
Having trouble sleeping? Try read-
ing about traditional financial
ratios. For most of us, the ZZZs
will be just a moment away. Still,
smart (read: immensely prof-

itable) retailers will find a way to cut through the
boredom and gain insight from the ratios that can
propel their businesses to the next level and
beyond. Read the ratios as you would read the
dashboard gauges in your car. Each ratio can be a
different “gauge,” telling you what is going on in
your business.

You may not be accustomed to using ratios, but
ratio is just another way to represent standard finan-
cial concepts you may already be familiar with. The
most common ratios are percentages we track
against our sales, like gross margin, net profit, etc.
When you compute your gross margin, you are real-
ly determining the ratio of gross margin to selling
price. For instance, if your gross margin is 40 per-
cent, that means it is 40 percent of the selling price,
and your cost of goods is the inverse or 60 percent. 

Ratios can be expressed as percentages, as a
velocity (turnover) or a comparison of one num-
ber to another. Gross margin is expressed as a
percentage. Debt-to-equity ratio is a common
ratio that shows how much debt you have com-
pared to your ownership investment. If you have
$200,000 invested in your business and you owe
$600,000, you have a three-to-one (3:1) ratio.
Other ratios that deal with turnover (or velocity if
you prefer that term) are usually expressed with
an “x.” If you have a $50,000 cost of inventory
and a $300,000 annual cost of goods, you have a
six times (6x) inventory turnover ($300,000 divid-

ed by $50,000 is 6). Your inventory moves
through your system six times a year.

Set Your Own Ratio
So, you ask, “What’s the best ratio for my

business?” The most accurate answer is there
isn’t a precise answer. Instead, I have two ques-
tions for you: What are the historical ratios of
your business? What has been your overall finan-
cial performance?

To justify this less-than-precise answer, let’s
look at the Internal Revenue Service Audit
Technique Guide (ATG) Training 3123-007 (02-
2000). Agents are trained that 10-times turnover
per year is average for garden supply retailers. I
think that is a huge oversimplification. Not all gar-
den supply retailers are the same. Some are open
year-round and do a huge December gift business.
Traditionally, though, holiday departments will
have a much slower inventory turnover than gen-
eral merchandise delivered in spring and sum-
mer, which might arrive three times a week.
Neither of these business models is right or
wrong; they are just different. Thus, the most
accurate measurement is for you to track your
own ratios and watch for trends. 

Compare Your Ratios
When you have established your ratio trends,

look for a company with a similar operation. Get
to know the owner and ask if you can compare
ratios to benchmark against each other. It is more
beneficial to benchmark against someone who
has a similar business than to go for an industry
average that may not represent what you do. �
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Knowing how to use ratios can help improve your garden center’s financial performance.

Moving Your Assets — 
Getting Extreme Results
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By 
Bill McCurry

 

Figure 2. In this situation we use the same example of a $400,000
annual cost of goods but are buying inventory $50,000 at a time
and purchasing eight times a year. The good inventory is selling
more rapidly than in Figure 1, masking the fact that there is $50,000
in dead or “sludge” inventory in the bottom of the inventory pot.

Inventory
Sludge

 

Inventory
Pot

Figure 1. This is an unrealistic but simple way to illustrate the interrelation
between the inventory pot and turnover. You have a $400,000 annual
cost of goods. You buy $100,000 of goods, sell them and purchase
another $100,000, sell them and repeat the process two more times.
Thus, you have “turned over” your inventory four times a year.
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Track your ratios over the last five
years to spot the trends.

Evaluating your company’s finan-
cial ratios will show you places to
improve your profits and economic
performance. It is also possible the
data is masking improvements in
one area while hiding deteriorations
in the same area. In Figure 1, page
22, we see a garden center with an
average product inventory of
$100,000, annual cost of goods of
$400,000 and a traditional 4-time
(4x) inventory turn. Figure 2, page
22, also has a $400,000 cost of goods;
however, Figure 2 has an eight time
(8x) turn and $50,000 of inventory
that is “sludge,” dead inventory sit-
ting in the bottom of the inventory
pool sucking up space and dollars. 

Evaluate Your Assets
First, let’s make sure we are all

using the word assets the same way.
When I say assets, I mean everything
you use to help run your business.
“Current assets” will be turned to cash
in less than one year. Ideally, this
would include all of your inventory,
accounts receivable, cash and short-
term investments. “Fixed assets” are
equipment, fixtures, buildings, land,
etc. — those things with an anticipat-
ed life of more than one year. 

