The GMROI Inventory PRODUCTIVITY Kit
Learn Gross Margin Return on Inventory Investment

Consider This:
Every retailer (and every organization) wants more sales.

Why can't retailers get more sales?
They think they don't have enough money to spend on growing sales.

Why don't retailers have enough money?
It's tied up in their excess inventory.

Why is that? Why is the money tied up in their inventory?
Because nobody has ever taught (or required) them how - or why! - to manage inventory.

(Unless an independent retailer has come from the training/ discipline/ enforcement of a major
retailer, they likely don't know how to expertly manage inventory, e.g., turnover, margins, stock/
sales ratios, etc. In fact, at least 98% of independent retailers do not have a properly trained
inventory manager.)

You want to raise sales?
It has to start between the ears of the independent owner. They must get more money from their
inventory and put it toward promotion, etc.

There's a cause-effect, cause-effect connection between sales, inventory, profits, and cash. They
are INTEGRATED. And now, that can be learned!

Buying inventory - and selling it for more - is the only way retailers make money.

By using the GMROI Inventory PRODUCTIVITY Kit, retailers can optimize their buying strategies before
merchandise orders are placed! Retailers can buy smarter; avoid expensive merchandise mistakes.

7 Sales or even margins don't necessarily have to increase to increase
profits. What matters is the productivity of each dollar of inventory.

Since 60% - 80% of a typical retailer's total assets are in inventory, it is

ROI Results by Retail
Segment

ROI Calculator

The Retail Owners Institute®

essential that retailers know how their inventory investment is
performing. Those who don't know are subject to failure.

One of the best tools for measuring and managing the productivity of
inventory is G.M.R.O.l., which stands for Gross Margin Return on
Inventory (Investment).

GMROI is fast and easy to calculate, and provides immediate new
insights about merchandise mix.

Then, by projecting GMROI, retailers will be able to see in advance what
combination of sales, margins and turns would be the most productive
for their retail operation. That means buying priorities can be set based
on what will produce the best return on the inventory investment.
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Unique GMROI Calculator

S e The one-o_f-g-kind GMROI Qalculator is new
to the retail industry, worldwide.

Project Your Inventory’s Productivity!

S b e o g dapadaniie e, amion, e R, For et e B LAY It works “in the cloud”; nothing to download or
ey o o T Qe e, (v o Srovs Mmgin ot A, install. The formulas are all built in.
Maks acjusimants bo sales, or easgina, o hums. Imvmadislaly 560 he Inpact. What & great way 1o Sophisticated, accurate, and easy-to-use.

Ses! cut Stlernct buying sirategies before you place the ordert

Enter planned sales and margins - by store,
by department, by vendor, even by customer
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E s productivity?
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) 5 Then, make some changes. Increase
TOTMS 51400000 414X 22 $s%0100 a2 33 margins? GMROI goes up. Hmmm....
B s S Increase turns? GMROI really goes up! Or,
increase both, and see what synergy is all
about!

Now, you have a plan! You can focus your buying - and your negotiations with your vendors - where you
will get the best return on your investment.

What’s Included in The GMROI Kit?

The GMROI Inventory PRODUCTIVITY Kit includes an online, self-paced eLearning course and the
dynamic GMROI Calculator. (See below for screenshots from a Sampler.)

Using the GMROI Kit, you will learn:

* What is GMROI?

* How to Calculate GMROI

» Using GMROI: A Case Study

» Case Study #2: Projecting GMROI

* GMROI Results by Retail Segment

* How to Use the GMROI Calculator to Analyze and Compare Buying Strategies
* How to Use GMROI to Improve Inventory Productivity

It likely will take less than an hour to go through the GMROI Course, read the entertaining Case Studies,
and solve one of the Case Studies while practicing with the GMROI Calculator. Then, you can use the
GMROI Calculator with your own numbers.

Our promise is that ‘Everyone ‘gets it'!"

