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| 0 fatal flaws

that could

annihilate your business

by Rick Stark and Shelley Parlin

I spent 20 years in the retail furniture industry, as did my co-author,
Shelley Parlin. We were on two sides of the same coin — 1, in the consult-
ing and analyst side, and she on the front lines of the bartefield as a store-
owner. But enough abour us — let’s ralk abour you.

If you are like many recailers, your days are spent doing lots of things:
creating ads, handling service issues, making sure deliveries are made in a
timely manner, and pulling your hair out over inventory, prices, and nag-
ging customers. Bur what you have littde time for often are the “big pic-
ture” items that separate the super-successful stores (10 percent-plus profit)
from average stores (2.5 percent profit).

Let's spend a few minutes together covering the 10 most common
mistakes we have seen retailers make over the past two decades:
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|. Not having an
all-inclusive selling
system.

You've heard it many times: “You
can't improve what you don’t
wack.” Grear selling systems rrack
door counts, opportunities, aver-
age gross margins, average ticker
amount, close rates, missed oppor-
tunities, gross margin by salesper-
son and lots of other acrionable
data for store managers and own-
ers. If your current system

mula thar uses gross margin, turns
and invenrory levels, We all try to

ger the mest margin possible, and

we all need to keep our inventory

levels as low as possible (preferably
below 15 percent of your sales val-
nmej,

However, turns are what make
or break a business. Think of it
this way: stores can make 37 per-
cent gross margin (low) or 47 per-
cent margin (high). Thar's a 10
point difference. This means the

mike a lot more money than stores
thar are 10 percent or 15 percent
berter on margin.

4. Not following
business cycles.

Ask any business person and they
will tell you, *Chicken one day,
feathers the next — some years are
better than others, it goes in
cycles.” Bur how often do vou see
a business follow the cycles the
way they should? Often times,

doesn't produce these merrics,
you have some work to do. You
need the additional profic (50
percent to 125 percent) that
these systems deliver. You need
a grear selling system.

2. Not having a
real inventory
management
system.

Ler's face ir: with thousands of
SKUs (a.k.a., items in invento-
rv), it is impossible to track all
the items by hand or from
memeory. You need to know
your best sellers, the 20 percent
of items thar create 80 percent
of your margin, your also-rans,
and your dogs. You need a
dynamic system to constantly
track your items in real time.
Withour a great inventory
management system, you can't
buy right, and it's nearly
impossible to be super-prol-
itable. If you don't think so,
then why have 30 percent of all
retail home furnishings stores
{mainly mom-and-pop stores
withour good invenrory man-

“You can't improve

what you
don't track.”
Great selling systems
track door counts,
opportunities,
average gross
margins, average
ticket amount,
close rates, missed
opportunities,
gross margin
by salesperson
and lots of other
actionable data.

when a $10 million store has a
downturn and becomes an 58
million business, they don't
adjust their expense structure
as fast or as much as they
should. You need 1o always be
in alignment with whar the
marker is doing. If you are a
$2, 3, §5, 510, 520 million
business, your cost structure
needs ro mirror thar volume
level.

If things turn down, your
expense structure and staffing
models need o fallow immedi-
ately. Too often stores sit
around saying, “It will turn
around; it will get better,” as
they bleed red ink. Don't be
the $10 million store that is
actually doing $8 million in
sides — that is a good formula
for going our of business.

5. Inappropriate
staffing levels.

How many salespeaple (or
delivery persannel, or ware-
house people, or office staff)
do you need? This is a very
commeon question, and rarely

agement systems) gone out of
business in the last seven years?

3. Generating turns is
what makes or breaks
a business.

Gross Margin Beturn on Invest-

ment is a great indicator of profit.
GMROI is litde more than a for-

best to the worst is 22 percent dif-
ferent (10 percent/47 percent).
MNow. weak stores will turn
their inventory 2.5 times, and
strong stores will turn their inven-
tory 6.0 times — that’s 4.5 wmns
different (which is 180 percent
berrer — 4.5/2.5). When rrying 1o
boost that bottom line, stores that
are 180 percent better on turns

do retailers know the righe
answer, When you run a 53 mil-
lion dollar store on staffing levels
thar are appropriate for 2 $3.5 mil-
lion dollar store, VOUL Arc over-
staffed by 17 percent, That’s a lot
of your money!

Just as bad is when you are
understaffed in an area of vour
operation; you arc missing sales
and other margin opportunitics.
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Systems define outcomes.

All great businesses run the way they do

because of great systems.

Too often you see a business that could be great

but they are still using systems from two decades ago.

“Well, that is the way we have always done it”

Worse still is when you have the
right overall number of employees,
burt vou are too thick in one area
and tou thin in another, then you
ate comnmitting both sins. You
have to have the right number of
people in every area of the business
at all times.

