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H0\/11'8 BUSINESS? 
(Developing and Using Key Indicators) 

Most business managers have developed various kinds of information about 
their business that give some sort of message about the vitality or profitability of 
the operation. These are referred to as operating ratios, financia 1 ratios, operating 
gross, margins and profits. These may be expressed in terms of dollars per some 
unit of time, space, or investment--as a percentc:ge of reta U sales or investment, 
or in other fashion. vVe will refer to these as Key Indicators 1 or KI's. 

If we put too much emphasis on one or two KI's, we probably will not get a 
really good performance as managers of the business. We need to select a broad 
representation of various aspects so that we can get a reading on the whole business, 
not just one part. Let's develop several Key Indicators that may serve as an example. 

L SALES PER SQUARE FOOT 

We need one that tells us how productive the store itself is. This gives 
us a reading on the use of our physical facilities. Sales per square foot of 
selling area in the store is often used.. If we are considering a store with a 
70' x 100' selling area 1 we have 70' x 100' or 7000 square feet of sales area. 

VV e total the daily sa lGs to get a weekly dollar sales figure.. If this weekly 
dollar sales fiDure is $3lf5 00, we divide this by 7000. 

31,500 w_eekly salGs = $4.50 sales per square foot per week 
7000 square feet 

We now have one Key Indicator about the business. The figure itself 
means little. Vv e need to know what ls acceptable. Most grocery stores of 
thia size have found that $3.00 is on the borderline. If this figure falls much 
below this figure, it is difficult to generate profits because the store's sales 
volume is too low. At the opposite extreme, a store generating $5.00 per 
square foot in sales each week has difficulty in keeping shelves stocked and 
keeping checkout lines moving. This store tends to become cluttered and 
disorganized and vulnerable to competition. 

Here are the results from selected stores. 

Sales Volnme Per V"~' eek 
$0 to $4,999 
$5,000-$9,999 
$10,000-$19,999 
$20,000- $39,999 
$40,000- $59,999 
$60,000- $99,999 

SALES PER 
Profitable Stores 

$ 1.91 
2.95 
3.37 
4.52 
4.50 
6.45 

SQUARE FOOT 
Ungrofitable Stores 

$ 2.64 
2.15 
2.45 
3.40 
4.21 
4.61 
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Another consideration about this Key Indicator, and most others, is its 
trend over time. If the sales per square foot this •Neek 1.3 $3.30, how does 
this compare with last week, one month ago, one year ago? Is progress being 
made ? Vv hat would be a rea listie goa 1 for next week or next month or next 
year? Can we move it up 10 cents, 50 cents, or a dollar? If so, how? 

This Key Indicator for my business is: 
Sales per square foot per week $ ______________ _ 

Last month it was $ ______________ _ 

In three months I hope to have it $ ______________ _ 

Iviuch of the emphcsis of future discussions will be about management 
practices which can influence the profitability of store operations as measured 
by Key Indicators. 

What can you do to improve this Key Indicator? 

II. SALES PER lV1AN HOUR 

Labor costs have been traditionally about 50 percent or more of the tota 1 
of all operating costs. It seems necessary, then, to have one indicator keyed 
to this major cost of doir·g business. We can sort out the expectations by 
considering various stores with different sales volumes. In one recent study, 
stores with differing sales volumes indicated these differences. 

SP.LBS PER MAN HOUR 
Sales Volume PerWeek 
$0to$4,999 
$5,000- $9,999 
$10,000-$19,999 
$20,000-$39,999 
$401000 - $591999 
$60,000- $99,999 

Prof!table Stores 
$ 18.64 

23.74 
25.29 
29.21 
31.49 
36.05 

Unprofitable Stores 
$ 13.78 

21..27 
22.81 
28.25 
24.66 
31.25 

To get this KI we again need the dollar sales per week. Total the number 
of hours of all employees and the owner/manager time actually spent in oper
ating the store. Divide the dollar sales volume by the total number of hours 
to get Sales Per Ivian Ho1.~r. If we use the same store dollar sales volume as 
before and we have a total of 310 hours worked, the results are: 

$31,500 weekly dollar sales= $ 35 .OO 
900 hours of labor 
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This Key Indicator for my business is: 
This week $ ______________ __ 

Last month it was $ _______ _ 

In three months it will be $ ______________ __ 

How can this Key Indicator be improved in your store? 

