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I'm writing this during labor day weekend. We're going shopping for clothes today and this week pulled out of the paper this ad
from Dillards, a nice clothing retailer here in the south. It started me thinking about sharing something with you about inventory.

Inventory with a low turn in the #1 killer of
jewelry stores in America!

But I have such arguments with jewelers who believe that some fool will come in and buy that old piece one day and we'll make
money. You have only 1 year to make money from jewelry, that's it. Here's proof:

Let's say January 2005 you buy a piece of jewelry for $100 and it takes until December 2005 to sell it. That's a turn of "1" as it
took "1" year to sell it. If you buy it in January and sell it in June, buy another one and sell it in December, you've sold it twice in a
year, so you have a turn "2". On the other hand if it stays for 2 years, then it has a turn of ".5" or "1/2".

So let's look at how this is supposed to work. This is how stores who have money do it year after year.

Now let's look at what the typical jeweler is doing by hoping and praying that some fool buys this outdate, old piece of inventory.

This is probably your store:

BUY DATE OUR COST SELL DATE SOLD FOR PROFIT
January 2005 $100.00 December 2005 $250.00 $150.00

January 2006 (buy
another one for stock)

$100.00 December 2006 $250.00 $150.00

January 2007 (buy
another one for stock)

$100.00 December 2007 $250.00 $150.00

Total profit received over 3 years from our initial Investment of $100.00 $300.00

BUY DATE OUR COST SELL DATE SOLD FOR PROFIT
January 2005 $100.00 It didn't sell this year $00.00 $00.00
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Did we really make $150.00? NO! We actually LOST $300.00!
Why did we lose? Because doing it correctly we should have made $450.00! We are $300.00 short. So getting full retail but

holding for 3 years gave us only $150.00 rather than the $450.00. We'd been better off discounting it and moving on.
Watch.................

We made 36% MORE money by discounting in year 2 and trying something new rather than holding it for three years.

Want to know how to make a 3 year old piece as profitable as the first example way above?

Simple. Just keep raising the price each year for the profit we should have made in that year but didn't. Watch.....

January 2005 $100.00 It didn't sell this year $00.00 $00.00

Didn't buy as we didn't
need another one. Its
2006

still have one It didn't sell this year $00.00 $00.00

Didn't buy as we didn't
need another one. Its
2007

still have one Finally! Some fool
bought it!
December 2007

$250.00 $150.00

Total profit received over 3 years from our initial Investment of $100.00 $150.00

BUY DATE OUR COST SELL DATE SOLD FOR PROFIT
January 2005 $100.00 It didn't sell this year $00.00 $00.00

Didn't buy as we didn't
need another one. Its
2006

still have one March 2006 $185.00 $85.00

January 2007, buy
something different

$100.00 December 2007 $250.00 $150.00

Total profit received over 3 years from our initial Investment of $100.00 and from dumping it in year 2
being it hadn't sold

$235.00
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So here's the important questions to answer:

Do you think someone will pay double the retail price for something that's been on your shelf for 3 years?
The 2nd question is: If you do sell it to some fool for $550.00, can you afford to wait for 3 years to finally get your money?
Maybe on one piece but can you afford to wait for your money to come back on 500 to 1000 old pieces for 3 years?

So what does this have to do with labor day? Everything!

Below is an ad from Dillards where we're going shopping today. We all know that many retailers mark it up to discount it down.
But at the end of the season clothing retailers really do dump their old inventory at or even below cost. Labor day notes the end of
the summer season and summer clothes. Look at the pictures of the clothing Dillards is discounting.

BUY DATE OUR COST SELL DATE SOLD FOR PROFIT
January 2005 $100.00 It didn't sell this year $00.00 (doesn't sell)

(tagged for $250.00)
$00.00

Didn't buy as we didn't
need another one. Its
2006

Still here and cost
$100.00

It didn't sell this year $00.00 (doesn't sell)
(But now we add in 1
year's profit to the selling
price. So now its tagged
to sell at $400.00)

$00.00

Didn't buy as we didn't
need another one. Its
2007

Still here and cost
$100.00

Finally! Some fool
bought it!
December 2007

We added in another
$150.00 and it now sells
for $550.00.