6. Weak systems —
systems define
outcomes.

Lets say it together (and out
loud): systermns define outcomes.
All grear businesses run the way
they do because of great systems.
Too often you see a business that
could be grear but they are sdll
using systems from two decades
ago. “Well, that is the way we have
always done it” is their mangra.

We saw one business thar filed
their signed delivery receipes by
customer, Each receipt went into
the customer’s bl folder. This
business had grown and it now
had three full-time people filing
these delivery receipts every day. 1
asked the owner, "Why don’t vou
just file them by day, which will
take one person five minutes, and
then if you ever need the delivery
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is their mantra.

receipt you can just look up the
delivery date on the compurer and
then go find it in that day’s file”
His answer was, “Well, we've
always done it this way”

We changed their filing system
{or lack of one) and saved over
S100,000 a year, Smart systems
(the very best way of doing cvery-
thing) are prerequisites for being
efficient and super profitable,

If you dont know the very
best way of doing everything, just
talk to someone who does. Using a
super-efficient method is often-
times easier than your method
{just ask the guy that doesn’t have
three people filing delivery receipes
anymore). Learn grear ideas from
those thar alrcady know.

7. Not competing on
the right fronts.

A small store nexr to Nebraska
Furniture Mart may not want
compete on selection. A super-
large store next o a row of design
liouses may not want o compete
on service, You need to compete in
arcas that you can win. 5un Tzu in
the boole T Art of War teaches us
w0 competc in areas l-l““ W can

win. Know your strengths and the
strengths of your competitors, and
don't try to lead in areas that you
cannot win,

Don't fight against @ great
Mavy on the water, draw them
onto land or fight them from the
air — use your strengths against
their weaknesses, Price stores need
to be price stores, service stores
need to lead with thar suit —
know whe vou truly are, and fighr
your competitive battles based on
vour strengths.,

8. Not making the store
inviting.
Our of 100} lurniture stores, 83 (or
85 percent) will look boring. You'd
think they were selling caskets.
Talk 1o customers long cnough
and you will learn whar they want
when they enrer a retail store:
uphear music, good smells, grear
lighting thar is product-focused,
clean bathrooms thar show design
Hlair, interesting décor, rop-end
painting {colortul walls), informa-
tve in-store signage, unclutrered
clear walkways, coordinated sales
staff that appears friendly (not
pushy), and more.



When we walk into a smarr
store, we instantly say “Wow!” You
have a fiew seconds (abour three) 10
make that impression, Stores tha
arc on it make that impression the
mmment the customer walks in the
tront of the store. What arc some
casy-to-fix mistakes? Snow shovels
in the enuy way. poor lighting, no
scent machines, uncoordinated
sales sraff, bland bathrooms,
burned out bulbs, skewed lamp
shades, focus on price instead of
vilue, little 10 no in-store signage,
and “How can [ help vou™ coming
out of the salesperson’s mouth.

9. Financial boo-boos.

And there are a lot! Not having
enough cash reserves, growing
vourself aur of business, using
shorr-term loans to finance long-
term business needs, not being
able 1o withstand a dewneuen, nor
understanding or having good
budgets and spending too much or
too litde on the major arces —
marketing, sales lorce compensa-
tion, :idwrrit;ing, erc.

Serting good budgers and
doing strong financial planning is
ot hard. There are a lot of good
people o help yvou with this, but
many stores avoid this sk because
the owner doesn’t undersend e
value or the need. Dont fall into
this trap — get 0 know and love
vour financial staremenrs, cash
planning and budgers.

10. Not being
employee-focused.

Customers are important, bur not
as important as emplovees. I you
fscus on vour customers ar the
expense of your employees, then
your emplovees will focus on
themselves at the expense of vour
customers. [F vou focus on your
employees, then they will learn to
focus on the customers.

This is serange, but nonethe-
less true. There are all kinds of
great fuek-the-fire and employee-
otiented programs for hone fur-

nishings stores. Most importantly,
the owner needs to see the value
and make this a corporite impera:
tive.

Conclusion: We know that
this is a lor of stuff 1o worry abou,
especially on wp of all yvour ather
jobs,

What is the answer® Ger some
help! Don't be a Lone Ranger. The
best place to start is by hanging
out with 20 successful rerail home
furnishings store owners — join a

“best practices” or focus group.
Also. make note of these big pic-
ture bssues and build a long-term
plan to address your weaknesses
and celebrate your strengths. And
don't forger to have fun, “Nwe

1o learn mave, the aushors, Shelley
Farlin, Director of Professional Services
of PROFI Tiystewns and Rick Stark,
formaer CEO) af PROF Lysterns, can
e reached ar (800) 888 3365 or chel.
ley@prafirgyseems.ner
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