III. GROSS MARGIN (PERCENT) 

Thi.s very popular KI has been overemphasized some in the food trade. 
As we have said before 1 a well balanced package is necessary for sound 
profitable growth. This indicator is usually generated out of most accounting 
programs. In this respect, it is different than the first two. To get accurate 
results, we need inventories at the beginning of the period--and at the end. 
If our accountant gives us quarterly statements, to get this figure we add a 11 
purchases of goods to be sold. To these purchases we add any decrease in 
inventory or subtract any increase in inventory, over the quarter {13 weeks). 
The resulting figure is cost of goods sold. \fv e also may subtract any rebates 
or allowances for a still more accurate cost of goods sold. We then total our 
sales for this period. The difference between cost of goods sold and sales is 
gross profit in dollars. Gross margin is the percentage we get when we divide 
gross profit by sales dollars. 

~.;.:~4:8 Grcs.s Profits = 17 zo/ G ss 1\'f rgin 
" 3. l 50 0 ,, l • tc ro LV. a 
,~ , ~::>o es 

Thi3 indicator is usually received from the accountant. If you do not 
get it, he can easily provide it. You will usually use the results of the past 
period (13 weeks) to estimate gross margin until you get a new profit and loss 
statement (P & L) from your accountant. This KI is important because it 
indicates how much margin you have to meet alL expenses of the business. 
This gross profit indicator should be known and used 1 but only in balance with 
others. 

For my business: 
Gross Margin this week is % 

Three months ago it was 

In three months it will be % 

Can you explain this statement--A higher gross margin is not necessarily 
better. 
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Recent store gross margins are indicated below. 

Store V•, eekly Sales Volume 
$0 to $4.1999 
$5,000-$9,999 
$10,000-$19,999 
$20,000-$39,999 
$401000 - $59,999 
$60,000-$99,999 

GRO.iS MARGINS 1c 

Profitable Stores Unprofitable Stores 
15.5 14.6 
1843 15.4 
17.2 16.7 
17.2 17.3 
21.6 17.7 
16.8 15.8 

In the store we are considering, which has a weekly sales volume of 
$3L,500, if gross margins are raised 0.5% (1/2 of one percent), how much 
.ll.Q.[§ money would the store have for operations in one year's time? 

How can margins be changed? 

rJ. OPERATING EXPENSE3 (%) 

This, too, is a Key Indicator which should be provided by your account
ant. It can also be secured between accounting periods • It is a companion 
to Gross Ivlargin. This is secured by adding all expenses over a given time 
period (see page 8 in green bulletin). This exoense total is then divided by 
Sales for th!.s same period. The result is a percentage figure. If this % is 
lower than the Gross Margin indicator, the store is profitable. 

I;xample: 

Total weekly sales 
Tota t weekly expenses 

$31,500 
$ 4, 315 

$ 4,315 Total Expenses= 13 • 7% Operat!ng Expenses 
$31,500 Sales 

Do all stor~ expenses increase at the same rate if sales go UQ? 
Consider the difference between controllable expenses and non-controllable. 

Here are some recent figures on operating expenses. 

Weekly; Sa lP.s 
$0 to $4,999 
$5,000- $9,999 
$10,000-$19,999 
$20,000-$39,999 
$40,000- $59,999 
$60,000- $99,999 

OPERATING EXPENSES % 
Profitable Stores Unprofitable Stores 

13.4 17.1 
14.6 16.7 
13.8 19.3 
13.7 17.7 
18.7 17.8 
14.9 15.4 
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The operating expenses for my store are $ ______________ _ 

Three months ago it was $ ______ _ 

Three months from now it will be $ _________ _ 

V. LABOR EXPENSE 

This KI is important as it indicates whether labor costs are becoming 
out of line, or staying in proportion to other costs of doing business. Labor 
expense tends to be one that varies directly with sales volume. If sales 
volume goes up, so do dollars of labor expense. This indicator, sometimes 
called the labor factor, is secured by dividing the total weekly labor costs by 
total sales for that week. 

$26Z7 ·weetdy LahorCosts = 8 5% Labor Expense 
$31,500 Vv eekly Sales • 

This KI can provide a quick check for this expense since both sales 
volume and payroll totals are quite easily secured. You do not have to wait 
for the occountant' s summary to be returned. 

