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Retail Management Finance and Accounting



Financial Statements

Financial statements are the basic and formal annual reports.

A balance sheet (Financial position) 
An income statement (Profit and Loss Statement) 
Cash flows Statement (Operating, financing and investing activities)

Income statement and Cash flow 
statement are the subsets of a 
balance sheet



Financial Statements



Financial Management in Retailing - The Balance Sheet

Asset – Liabilities = Net worth/Owners Equity

Assets:
• Include any item a retailer owns with a monetary value.
• Current assets are cash in hand (or in the bank) and items readily 

converted to cash such as accounts receivables (amount owed to the 
firm)

• Fixed assets are property, fixtures and equipment's used for a long term.
• Fixed assets are recorded at cost less depreciation. 

Liabilities: 
• Are financial obligations a retailer incurs while operating his business. 
• Current liabilities are payroll, tax payable, accounts payable and short 

term loans 



Financial Statements



Financial Management in Retailing – Income statement

S no Type of metrics Amount

1 Net Sales $330,000

2 Cost of goods sold (COGS) $180,000

3 Gross Margin (1-2) $150,000

4 Operating Expenses $  95,250

5 Other expenses $  20,000

6 Total Expenses (4+5) $115,250

7 Net profit before tax (3-7) $  34,750

8 Taxes $  15,500

9 Net profit after tax (7-8) $  19,250

Net Sales: The revenues received by a retailer during 
a given period of time after deducting customer 
returns, markdowns and employee discount.

Cost of Goods Sold: the amount to acquire the 
merchandise 

Gross Profit: Difference between net sales and the 
cost of goods sold

Operating Expenses: the cost of running a business
Taxes: the portion of business turned over to the 
government

Net Profit After Taxes: the profit earned after all the 
costs and taxes have been deducted. 
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Financial Management in Retailing – Cash Flow Statement

The main components of the cash flow statement are:

Cash from operating activities
how much cash is generated from a company’s products or 
services.
• Receipts from sales of goods and services
• Payments made to suppliers of goods
• Salary and wage payments to employees
• Rent payments

Cash from investing activities
Uses of cash from a company’s investments
• Merger or acquisition
• Buying New equipment, building etc

Cash from financing activities
Sources of cash from investors or banks
• Payment of dividends
• Payments for stock repurchases
• Repayment of debt principal (loans)



Financial Management in Retailing – Cash Flow Statement
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Asset Management vs Margin Management



Financial Trade-off Made by Retailers to Increase ROI

Net Profit Margin

Asset Turnover

* Walmart (2021 ):- https://s2.q4cdn.com/056532643/files/doc_financials/2021/ar/WMT_2021_AnnualReport.pdf



The Strategic Profit Model: Margin Management

S no Type of metrics Amount

1 Net Sales $330,000

2 Cost of goods sold (COGS) $180,000

3 Gross Margin (1-2) $150,000

4 Operating Expenses $  95,250

5 Other expenses $  20,000

6 Total Expenses (4+5) $115,250

7 Net profit before tax (3-7) $  34,750

8 Taxes $  15,500

9 Net profit after tax (7-8) $  19,250



The Strategic Profit Model: Margin Management

Net Profit 
Margin

Sales

Net Profit

Gross Margin

Total 
Expenses

Sales

Cost of Goods 
Sold

15%

$15

$40

$100

$60

$100 $25

-
                                      

-

S no Type of metrics Amount

1 Net Sales $$$$$

2 Cost of goods sold (COGS) $

3 Gross Margin (1-2) $$$$

4 Operating Expenses $ 

5 Other expenses $

6 Total Expenses (4+5) $$

7 Net profit before tax (3-7) $$

8 Taxes $

9 Net profit after tax (7-8) $



The Strategic Profit Model: Asset Management

Asset 
Turnover

Total Assets
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The Strategic Profit Model

Net Sales

Cost of 
goods sold

Variable 
expenses

Fixed 
expenses

Gross 
margin

Total 
expenses

Net profit

Net Sales

Net profit 
margin

Asset 
turnover

Return on 
assets



-

-

+

Inventory

Accounts 
receivable

Other current 
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Total current 
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Fixed 
assets

