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FOREWORD

The report provided in this bulletin presents the results of the Bureau’s
ninth annual survey of operating margins, expenses, and profits of limited price
variety chains. To the officers of the Limited Price Variety Stores Association
the Bureau and the School wish to express appreciation for the financial aid
which made it possible to continue this study. We are particularly indebted to
Dr. Paul H. Nystrom for his interest in the work. The Bureau is also grateful
for the support given to the research by executives of the individual chains.
The many operating details provided by these officers constitute the basic
materials for the study.

The bulletin herewith presented is one of a series published by the Bureau
or distribution costs. In accordance with the established practice in such
studies, the statements received in connection with the research are considered
as confidential and no one outside the small Bureau staff has access to the
figures of cooperating firms. Nor is the identity of these firms disclosed without
first securing their permission.

The current study has been made under the direction of Miss Ehzabeth A,
Burnham, the Bureau’s Research Supervisor.

Howarp T. LEwis
Director of Researck

BosToN, MASSACHUSETTS
JUNE, 1940
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SUMMARY OF PERFORMANCE OF VARIETY CHAINS IN 1939
‘ A. Disposition of the Consumer’s Dollar

.
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NET COST
or
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SALARIES ano WAGES

B. Combined Results of 47 Chains
Operating 5,695 Stores

NetSales ......co0invnnennnnnnn., $921,276,295 100.00%
Net Cost of Merchandise Sold ...... $590,291,314 64.07%
Salaries and Wages ............... 135,191,498 14.68
Tenancy Costs and Related Expenses. . 1 10,125,818 1195
Other Expense .........00vueun.... 51,249,017 556

TotalCost ...ovvvuiinnnnnnnn.... $886,857,647 96.26%

Net Profit ...... ettt et aenreneans $34,418,648 3.74%

Total Net Other Intome . ........  ev...28,655262 311

Net Gain

ettt ieaeaann, $63,073,910 6.85%

vi



APPENDIX

The Bureau follows certain accounting and sta-
tistical procedures for the purpose of obtaining
comparability among reports from individual firms
and for the purpose of making the published fig-
ures as representative as possible. Definitions of
the accounting items and brief discussion of ‘the
more important procedures are covered in the fol-
lowing explanatory notes.

Base of Percentages. All percentages in this bul-
letin, unless otherwise indicated, are based on net
sales as 100%.

Gross Margin. The term “gross margin” is in-
creasingly used in preference to “gross profit.” It
represents the amount remaining after the deduc-
tion of net cost of goods sold from net sales. Net
cost of goods sold is billed or invoice cost of goods
sold, less cash discounts taken and allowances re-
ceived, plus transportation charges, and plus
proper charges for merchandise depreciation and
stock shortages. The treatment of transportation
charges as part of the merchandise cost makes the
gross margin figure lower by the amount of such
charges than it otherwise weuld be. )

Transportation Charges. Variety chains ordi-
narily do not undertake extensive warehousing
operations; most of their merchandise is shipped
directly from manufacturers to stores. For this
trade, therefore, all transportation charges are con-
sidered as part of the cost of merchandise, fgllov_v—
ing the generally accepted accounting practice in
other fields of retail business. .

Salaries and Wages. The salary and wage classi-
fication embraces all items of pay roll expense b9th
in stores and in the central organizations, including
the compensation of chief executives. One change
in the definition of the account made for the 1936
study and continued in following years should be
noted. Pensions, included in the salaries and wages
item in earlier studies, are now considered as mis-
cellaneous expense. .

Tenancy Costs. Tenancy costs comprisé all ex-
penses on property used in the business. They
therefore cover, in the case of leased property, not
only rentals paid but other payments made in lieu
of rent, such as taxes, insurance, repairs, and amor-
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tization of leaseholds. Charges on owned real estate
included in this account comprise taxes, insurance,
repairs, and depreciation on owned real estate, plus
a fair charge for interest on equity in Iand, build-
ings, and improvements, as well as interest actually
paid on mortgages. The definition of the tenancy
cost account for 1939 differs in two respects from
that for 1929, 1931, and 1932, but is the same as
that obtaining in the years 1933 through 1938.
Charges for amortization of major improvements
on leased property, formerly combined with
charges for depreciation on fixtures and equip-
ment, have been allocated to the tenancy cost
item. Also, since many of the firms lease stores
for which heat is provided by the landlords, the
cost of heat has been included with other real
estate charges in order to assure comparability. In
making comparisons between the figures given in
this bulletin and those given in the bulletins for
1929, 1931, and 1932, allowance should be made
for this change in definition.

Interest. In order to obtain comparability be-
tween businesses using different methods of financ-
ing, interest at the rate of 6% on the average net
worth exclusive of real estate, leaseholds, an'd good-
will is considered as an expense, as_well as interest
actually paid other than mortgage interest. Inter-
est computed on real estate equity and mortgage
interest are considered as tenancCy expense. From
the sum of the actual interest payments and the
interest on owned capital is deducted the amount
of interest and dividends received.