Registered Users of the GMROI Inventory PRODUCTIVITY Kit have unlimited access, 24/7, to the
GMROI Calculator, and the GMROI eLearning course for 90 days following sign up.
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GMROI Kit “Sampler”

4%
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Ste Map
"Tom oo Your Finsociel
Acounssamper 1.Inventory Productivity Can Be Measured - and Managed! @
GMRO.L-#1
W;' GMROI (also known as GMROII) stands for Gross Margin Retum
Productivity On Inventory (Investment). This dynamic measure of inventory
productivity expresses the relationship between your total sales,
9 1. Abeut GMRO! the gross profit margin you earn on those sales, and the number
) 2 Cane Stecy #3: of dollars you invest in inventory to get those sales.
Projecting GMRO(
) 3 Thank You! In this course from The Retail Owners Institute®, you will leamn:
« the formula for calculating GMROI;
« how and why to use GMROI;

* how to use The ROI's GMRO/ Calcwlator;

+ how to project GMROI for your operation;

* how to use GMROI to improve the productivity of your
inventory.

It will take you less than an hour to work through the GMROI
Course and the Case Study, where you can practice using the
GMROI Calculator.

Then you will be ready to use the GMROI Calculator with your
own numbers. Evaluate your own buying strategy, and gain more
control over the productivity of the largest asset in your retail
operation: your inventory!

Copymight. The Retad Dwners lnatitutell and Ouscalt & Johrson Retad Srategiate, LLC —'MNM&WM“CWM'W-MVM{‘)‘>)
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Home Sem Nap

"Turn on Your Finencie!
A Course Sampler 1.1 Which is Best?

SumoL OO

Measure of

Inventory “Look at these four departments. Which one is best?”

Productivity

A. Sales, $315,400. Gross Margin %, 46%. Average inventory @ cost, $102,400

9 1. Abowt GUROH B. Sales, $220,100. Gross Margin %, 41%. Average inventory @ cost, $53,000
© 2 Case Study 92 C. Sales, $210,500. Gross Margin %, 48%. Average inventory @ cost, $86,100

Pragecting GMRO! D. Sales, $186,500. Gross Margin %, 42%. Average inventory @ cost, $33,700
) 3 Thask

. - Souns familiar, doesn X7 As a retailer, you must deal with these kinds of questions all the time. Weall, what would
you say? Which department is best?

* If you favor market share, or believe that “bigger is better”, you would buid on Department A. That has the
highest sales volume.

» But, if you believe it is more important to focus on profit, then you might favor Department C. After all, it has
a maintained margin of 48%!

* The banker-types in the crowd, of course, will be less iImpressed with top line sales. They care more about the
inventory levels. So they might pick Department B or Department D.

What's your answer? Which of these departments would you focus on for your store’s success?
Remember.,..your future does depend on you having the right answer!

This question can be answered only AFTER you have figured the GMROI
@ for each department!
Te
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Ste Uap

*Tem on Your Fiscclel
A Course Sampler 1.2 Decide with GMROI

SunoL o ©IO]

Neaswe of

Inventory Before you answer, here are the GMROI calculations for each of thosa four depanments:

Productivity

A Sales, $315,400. Gross Margin %, 46%. Average imventory € cost, $102,400. GMROI = $1.47

9 1. Absut GMRO! B. Sales, $220,100. Gross Margin %, 41%. Average inventory @ cost, $53,000. GMROI = §1.70
0 2 Cane Sty 52: C. Sales, $210,500. Gross Margin %, 48%. Average inventory @ cost, $86,100. GMROI = $§1.17

Profecting GMRO! D. Sales, $186,500. Gross Margin %, 42%. Average inventory @ cost, $33,700. GMROI = §2.32
9

i What GMROI shows is how much money you are getting back in Gross Margin dollars for each dollar you have
invested in inventory. In this example, Department A is returning $1.47 for each $1 of inventory Iinvestment, while
Department D is producing $2.32 in Gross Margin dollars for every $1 of inventory investment.

Revealing, isntit?

* Department D - admit it, frequently overiocked because it has the lowest sales and margins - is the
productivity winner! It has the highest GMROI, Its lower margin is offset by s higher inventory tums.,
GMROI is a powerful performance measurement tool. Sales volume alone is not enough. Gross margin
percentages by themselves can provide a misleading picture. And, bankars notwithstanding, average inventory
investment is not an appropriate standard by itself for strategic decisions.

GMROI measures productivity. It makes apparent which part of your

Inventory is really working for you.
s Tree
Quitr
So% e 2
"Tem on Your Fieseciel
A Course 1.3 Meet GMROI
byt OO
Neasure of
Inventory GMROI is most often expressed as a dollar multiple. It tells you how many times you've gotten your
Productivity original inventory investment back in one year.
S e — GMROI is the #1 measure of inventory productivity available to retailers.
» 2 Case Sty 92
Projecting GMRO!
© 2 Thash Youl » "Eamn and Turn® GMROI is a dynamic measure. It reflects the relationship
between margins and turns.
= = Affects profits AND cash
> . Increase margins - and GMROI goes up. Increase
tums - and GMRO! reafly goes up! Or, increasa both, and see what syneegy is -
all about!