Net sales

Total assets

+

+ +



x

Margin Management

Asset Management



The Strategic Profit Model: Asset Management

Net Profit Margin
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Net Profit Gross Mar
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The Strategic Profit Model: An Overview

Return on Asset is all that matters

Profit Margin x Asset turnover       =   Return on assets

Net profit x Net sales (crossed out)   =   Net profit
Net sales (crossed out) Total assets Total assets



The Strategic Profit Model: An Overview

Return on Asset is all that matters

Net Profit    X      Asset   =  Return on Assets
Margin            Turnover

La Madeline Bakery       1%         X    10 times     =          10%

Kalame Jewelry 10%         X      1 time       =          10%



Breaking down Asset Management

Asset 
Turnover

Total 
Assets

Current 
Assets

Inventory

Accounts 
ReceivableFixed 

Assets
Net Sales





Asset Turnover Ratio

Measures the efficiency with which a company uses its assets to produce sales. 

A company with a high asset turnover ratio operates more efficiently as compared to 
competitors with a lower ratio.

A lower ratio indicates poor efficiency, which may be due to poor utilization 
of fixed assets, poor collection methods, or poor inventory management.



The Strategic Profit Model

Net Sales

Cost of 
goods sold

Variable 
expenses
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Margin Management

Asset Management



Income Statements for Wal-Mart and Tiffany & Co. 2002($in millions)

S no Type of metrics Walmart Tiffany

1 Net Sales $139,208 $1,173

2 Cost of goods sold (COGS) $108,725 $515

3 Gross Margin (1-2) ?? ??

4 Operating Expenses $ 20,000 $500

5 Other expenses $313 $2

6 Total Expenses (4+5) ?? ??

7 Net profit before tax (3-7) $7,170 $156

8 Taxes $2.740 $66

9 Net profit after tax (7-8) $4,430 $90



Profit Margin Models for Wal-Mart Stores and Tiffany & Co. 
($ in millions)

Cost of goods 
sold
$108,725
$ 515

Operating 
expenses
$ 22,363
$ 493

Other
expenses
$ 950
$ 9

Gross margin
$ 30,483
$  658

Total expenses
$ 23,313
$  502

Net profit 
before tax
$ 7,170
$ 156

Taxes
$   2,740
$   66

Net profit 
after taxes
$  4,430
$   90

Net sales
$139,208
$ 1,173

Net profit 
margin
3.18%
7.68%

-

-

-

+

Top number       =  Wal-Mart
Bottom Number =  TiffanyNet Sales

$139,208
$ 1,173



Profit Margin Models for Wal-Mart Stores and Tiffany & Co. 
($ in millions)

Cost of goods 
sold
$108,725
$ 515

Operating 
expenses
$ 22,363
$ 493

Interest 
expenses
$ 950
$ 9

Gross margin
$ 30,483
$  658

Total expenses
$ 23,313
$  502

Net profit 
before tax
$ 7,170
$ 156

Taxes
$   2,740
$   66

Net profit 
after taxes
$  4,430
$   90

Net sales
$139,208
$ 1,173

Net profit 
margin
3.18%
7.68%

-

-

-

+

Top number       =  Wal-Mart
Bottom Number =  TiffanyNet Sales

$139,208
$ 1,173

S no Type of metrics Amount

1 Net Sales $$$$$

2 Cost of goods sold (COGS) $

3 Gross Margin (1-2) $$$$

4 Operating Expenses $ 

5 Other expenses $

6 Total Expenses (4+5) $$

7 Net profit before tax (3-7) $$

8 Taxes $

9 Net profit after tax (7-8) $



Gross Margin for Wal-Mart and Tiffany

Why does Tiffany’s have higher margins than Wal-Mart?

Does the higher margins mean the Tiffany’s is more profitable?

Gross Margin % = Gross Margin
Net Sales

Wal-Mart = $ 30,483
$139,208

= 21.89%

Tiffany = $658
$1,173

= 58%



Total Expenditures / Net Sales Ratios for Wal-Mart and Tiffany 

Why does Tiffany’s have higher expenses than Wal-Mart?

Total Expenses/Net sales ratio = Total Expenses
Net sales ratio

Wal-Mart = $ 23,313
$139,208

= 16.74%

Tiffany = $502
$1,173

= 42.79%



Types of Retail Operating Expenses

Why does Tiffany’s have higher expenses than Wal-Mart?