Labor Ex12ense for Selected Stores 
% LABOR EXPENSE 

W eek l v 0 vies V o,.;..l;:.;:u:.::;m;.:.;e=------=-Pr:..:o:::.:f:..::.it::.;:a::.:b::.:l:.::e-=E'::.:' t:.::o:.::.r.::.e.::.s __ __..:.::U..;:;n:..:P;.;;..r.::.o;;;;..:fi;;.:;;;..;ta b le S to . .::.;re::...:s:...-_ 
$0to$4,999 7.1 8.1 
$5,000- $9,999 8.5 9.1 
$10,000-$19,999 6.7 9.4 
$20,000-$39,999 7.4 8 .. 7 
$40,000-$59,999 10.7 9.9 
$60,000-$100,000 7.1 8.3 

Does a low labor expense indicate that low hourly wages are being paid? 
\I\' hat does the statement "we need to work smarter, not harder" imply? 
v\ hat are some ways of reducing labor expense? 
What may happen if you put too much emphasis on reducing labor expense? 

For my business, labor expense is now % -------
In three months my goal is % -------
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VI. OPERATING PROFIT 

ThL3 individual KI represents a measurement of the result of all business 
operations. There are other measurements such as community service, 
customer service 1 managers satisfactions 1 etc. Unless this KI is satisfactory, 
however, many of these other goals cannot be achieved. 

The operating profit figure is usually secured from the accountant. In 
this case \Ve will express it in the form of a percentage rather than dollars. 
The accountant gets this figure by subtracting total operating expenses from 
gross margin. In our previous example a gross profit of 17.2% on sales was 
indicated. Operating expenses were 13.7% VI! hen we find the difference 
betv1een the two, we have operating profit. 

17.2% Gross Margin- 13.7% Operating Expenses= 3.5% Operating Profit 

In thi.~ case, profits are 3.5% of sales. 

Operating Profits of Selected Stores 

Stores vv1Jh Vveekly Dollar Sales 
$0 to $4,999 
$5,000- $9,999 
$10,000-$19,999 
$20,000-$39,999 
$401000 - $591999 
$60,000-$100,000 

% of Net Operating Profit 
Profitable Unprofitable 

2.1% -(2.5)% 
3.1 -(0.4) 
3.2 -(2.7) 
3.5 -(0.4) 
2. 9 -(0. 1) 
1.9 0.2 

Vvhat may happen to operating profit when we-
decrease inventory? 
increase sales per man hour? 
increase sales per square foot? 
increase gross margins? 
decrease operating costs? 

In my store operating profit is -------Yc 

Three months ago it was 1/ _______ ,c 

A year from now it can be % -------
There are several other KI's that become important as the business 

grows. Most supermarkets are departmentalized. vve then are interested in 
gross margins, sales per man hour, and other indicators by departments 
(produce, meat, grocery, deli, dairy~ frozen food~ etc.). See page 7 for 
examples of department ratios. 
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DEPARTMENT OPERATING RATI03 OF PROFITABLE STORES * 

SALES VOLUME 
lO 1 000 to 20,000to 40 1 000 to 60,000 to 

19,999 39,999 59,999 99.999 

Sales 
Grocery 71 .. 8% 71.3% 69.3% 75.0% 
Meat 23.2 22.6 24 .. 5 19.9 
Produce 5.0 6.1 6.2 5.1 

Gross Margins 
Grocery 16.0% 14.9% 21. 1 ';'{ 14.5% 
Ivieat 19.4. 20.1 20.8 22.1 
Produce 23.6 34.2 30.4 29.5 

Inventory Turns 
Grocery 17.1% 23.2% 18.1% 30.4% 
Meat 83.9 88.5 51.4 72.3 
Produce 73.0 81.& 65.3 74.3 

Labor Expense 
(% of Dept. Sales} 

Grocery 3.0% 2.8% 3.0% 2.3% 
Meat 8.5 7.4 7.0 7.2 
Produce 13.8 10.5 11.0 10.6 

Wage Cost Per Hour 
Grocery $1.89 $2 .. 39 $2.54 $2.78 
Ivieat 2.79 2.70 3.38 3.17 
Produce '2.56 2.42 2.78 3.35 
Checkout 1.74 2.19 2.24 2.49 

Sales Per Man Hour 
Grocery $55.72 $75.09 $72.70 $111.30 
Meat 28.44 31.73 42.12 37.98 
Produce 16.18 19 .. 94 22.13 26.65 
Checkout 82.61 82.24 85.29 80.05 

* Operating ratios from data in "Business Summary and Analysis of 
Independent Food Stores, 11 EC 261, Department of l~gricultural Economics, 
Purdue University, West Lafayette, Indiana. 
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Wage rates are also of concern. Sales per foot of display equipment 
gives us a measure of the productivity of equipment used. Some organizations 
use tonnage per man hour rather than doLlar sales to reduce the effect of 
price changes .. 