$450.00

Total profit received over 3 years from our initial Investment of $100.00 by adding in a years potential
profit year after year:

$450.00
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Nice looking clothes, summer clothes. Fall fashions are being placed on the rack, you just can't buy too many short sleeve summer
clothes in October can you? Why not as a clothing retailer package this stuff up and put in the back room and wait until next spring
to put it out. Heck, why not have a section of the store ALL YEAR LONG with summer clothes marked down? I mean people do
go on cruises to the Bahamas all year long.
3 The answer is simple. Jewelers are so used to buying heavily at the Vegas show in May and paying in January. Remember
jewelers look to have a turn of "1". Clothing industry is looking for a turn of "4"! (but they get 3.3 or so).

Why 4? because there are 4 seasons in a year. If a retailer bought clothing at their show in April and promised to pay in January
they would have owed the vendor money into the 3rd selling season!

Clothing stores have to pay for their goods in 30-60 days. They aren't used to 6-9 months like we've had. So they dump old
inventory for several reasons:

They need the money, no matter if its "profit" money; at "cost money" or even "below cost" money. They have to pay cash for new
merchandise.
Clothing takes up a lot of room. Whereas jewelers shove more stuff in a case, clothing people just can't store it. They make their
money with good turn during the season and what's left over with their season, they are happy to dump it and start anew.

If you go to
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If you go to
www.RetailOwner.com

you'll see the financial numbers for industries. Here's the turn for the jewelry industry and the turn for the clothing industry:

Clothing has a higher turn because "nature" dictates they unload out of season clothes every 3 months or so.
Would you think their profit margin is different than ours? Its not, look again at a chart from www.retailOwner.com:

Turn of Clothing Stores Versus Jewelers

Clothing stores get a turn of 3.3.
They try for "4" but achieve 3.3

Good Jewelers get a turn just a tad better than "1"

Gross Profit Margins for the 2 industries are almost the same

Clothing Stores: Gross Profit Margin of 45.7% Jewelry Stores: Gross Profit Margin of 43.1%
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45% versus 43%. Not a big difference. Their markups are about the same as ours but they do better dollar for dollar because they
have a better turn. The Dillard's ad above for up to 70% is real. There's no hiking to discount. Ask the women in your life you'll find
out that these are true bargains. They are going to dump old inventory because they need and want the money now. They also don't
want to chance that pin stripes won't be in style next year.

So what can you learn from this? Follow the advice of other retailers. In our industry sell it as best you can for 1 year and I'd
suggest not discounting more than 20% for the first year. After the first year of ownership, do everything in your power to move it
out of the store. If on commission, double the commission on inventory over a year old. Discount it, put it in a special discount
showcase, take it apart and remake new items, scrap it for $$$. Just be sure at about 16-17 months It's outahere!

If you'll follow this advice you'll have money and because you now owe vendors less and have more money and more available
credit so you'll be able to buy fresh new merchandise which customers will buy.

Over the years of helping jewelers I've found these points to be true for almost every jeweler:

Clothing Stores: Gross Profit Margin of 45.7% Jewelry Stores: Gross Profit Margin of 43.1%
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At any 6 month period of time, 70-75% of all sales that took place over the last 6 months was inventory that is less than 6
months old.
For many jewelers, their total amount of old inventory over a year old is equal to (within 15%) their total amount of debt.
(Total of accounts payables, lines of credit and credit card debt.)

You may think jewelry doesn't go out of style like clothes do. So you'll ask, "But David what about a 1.5 caret round diamond? It
doesn't go out of style."

Maybe not, but it goes out of money! It should turn a profit each and every year.

Happy Labor Day!

David Geller
Director of Profit
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