For each dollar you
have invested in
inventory,

how much profit are
you geftting back?

» What it shows: A GMROI of $1.85, for instance, means that you are getting
$1.85 back in gross profit for each $1 you have invested in inventory.

» Best use of GMROI? Comparisons! Calculate GMROI by department. Or
store. Or vendor. Or even customer groups! Have an objective tool for knowing
when and where to “sharpen your pencl® (or get your vendors to sharpen thelr
pencils!)

Copymght. The Fndad Owners Inaihdolt and Outcat & Johnscn: Rutad Syatepats, LLC ~ From e ftamy of Retal Stata OB Counes hafs WMW“.®®
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8

Ste Map
“Toww o Your Finanvial
A Course Sameler 1.4 The Power of Projecting GMROI @@
GMROL - #1
Measure of
Inventory Projecting GMROI enables you to compare and contrast - ahead of time - the effects of changes in
Productivity your inventory management.
Lot L By comparing and contrasting the outcomes of different changes, retallers gain more confidence and peace of
) 2. Cane Sty £2 mind about “the numbers” part of their business.
Prejecting GMRCH
© 3 Thesk Yout > “What would happen to my GMROV ¥ |..increased margins?™
m > “What would happen to my GMROY ¥._margins stayed the same, but | increased turns?”
* “What would happen to my GMRO! ¥... my margins are lower, but tumns are higher?”
Capyrght. The Fotad Ot Sstinlt and Ouivall & MAnsen Futel Soatnpats, (LC - Fram P ey of Ritad Shuts OB Cosves Pars “oelegy” ..—,.-u--u.@@

e

) 1 Abcut GMRO(
) 2 Case Stady 52

Projecting GMRO(
) 3 Thank You!

» Doowmank Page

» Go To Dockmark

2."Shouldn't we project GMROI, so we can make better buying

decisions?”

Helen Surviving, of the I, M, Surviving(?!) Company, first leamed
about GMROI from her nephew lzzy, who she had hired to do an
inventory project for her when he was home from college. As he
pulled together his analysis, lzzy remembered how one of his
classes had taught the concept of GMROI - Gross Margin Retum
on Inventory Investment.

$So Izzy checked to see whether the POS system used by his aunt
and uncle would produce GMROI reports. And sure enough, it did!
Once he showed these to his aunt, she was very intrigued.

But, Helen being Helen, she quickly became the In-house expert!
She searched the internet, learning as much as she could about
GMROI. ("lzzy's a great kid,” she thought to herelf. “But | need to
know this for myselfl”)

Helen was delighted that the Surviving Company's recently-
acquired POS system could generate reports on GMROI. But
Helen also recognized that those reports were only about the
past. They just recapped (to the penny!) what already had

Helen, on the other hand, was very much focused on the future!
S0, she was looking for ways to use GMROI when she was doing
her other financial planning and projecting for the Surviving
Company.

Let's see what she has come up with in order to project GMROI's.

©J0;

o The il Ownery Insitandh angd Ounat £ Jonasin Ratad STamgats, LAC = From me tawiy of Retal Svats OF Covnes Mummum@@
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Home Site Map
*Turn on Your Financial
A Course Sampler 2.1 Look at this: a GMROI Calculator! @ @
G.M.R.O.l. -#1
Measure of
Inventory Helen was very excited to discover that The Retail Owners Institute has an online GMROI Calculator. She
Productivity found that it was the perfect tool for the "What would happen if I...?" questions that she had about using GMROI.

# 1. About GMROI

#) 2. Case Study #2:
Projecting GMROI

# 3. Thank You!

» Bookmark Page
» Go To Bookmark

* Helen liked how the GMROI Calculator had all the formulas built in.

All Helen had to do was to enter the department name, the planned sales and margins, and the targeted
inventory turns in the dark gray boxes.

She already had a pretty good idea of all those numbers, so that was easy. The Calculator did all the
number crunching. In nano-seconds!

7.1 The Retail Owners Institute's GMROI Calculator <l * Important

Reminder:
Project Your Inventory's Productivity!