Customer count, average sales per customer, sales per week per cash 
register are other standards useful in evaluating a store and checking 
efficiency. 

AU of these standards are important to the extent they enable store 
managers to better evaluate effectiveness of their job and to indicate strengths 
and weaknesses of the business operation. These indicators do not tell how 
to make adjustments. Questions of why 1 how 1 and when to make necessary 
changes is the real job of management. 

VII. INVENTORY TURNOVER 

This figure is usually referred to as inventory turns. It i.::r a measure of 
how often the value of the inventory is turned over in terms of sales dollars. 
This KI is a measure of the effectiveness of our inventory control program 
which may have a decided impact on how much operating money we get tied 
up in the bus mess. The older method of figuring turns quoted the number of 
times the average inventory value turned over in sales over one year's time 
period. A newer and perhaps more easily secured figure divides the value of 
the inventory into weekly dollar sales. The newer method is better suited for 
operational use 1 as it tends to be more up to date, If we use the $6900 weekly 
sales volume, we arrive at: 

$31,500 Weekly Sales = 1.5 weeks required to produce sales 
$46,743 Inventory equalling value of inventory 

Recent Averages for Gtores with Differing Sales Volume 

W eckly Sales Volume 
$0 to $4,9D9 
$5,000- $9,999 
$10,000- $19,999 
$20,000- $39,999 
$40,000- $59,999 
$60,000- $100,000 

Number of weeks required to turn inventory 
Profii:able Stores Unprofitaple Stores 

4.1 5.0 
3.0 3.1 
2.5 2.6 
2.2 2.4 
1.9 1.8 
1.6 1.7 

Of what use is this key indicator? 
Why are turns greater in high sales volume stores? 
Inventory turns for my store now are. _____ _ 
Inventory turns possible for my operation are ____ _ 
How can you increase this figure for your store? 
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This last section of "How•s Business" focuses on a few indicators 
relating to the financial productivity of the business. If you are an owner/ 
manager, this area mpresents your pay check. If you use borrowed funds, 
the financial backer is concerned with those figures. 1JI/e will consider only 
three indicators here, although there are many. 

VIII. SALES--ASJETS RATIO 

Your business has a dollar value on total assets. These include cash, 
securities, accounts receivable, merchandise inventory, fixtures and 
equipment, and others. The sum of all of these is known as total assets. 
This KI is secured by dividing total assets into sales. This indicator gives 
you a figure which is some measurement of the effective use of the total 
package of what makes up the business to produce sales. Just as we have an 
inventory turnover KI, this provides us with a capital turnover indicator. This 
measures the dollars of sales generated from one dollar investment in the 
business. 

$1,562,0Q.9 Sales Per Year = 8 • 4 Number of times assets are turned 
$187,000 Total Assets in one year's sales 

Do you increase this indicator by reducing inventory, not buying new 
equipment, etc. ? 

I The sales-assets figure for my business is -------·c 
A desirable goal for my business is % -------

IX. RETURN ON INVESTMENT 

This indicator is a measure of how the total investment in the business 
is related to dollars of net profit. The total investment refers to the owner's 
equity, and borrowed capital. This amount must equal the total asset figure 
used in KI VIII. 

Return on investment is secured by dividing tota 1 investment into net 
operating profit for one year. 

$53,520Net Operating Profit= 28.7% Return on Investment 
$187 1 000 Total Investment 
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Return en Investment for Selected Grocery Stores 

$0 to $4,999 
$5,000-$9,999 
$10,000-$19,999 
$20,000-$39,999 
$401000 - $59,999 
$60,000- $99,999 

% Return on 
Profitable Stores 

20.3 
30.1 
24.4 
29.9 
23.6 
26.2 

Investment 
Unprofitable Stores 

-(13.0)% 
-( 7" 1} 
-(17 .4) 
-(17. 3) 
-(20. 6} 
-(20. 0) 

What will happen to this ratio if the store is remodeled and all new 
equipment is purchased? Should this return be higher than the current rate 
of interest on borrowed money? Why? 

The return on investment for my business is 

A goal for return on investment for my business is 

X. RETURN ON OWNER'S EQUITY 

Owner's equity refers to the portion of the total investment in the 
business held by the owner. This is secured by subtracting from total 
investment (listed as liabilities on the balance sheet), all debts such as 
accounts payable, notes payable, contracts, and bonds. The remainder is 
the owner's (proprietor or stockholder's) portion of the business or total net 
worth or owner's eg_uity. 