Selling expenses

General expenses

Administrative expenses

= Sales staff salaries + Commissions +  Benefits

= Rent + Utilities + Miscellaneous expenses

= Salaries of all employees other than salespeople +  
Operations of buying
offices + Other administrative expenses



The Strategic Profit Model

Net Sales

Cost of 
goods sold

Variable 
expenses

Fixed 
expenses

Gross 
margin

Total 
expenses

Net profit

Net Sales

Net profit 
margin

Asset 
turnover

Return on 
assets



-

-

+

Inventory

Accounts 
receivable

Other current 
assets

Total current 
assets

Fixed 
assets

Net sales

Total assets

+

+ +



x

Margin Management

Asset Management



Balance Sheets for Wal-Mart Stores, Inc. and Tiffany ($ in millions)

Type of metrics Walmart Tiffany

Current Assets Assets

a Accounts receivable $2,000 $99

b Merchandise inventory 22,164 612

c Cash 2,161 174

d Other current assets 1,471 71

e Total current assets 28,246 955

Fixed assets

a Building equipment's 
and others (Fixed 
assets, less 
depreciation)

55,205 675

Total assets $83,451 $1,630

Liabilities

Current Liabilities $27,282 $341

Long term Liabilities 18,732 221

Other Liabilities 2,335 30

Total Liabilities $48,349 $593



Asset Turnover Model for Wal-Mart Stores, Inc. 
and Tiffany & Co. and Subsidiaries ($ in millions)



Accounts 
receivable
$ 2,000
$ 99

Merchandise 
inventory
$ 22,164
$  612

Cash 
$ 2,161
$ 174

Other current 
assets
$ 1,471
$  71

Total current 
assets
$28,246
$ 955

Fixed assets
$55,205
$ 675

Net sales
$139,208
$1,173

Total assets
$ 83,451 
$ 1,630

Assets 
turnover

1.66
0.71

-

+

+

Top number       =  Wal-Mart
Bottom Number =  Tiffany

+

+



Asset Turnover Model for Wal-Mart Stores, Inc. 
and Tiffany & Co. and Subsidiaries ($ in millions)

= Inventory
Total assets

Wal-Mart = $22,614
$83,451

Tiffany = $612
$1630

Wal-Mart = $139,208
$83,451

Tiffany = $1173
$1630

Inventory to 
assets ratio

Inventory 
turnover = Net sales

Avg. inventory



Asset Turnover for Different Fixtures

= Net Sales
Total assets

Asset turnover

=  $50,000
$ 5,000

=10Antique 
cabinet

=  $40,000
$ 500

=80Plywood 
cabinet

Efficiency of a company's use of its assets in generating sales revenue

Companies with low profit margins tend to have high asset turnover



Asset Turnover for Walmart and Tiffany – Assignment

= Net Sales
Total assets

Asset turnover

=  $??
$ ??

=??Antique 
cabinet

=  $??
$ ??

= ??Plywood 
cabinet

Efficiency of a company's use of its assets in generating sales revenue



Return on Assets - Assignment

Return on assets    =  Net profit margin   X   Asset turnover

Wal-Mart (ROA) ??

Tiffany (ROA) ??

=  Net profit
Net sales x Net sales

Total assets

=  Net Profit
Total assets



Gross Margin Return on Investment (GMROI)

The amount of profit you receive from the retail inventory you purchase. 
Shows whether your merchandise has turned a profit.

GMROI =  Gross Profit
Average Inventory

Example: If a business has a gross profit of $75,000 and an average inventory 
cost of $44,000. Its GMROI calculation would look like this:

$75,000 / $44,000 = $1.70



Other Key Business Ratios

Quick Ratio: cash plus account receivables divided by total current 
liabilities
Current Ratio: total current assets divided by total current liabilities
Collection Period: account receivables divided by net sales then multiplied 
by 365. 
Accounts Payable to Net Sales: compares how a retailer pays suppliers 
relative to volume transacted. 
Overall Gross Profit: net sales minus COGS then divided by net sales.
Financial Leverage: total assets divided by net worth. 



