUT INVENTORY

 TURNOVER DOESN’T CARE ABOUT MARGIN

GMROI CARES ABOUT EVERYTHING



PRODUCT  SELLING BEHAVIOR

HIGH VOLUME—60% HIGH VOLUME—15%

LOW VOLUME—15% LOW VOLUME—10%

L
O

W
  C

H
A

N
G

E

H
IG

H
  C

H
A

N
G

E
H

IG
H

  C
H

A
N

G
E

L
O

W
  C

H
A

N
G

E

 44% MARGIN

 5 TURNS ANNUALLY

GMROI OF $3.93

 40% MARGIN

 3 TURNS ANNUALLY

GMROI OF $2.00 

 50% MARGIN

 3 TURNS ANNUALLY

 GMROI OF $3.00

 40% MARGIN

 2.5 TURNS ANNUALLY

 GMROI OF $1.67

GRAND TOTAL--100%

 44% MARGIN

 3.9 TURNS ANNUALLY

GMROI OF $3.04



RETHINK  IT

Step 2--APPROACH



WHAT DOES GOOD LOOK LIKE

INITIAL OPERATING AND STRATEGIC PRODUCT PLAN

RETHINKING YOUR APPROACH

JUNE JULY AUGUST TOTAL

EIR

300,000

EIR

300,000

EIR

300,000

AIR

300,000

SALES

100,000

SALES

100,000

SALES

100,000

SALES

300,000

MARGIN

45,000

MARGIN

45,000

MARGIN

45,000

MARGIN

135,000

EIC

150,000

EIC

150,000

EIC

150,000

AIC

150,000

135K/150K = $3.60 GMROI ANNUALLY

300K/300K = 4 TURNS ANNUALLY



INITIAL OPERATING PLAN WITH REDUCED MARGINS OF 38%

RETHINKING YOUR APPROACH

JUNE JULY AUGUST TOTAL

EIR

300,000

EIR

300,000

EIR

300,000

AIR

300,000

SALES

100,000

SALES

100,000

SALES

100,000

SALES

300,000

MARGIN

38,000

MARGIN

38,000

MARGIN

38,000

MARGIN

114,000

EIC

150,000

EIC

150,000

EIC

150,000

AIC

150,000

114K/150K = $3.04 GMROI ANNUALLY

300K/300K = 4 TURNS ANNUALLY



MARGINS OF 38% AND 10% MORE INVENTORY RECEIVED MONTHLY

RETHINKING YOUR APPROACH

JUNE JULY AUGUST TOTAL

EIR

310,000

EIR

320,000

EIR

330,000

AIR

320,000

SALES

100,000

SALES

100,000

SALES

100,000

SALES

300,000

MARGIN

38,000

MARGIN

38,000

MARGIN

38,000

MARGIN

114,000

EIC

155,000

EIC

160,000

EIC

165,000

AIC

160,000

114K/160K = $2.85 GMROI ANNUALLY

300K/320K = 3.75 TURNS ANNUALLY



WHAT DOES GOOD LOOK LIKE

INITIAL OPERATING PLAN RECEIVING 10% LESS EACH MONTH

RETHINKING YOUR APPROACH

JUNE JULY AUGUST TOTAL

EIR

290,000

EIR

280,000

EIR

270,000

AIR

280,000

SALES

100,000

SALES

100,000

SALES

100,000

SALES

300,000

MARGIN

45,000

MARGIN

45,000

MARGIN

45,000

MARGIN

135,000

EIC

145,000

EIC

140,000

EIC

135,000

AIC

140,000

135K/140K = $3.86 GMROI ANNUALLY

300K/280K = 4.3 TURNS ANNUALLY



Exercise

DRILLING WITH GMROI

• FOOTWEAR DEPARTMENT –2MM IN SALES @ 42% MARGIN.  AIC IS $280,000

• COMPANY –3MM IN SALES @ 45% MARGIN.  AIC IS $440,000

• VENDOR GARMIN–100,000 IN SALES @ 20% MARGIN.  6 TURNS ANNUALLY

• BROOKS ADRENALINE–250,000 IN SALES @ 44% MARGIN.  AIC IS $25,000

GMROI = $3.07

GMROI = $3.00

GMROI = $1.50

GMROI = $4.40



Step 3--EXECUTION

THE TOOLS



Step 3--EXECUTION



Step 3--EXECUTION

THE TOOLS

Retail Dashboard

Average Sale YTD Sales vs. Plan Turnover 0% GMROI

$ 87.02  month to date -4% 5.1      0 $ 4.06   
15% vs last year ($8,912) Footwear 17% Footwear 20% Footwear

12% vs target ($3,164) Apparel 0% Apparel -6% Apparel

($16,364) Accessories 40% Accessories 60% Accessories

12.92% YTD vs Last Year 10% vs Last Year 16% vs Target 20% vs Target

Transactions YTD Margin vs. Plan Months of Supply 0 GMROE

387     month to date 2% 1.9      0.00 $ 2.23   last month 

-15% vs last year $4,683 Footwear 601                                   Footwear unit OTB

1499.625 -24% vs target ($803) Apparel 259                                   Apparel unit OTB

$3,848 Accessories $0 Accessories

3.73% YTD vs Last Year 17% vs Last Year -32% vs Target $2.86 YTD

April 11



Step 3--EXECUTION

THE TOOLS

• Avg. Sale and UPT

• Sales

Front of 
House

• Turnover and Margins

• GMROI

Back of 
House

• Transactions

Outside of 
House



Step 3—EXECUTION

Sales & Margin Plan



Step 3--EXECUTION

ENDING INVENTORY



Step 3--EXECUTION

TOP 40 FOOTWEAR



WHAT TO HOLD / WHAT TO FOLD

WHAT’S THE MINIMUM YOU CAN CARRY

 IS IT OPERATING OR STRATEGIC

 AVOID GIN RUMMY STRATEGY
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Performance Apparel Timeline

High Performance Need

Low Performance Need

Early Innovators

Late Stage Followers



Step 3--EXECUTION

THE TOOLS

Department

Gender

Category

Class

SubClass

Vendor

Style

Color

Size

Department

Vendor

Gender

Style

Category

Color

Size

NEW OLD



Core

Seasonal

Heat

Step 3--EXECUTION

STYLE CATEGORIES

BUILDING PRODUCT MIX



PROPER APPLICATION

WHAT’S MOST IMPORTANT?

 GET CONNECTED

 PRIORITIZE

 DO SOMETHING NEW



BUYING FOR SUCCESS

PARKER KARNAN, KARNAN ASSOCIATES