A mistake many business owners
make is to ignore assets that are writ-
ten off and/or paid for. How many
large garden centers do you know
that have an old tractor, beat-up
pickup or other vehicle in the back
corner? Because the owners know it
is paid for and fully depreciated,
they do not pay any attention to it. It
is still an asset to the company; if it is
not used, it should be liquidated.
Even if you get $10 as scrap, that’s
$10 more than it brings gathering

dust. Get rid of it — today! Put the
proceeds in the bank. A side benefit
of clearing out old “junk” is it will
make your overall business look
cleaner and fresher and engender a
more business-like attitude in you
and your employees.

How many assets should a busi-
ness have? Most people would say to
accumulate as many assets as you can
because that means you have great
wealth. A true entrepreneur believes
the fewer the assets employed in a
business, the more assets available to
invest. Investors want return on their
assets so the fewer assets employed,
the greater the percentage return on
those assets. Everyone agrees the key
to extreme wealth and financial suc-
cess is to have every asset working
very effectively.

An example of this is the garden
center that generates $100,000 net
profit with $1,000,000 in assets (a 10
percent return on assets). If that gar-
den center can reduce its inventory
so the total assets drop to $800,000,
the return goes up to 121⁄2 percent. 

Measuring Employees
Getting back to ratios, let’s look at

what is probably your biggest cost —
payroll. It makes sense to focus on
getting more return from your pay-
roll dollars. Have you ever thought
of using ratios to manage your
human resources? 

When it comes to employees, we
should be pragmatic realists. This is
2006, not 1956 or even 1986.
Remember, the day of guaranteed
employment for life is gone. The
best anyone can strive for is contin-
ued employability. Everyone must
be a productive member of the
team — that includes old timers
and family members.
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You can develop ratios to help manage your employees.

Write in 798
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“If you can’t measure it, you can’t
manage it.” How do you measure the
results of your employees? Three
employee ratios come to mind:

Gross margin generated. Take
the entire company’s gross margin
and divide it by full-time equivalent
employees (FTE). FTE factors each
part-time employee as a fraction of a
full-time employee based on annual
hours. In other words, if you have
five full timers with five part timers
working 20 hours a week, you end
up with 71⁄2 FTE. 

Sales per employee. The entire
company’s sales divided by FTE.  

Individual Average Transaction.
All retail stores can track retail sales-
people by individual average transac-
tion, i.e., total sales divided by num-
ber of customers waited on. This will
show if one employee is selling a lot
more or less than others.

Make Ratios Fun
Depending on the size of your busi-

ness, you can create metrics to mea-
sure many positions. Your employees
may fight it since most employees do
not like to be measured or held
accountable. The best way around this
is to make a game out of it.

There’s an old story of the newly
minted business school graduate
hired by a local foundry that casts
metal casings 24 hours a day. Our
scrawny young hero, the first col-
lege graduate the firm had ever
hired, was assigned to be the night
supervisor. He was to supervise a
team of eight huge, muscular
foundry workers, none of whom
had even finished high school. His
first night he just watched and lis-
tened. When it came time to go
home, he took a piece of chalk and
wrote a huge “3” on the floor.
Everyone asked, “What is that?” He
quietly said, “That’s how many cast-
ings we finished tonight.” When the
day shift supervisor saw the number
he just laughed. His shift could
beat that! Sure enough, that night
the evening shift found “6” written
on the floor. You know how this
story ends. The average shift pro-
duction went to between 12 and 15,
absenteeism went down and people
enjoyed their jobs more.

CrystalClear ® presents a new line of fountain treatments that rid fountains

of troublesome organics, limescale and debris and keeps your fountain

clean and clear all year long. These are the most economical and effective

treatments available to treat fountains. Retailers can even

buy a counter display of mixed assortments to put by

the cash register.

Winston Company, Inc.

7704 East 38th Street

Tulsa, OK 74145-3211

800-331-9099

www.winstoncompany.com

Write in 827

do in your garden center using
numerical targets.

Bill McCurry is chairman of McCurry
Associates, a consulting firm. He can be
reached at wmccurry@mccurryassoc.com
or (800) 553-1332.

All our hero did was use a ratio:
number of castings compared to one
shift. By tracking the number, by
publicizing it, by making it fun —
even though he never said it would
be fun — he changed the dynamic
of the foundry. Think what you can
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Want Free Help? Bill McCurry will be conducting a

research project for The Ohio State University Nursery Short Course

on how garden retailers can benefit from better understanding their

finances. If you would like to be part of this confidential project and

get free financial advice from Bill, please E-mail him at

wmccurry@mccurryassoc.com. Please put “OSU finance study” in the

subject line. Limited number of participants, hurry!
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