Summarise Retail Finance



Income Statements of Your dream company

Dream 
company 1

Dream 
company 2

Net Sales $ 200,000 $ 200,000

Less: Cost of goods sold 110,000 110,000

Gross margin 90,000 90,000

Less: Total expenses 30,000 50,000

Net profit, pre-tax 60,000 40,000

Less: Taxes 27,000 18,000

Tax rate 45% 45%

Net profit after tax 33,000 22,000

Gross margin %  =  Gross margin
Net sales



Balance of Your dream company

ASSETS Dream 
company 
1

Dream 
company 2

Current assets

Merchandise 
inventory

$44,000 $22,000

Cash 2,000 0

Other current assets 3,000 2,500

Total current assets 49,000 24,500

Fixed asset 125,000 70,000

Total assets $174,000 $94,500

LIABILITIES Dream 
company 1

Dream 
company 2

Current liabilities

Accounts payable $44,000 $30,000

Notes payable 7,000 5,000

Total current liabilities 42,000 35,000

Long-term liabilities 10,000 $12,500

Total liabilities $52,000 47,000

OWNERS’ EQUITY Dream 
company 1

Dream 
company 2

Owners’ equity $122,000 $47,500

Total liabilities and owners’ equity $174,000 $94,500



Ratio of Your dream company

Total Expenses/Net Sales Ratio =  Total Expenses
Net Sales

Net profit margin=  Net profit
Net Sales

Inventory turnover =  Net sales
Average inventory

Asset turnover =  Net sales
Total assets



Examples of Performance Measures Used by Retailers

Level of 
organization

Output Input Productivity
(Output/Input)

Corporate
(measures of entire 
corporation)

Net sales Square feet of 
store space

Return on assets

Net profits Number of 
employees

Asset turnover

Growth in sales, 
profits

Inventory Sales per employee



Examples of Performance Measures Used by Retailers

Level of 
organization

Output Input Productivity
(Output/Input)

Merchandise 
management
(measure for a 
merchandise
category)

Net sales Iinventory level Gross margin Return 
on Investment 
(GMROI)

Gross margin Markdowns Inventory turnover

Growth in sales, 
profits

Advertising 
expenses

Advertising on a 
percentage of sales*

Cost of 
merchandise

Markdown as a 
percentage of sales*

* These productivity measures are commonly expressed as an input/output.



Examples of Performance Measures Used by Retailers

Level of 
organization

Output Input Productivity
(Output/Input)

Store 
operations
(measure for a 
store or 
department 
within a store)

Net sales Square feet of 
selling areas

Net sales per square 
foot

Gross margin Expenses for 
utilities

Net sales per sales 
associate or per selling 
hour

Growth in sales Number of sales 
associates

Utilities expenses as a 
percentages of sales*

* These productivity measures are commonly expressed as an input/output.



Examples of Performance Measures Used by Retailers

Level of organization Output Input Productivity
(Output/Input)

Corporate (CEO) Net profit Owners’ equity ROE = Net profits
Owners Equity

Merchandising
(merchandise 
manager and buyer)

Gross margin Inventory* GMROI = Gross margin
Inventory

Store operations
(director of stores, 
store manager)

Net sales Square foot Net Sales
Square foot

*Inventory = Average inventory at cost



Merchandise Management



Inventory is one of the biggest costs for any retailer and making 
sure your inventory is translating into sales is essential.

Merchandise Management



Process by which a retailer offers the correct quantity of the right merchandise 
in the right place at the right time and meets the company’s financial goals.

Merchandise Management

Retailers Portfolio Management:-
• Dollars to invest in inventory
• Invest in “hot” merchandise
• Save a little for opportunities (open to buy)
• Monitor portfolio of merchandise (stocks) 
• Sell losers (markdowns)



Merchandise Group

Department

Classification

Category

SKU

Each merchandise group is managed by a general merchandise 
manager (GMM),senior VP

Departments are managed by a divisional merchandise 
manager (DMM),

A group of items targeting the same customer type, such as 
girls’ sizes 4-6

Each buyer manages several merchandise categories (e.g., 
sportswear, dresses, swimwear, outerwear categories for girls)

The smallest unit available for inventory control
Size, color, style

Buying Organization



The process of managing a retail business with the objective of maximizing 
the sales and profits of a category, not just the brand