Total Expense including Interest. Total expense
including interest is the co-n%plete cost of doing
business, comprising, ir} addition to the usual out-
lays, salaries of executives, proprietors, and.pars
ners; rental charges fo;l owned real estate; an
i owned capital.
mt;;‘ :ts E’g: fit. The ablz)ve procefil_lre with respect to
interest Jeads to a narrow definition of net profit as
a theoretically residual sum over and above a cus-
tomary interest returz on mvestefi capital. o

Net Other Income. Net other income has three
component parts: profit or loss from real esta:;
operations; interest on pet worth other than re



estate; and other revenue, net. In the first of these
are included net profit or loss on owned real estate
not used in the business, interest previously
charged as expense on the investment in owned
real estate used in the business, profit or loss on
real estate which has been sublet, and profit or loss
.of any subsidiary real estate holding companies.
‘Under interest on net worth is credited back the
interest at 6% on the average net worth excluding
real estate, previously included as an operating ex-
pense in arriving at the net profit on merchandising
operations. Miscellaneous revenue, including such
receipts as dividends from manufacturing and/or
foreign subsidiaries, commissions from leased
sections, and income from weighing machines
and telephones, is considered as sundry revenue,
net.
Net Gain. To arrive at the final net gain or net
business profit, net other income is added to the net
profit. Therefore the net gain figure, while not
affording, from a statistical standpoint, so valid an
interchain comparison as the net profit figure, may
be taken as roughly approximate to net business
profit in the commonly understood sense. Net gain
is expressed both as a percentage of net sales and
as a percentage of the average net worth. The use
of the average net:worth as a base for this figure in-
troduces the complication of differing policies in
regard to real estate. For a chain which, either
directly or through a subsidiary real estate cor-
poration, owns many of the stores operated, the
total average net worth is large in proportion to the
net sales volume; and as a result the rate of return
on invested capital is low as compared with that
for a chain owning little or no real estate.
Taxes. The tax account includes all tax expense
except real estate taxes, included under tenancy
costs, and federal and state taxes on net income,
treated as a deduction from net gain. Where state
or municipal taxes on sales or gross income are not
. collected directly from customers but are absorbed
by the chain as expense, such cost is included under
sales taxes, a subdivision of the tax account. Other
tax expense includes special chain taxes, licenses,
- taxes on equipment and merchandise inventory,

corporate taxes, the federal capital stock tax, pay-
ments for unemployment and old age taxes made
in compliance with the Social Security Act, and
other taxes not specifically mentioned elsewhere.

" Rate of Stock-turn. The rate of stock-turn, or
rapidity of merchandise turnover, is calculated by
dividing the cost of merchandise sold by the aver-
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age inventory at cost. For chain enterprises the
average inventory includes merchandise both in
stores and in warehouses. Stock-turn figures of
two types have been computed: the first rate,
available for all chains, is based on the average
of the beginning and ending inventories; and the
second rate, available for part of the chains only,
is based on the average of 12 monthly inventories.

Methods. The 47 statements used in the study
were carefully examined for comparability and
completeness of data. Whenever questions arose
concerning the omission of or the interpretation of
material, letters were written to the individual
firms requesting additional information. Usually
the necessary material was forthcoming. In other
cases when it seemed probable that the omission of
a figure by a firm was equivalent to a zero entry,
zero figures were used in arriving at the averages
presented. When it was evident that one reported
expense figure covered two or more accounts, ad-
justments were made to allocate the amount to the
proper accounts. In still other instances where
material was not reported, the averages were based
on a reduced sample; usually medians only are
presented in this latter case, and asterisks in the
tables indicate the absence of averages for such
items.

Aggregates and Averages. Some of the figures
included in this report are averages based on aggre-
gate dollar figures. Thus, for instance, in the sec-
ond column of Table 14, where the gross margin is
reported as 35.93%, this means that the aggregate
gross margin of the 47 reporting chains bore that
percentage relationship to the aggregate net sales
of those chains. Such aggregate figures manifestly
are weighted according to sales volume. These
average figures based on dollar aggregates obvi-
ously do not afford a good year-to-year comparison
unless only identical firms are used, since the aver-
ages are substantially affected by the omission or
addition of one or two large firms.

Median Figyres. Many of the other data pre-
sented in this report consist of median figures.
These figures are based on percentages computed
for each firm in the group individually. Such fig-
ures, therefore, give equal weight to each chain,
irrespective of sales volume and number of stores.
The median is the middle figure in an array of per-
centages listed in order from the smallest to the
largest. Thus, in column 3 of Table 14, where the
gross margin is stated as 34.54%, this means that
when the gross margin percentages for the chains



vacre arranged in order from the smallest to the  items of expense ordinarily vgl_ll ot add. tor'the
largest, 34.54% was the percentage which stood  median total expense, and the meglPaﬁ*ﬁét_proﬁt as
4t the midpoint. In the interpretation of the me- 2 rule will not correspond precisely to the differ-
dian figures it should be noted that because of their  ence between the median gross margin and the
gtatistical pature the medians for the individual median total expense.
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