$53,520 Annual Profits = 41.5% Return on owner's Equity 
$129,048 Owner's Equity 

Returns on Owner's Equity for Grocery Stores 
% Return on Owner's Equity 

Vv eekly Sales Volume 
$0 to $4,999 
$5,000-$9,999 
$10,000- $19,999 
$20,000- $39,999 
$401000 - $59 f 999 
$60,000- $99,999 

Profitable Store 
25.9% 
44.4 
53.0 
57.9 
62.8 
56.1 

Unprofitable Store 
-(221. 7)% 
-(11.9} 
-(34. 9) 
-(40 .3) 
-(73.0) 
-(44.7) 

If you are able to increase store profits while not increasing indebtedness, 
what will happen to return on owner's equity? 

Return on owner's equity for my store is % -------
A goal for return on owner's equity for my store is % -------
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Balance Sh~et for Groc~ry Store 
Sept0mbcr 30, 1970 

Assets 
Current Assets 
Cash 

Accounts R~ceivabl~ 
!1crchandis.c Inventory 
Other Current Assets 

Total Current Assets 
Fixed Assets 

Fixtures and Equipment 
Leasehold-Improvements 
Other Fixed Assets 

Total Flx~d Assets 
Other Asse:ts 

Tots.l Assets 
Liabilities 

Current Liabilities 
Accounts Pay~ble 
Current Not~s Payable 
Reserve For Taxes 
Other Curr~nt Liabilities 

Total Current Liabilities 
Fixed Liabilities 

$29,938 
19,752 
46,743 

8,352 
$104,785 

35,197 
10~071 
1,891 

47,159 
36,047 

$187,991 

2 5' 54 6 
8,686 
2,726 
3,475 

$40,433 

Contracts Paya.ble 1, 503 
Notes Pay a b 1 e 1 7 , 0 0 7 
Bonds and Debentur~s 0 

Total Fixed Llabilities-------- 18,510 
Tot o.l Li abi li ties-----------··-- 58,94 3 
Total Net Worth---------------- 129,048 
Total Liabilities, !Jet Worth $187,991 

Balance Sheet Ratios 
Current Ratio------------------------- 2.6% 
Quick Ratio---------------------------
Sales to Total Assets----------------
Sales to Current Ass~ts--------------
Salcs to Fixed Ass~ts----------------
Averae~ Inventory Turno~~r-----------
Invcstmcnt in Fixtures and Equip. 
Per Sq. Ft. of Store Area 

Return on Total Investment 
Return on Own~r's Equity 

.7% 
8.3% 

14.9% 
33.1% 
28.9% 

:53.72 
29.2% 
41.5% 

15.9% 
10.5 
24.9 

4.4 
55.7% 

18.7% 
5.4 
1.0 

25.1 
19.2 

100.0% 

13.6% 
4.6 
1.4 

...l..:.2. 
21.5% 

0.8% 
9.1 

9.9% 
31.4% 
68.6% 

100.0% 
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Operating Statem,nt (P & L) fur Grocery Store 
Ootobcr l, l~t=::9, to O~pterw.-bc.;r 30, 1970 

Sales 
Cost of Good3 Sold 
Gross No.rr::in 
Expenses 

Controllable Expenses 
\vat;cs 
~hnager 1 s Salary 
AJ.ministrativ'= 
Advertising-----------------------
Promotion-------------------------
Supplies---------------------------
:;:-{ e p ::1-l r s ~ ll! a i n t c n an c e ------ .. - -- --- -
Other Expenses----~-- ------¥-------

Total Controllable Exucnses 
Non-Controllable Exp~nses~ 

Rent 
Taxes 
Insurance 
Depreciation 
Utilities 
Accounting and Legal 

Total &on-Controllable 
Ex:~ences 

Total Operating Exp~nses 

Net Op0ratin~ Profit 
Int<:!rest Expense 

Net Profit 
Other Income 

Income, Before Taxes 

¢:,562,039 
1,292,537 

269,502 

103,969 
11,074 
13,939 
12,980 

3,857 
14,1T8 

3,109 
6 2 o4o 

169 '11t6 

12,710 
9,726 
4,786 
8,028 
9,176 

994 

45,420 
214,566 

54,936 
1,410 

53,520 
625 

$54~145 

100.0% 
82.8 
17. 2~& 

6.7 
0.7 
0.9 
0.8 
0.2 
0.9 
0.2 
0.4 

10.8% 

0.8 
0.6 
0.3 
0.5 
0.6 
0.1 

2.9% 
13.7% 

3.5% 
0.1 

3.4 
0.1 

3.5 
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