• Helps retailer understand consumer behaviour
• Creates assortments that satisfy the customer
• Improves profitability of category

Category Management



Staple Merchandise
• Predictable Demand
• Relatively Accurate Forecasts
• Continuous Replenishment

Fashion Merchandise
• Unpredictable Demand
• Difficult to Forecast Sales
• Merchandise Budget Plan
• Open-to-Buy

Types of Merchandise Management Systems



Merchandise managers have control over
• The merchandise they buy
• The price at which the merchandise is sold
• The cost of the merchandise

Merchandise managers do not have control over
• Operating expenses
• Human resources
• Real estate
• Supply chain management
• Information systems

SO HOW ARE MERCHANTS EVALUATED?

Evaluating Merchandise Management Performance - GMROI



GMROI =  Gross Margin Percent x sales-to-stock ratio

= gross margin
net sales x  net sales

avg. inventory at cost

= gross margin
avg. inventory at cost

Inventory Turnover = (1 – Gross Margin Percent) x sales-to-stock ratio

ROI and GMROI Asset Productivity Measures

Strategic Corporate Level Return on Assets = Net Profit
Total Assets

Merchandise Management Level GMROI = Gross Margin
Avg. Inventory at Cost



Sales-to-Stock Ratio = Net Sales
Average Inventory at Cost

If the sales-to-stock ratio for a three-month season is 2.3, 
the annual sales-to-stock ratio will be 9.2

Measuring Sales-to-Stock Ratio



What Is Inventory Management?

Inventory management helps companies identify which and how much stock to 
order at what time to ensure there’s always enough stock to fulfil customer 
orders

Inventory Management Process



Core inventory management techniques include:

Inventory Control



Performing an ABC analysis

Pareto Principle states that 80% of the sales volume gets generated from the 
top 20% of the items. 

It says that in any group, there are significant few and insignificant many. It is 
also known as the 80/20 rule.



1. Sell through analysis :-

Let's assume you received 100 t-shirts for the 
month of April and you managed to sell 20
t-shirts. 

Therefore, your sell-through rate for the 
month of April is 20%

Increase sell through Rate:-

Kitting-bundling the low sell-through with 
products with a high sell one

Analysing  Merchandise Management Performance



An ABC analysis identifies the performance of individual SKUs in the assortment 
plan.

Rank - orders merchandise by some performance measure determine which items

A items: 20% of SKUs, represent 80% of sales
B items: 30% of SKUs, represent 15% of sales
C items: 50% of SKUs, represent 5% of sales

Performing an ABC analysis



Performing an ABC analysis – Furniture store 

Step 1: Multiply the total number of items by the cost of each unit to find the annual usage value. 



Performing an ABC analysis

Step 2: After noting all the products of the inventory, it’s time to list them in the descending order 
based on annual consumption value. 



Performing an ABC analysis

Step 3: Sum up and add the total number of units sold and the annual consumption value. 



Performing an ABC analysis

Step 4: Find out the cumulative percentage of products sold along with the percentage of annual 
consumption value. 



The table shows that items listed in Category A 
generate approximately  79% of annual 
consumption value, B yields 13%, while C generates 
8% revenue.

Performing an ABC analysis

Step 5: In the last step, split the data and numbers into the three A, B, and C categories. 
Remember, it’s essential to set the data in the ratio of 80:15:5. 



Performing an ABC analysis



Performing an ABC analysis

ABC analysis excel exercise video here



Top Rated Business Courses

1

3

2

4

MBA: Supply Chain and 
Operation management

The Lean Start-up: 
Best course on 
Entrepreneurship

Complete MBA course: 
Marketing and Business 
Strategy

31 Start-up Business 
Model : Best Course for 
Entrepreneurs

Click here

Click hereClick here

Click here

https://www.udemy.com/course/start-business-model-course/?referralCode=1BFF4E36F96FE6A456D2
https://www.udemy.com/course/mba-supply-chain-and-operation-management/?referralCode=E47279D2F00888260CA6
https://www.udemy.com/course/draft/3614842/?referralCode=2EFA9B8AD44145A717C0
https://www.udemy.com/course/mba-course-marketing-strategy/?referralCode=60CEDB7B88A37C5F8A91