This is justa
In the dark gray boxes, simply enter expected sales, margins and tums for whatever category you Sampler of the
want to lyze and depar , stores, vendors, even items. For each one, the GMRO/
Calculator immediately shows what the GMROI would be. And the Gross Margin dollars. And, the G.M.R.O.I Course &
Average on-hand Inventory @Cost. Calculator .
Therefore, I
Make adjustments to sales, or margins, or tums. diately see the impact. What a great way to erefore, you only
test out different buying strategies before you place the order! can see a screen
shot of the
G.M.R.O.I
Calculator.

Registered users of

fventory Turns|  Margin$ the G.M.R.O.L
Course &
13 198,000 Calculator have
) $186.200 unlimited access
for 90 days to the
— $110400 entire G.M.R.O.l.
36 $85,500 Course and the
$0 fully-functional
£o% e 2
"Tum an Your Fisanciel
ACourse Sampler 2.2 Seeing the Results @@
GMROL-M
Measure of
Investory As Helen entered numbers into the GMROY Calculalor, she immediately could see the outcome of that particular
Productivity combination of sales, marging and turmns.
D 1. About GumO! “This is SWEET!"
) 2 Cane Study #2:
T > Immediately, the GMROY Calculator produces the projected GMROI for each department.
) 3 Thank Youl :

» Dockrmak Page
» Go To Dockrmark

It also shows the Gross Margin dollars that each department would produce (given the sales and marging
she enterad).

And, & shows the Average Inventory @Cost, based on the turn rate she entered.
> “This is amazing!™, thought Helen, with a feeling of satisfaction. *If | don't like the GMROI that | would be

getting from a department, | can begin to make some tweaks 10 my plan. Immediately | can see whether those
tweaks make enough of a derence!”

@ Want fo know more about inventory furms? Click the “Ted Me More ™ bution below!
™

Toll Mo
Moce

L T e — mmﬂ@@
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éo% C 2

Neadighou!*
2.2.1 "What are inventory tums?" @
A Course Sampler
c:"o‘ ;:‘ Inventory tumnaver is essential to retallers, from the newest start-up 1o Fortune 500 chains,
P"MDM! Tumover measures how often, at your present rate of sales, your entire inventory is completely sold and replaced

(theoretically) during a year. The formula is Cost of Goods Sold divided by Average Inventory @Cost.
) 1, About GMRON
© 2 Case Sty 2 Average turnover rates (or “tums”) will vary by the type of retail store (.., apparel; shoes; fumiture; bocks; bulldng
Prefecting GUROS supplies; elc.) Also, within each store, departments will have different turn rates. (Consider a grocery store: the
canned goods will have a lower turnaver rate than the more perishable dairy itemns, or fresh produce, or meat
department, etc.)

0 3 Thank Youl

The Retal Oaners Institute (waw.RetalOwner.com) has much more information on inventory tumaver, and shows
benchmark turmnover rates for 52 saparate retail sagments.

Copyrght. The Fetad Owners institutell and Outcat & Johvaon Fetal Stategats, LLC ~ From e tamiy of Aetal Sirata OFf Courses Shar's “siraegy” - every retaler needs one) @

Who'’s Behind The GMROI Inventory PRODUCTIVITY Kit?

For more than twenty years, the team of Pat Johnson and Dick Outcalt, principals of Outcalt & Johnson:
Retail Strategists, LLC, have been dedicated to helping retailers better understand and prosper
financially. In addition to having their how-to articles purchased and published over 1,100 times, for many
years they performed their whiteboard training sessions all over North America.

For at least 12 years, they have been putting their "intellectual property" on a website, The Retail Owners
Institute®, at www.RetailOwner.com. It is an online-only resource, serving retailers worldwide, 24/7
(18,000+ per month.)

Frankly, it's huge, much like a library. If you need to learn anything about retail financial topics like Open-
to-Buy, GMROI, Cash Flow, Balance Sheets, etc., you'll find basic, down-to-earth answers and training
there.

In 2010, in response to requests from professionals from both academia and the retail training world, they
began developing eLearning Kits: more structured online training and “in the cloud” calculators. (Or, as
some call them, "Learn It & Do It Now" programs.)

Franchisers, distributors, wholesalers and other organizations that are dependent on retailers for their
own survival are the primary purchasers of these Kits. Their field representatives use them to learn
retailing's financial terms and tricks. In turn, they sit with their retailers and together improve the financial
results.
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