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5 Ways Your Business Could Be Losing 
Money … and How to Get It Back

L
ower your costs and increase your 
revenue. Just about every retailer would 
agree that’s a great formula for success. 
But how do you make it happen? 

There’s no single, one-size-fits-all 
solution. Sometimes you need to make major changes; 
other times the path to greater profitability is paved 
with a series of micro adjustments to your business.

The first clue to finding the answers might just 
lie in your financial statements. If you’re watching 
your numbers closely, you can usually tell when 
something is amiss. You can also use tools such as 
the North American Retail Hardware Association’s 
(NRHA) annual Cost of Doing Business Study, which 
allows you to compare your financial information 
with others in the home improvement industry. 
Doing this comparison can give you another clue 
that you may be missing opportunities for growth.

If you find areas for improvement, rest assured  
that you’re likely not the first. Hardware Retailing 
spoke with five retailers who have found places 
where their businesses could be driving more profits.  
Four of those retailers will share their stories on the 
following pages, and you can find the fifth online  
at TheRedT.com/tarzian.

Each of these retailers will share suggestions for 
how to make long-term changes to the way you 
do business. Each story will focus on different 
areas, including inventory value, pricing, salesfloor 
efficiency, labor costs and gross margin. We’ll also 
identify some of the specific financial performance 
numbers that will help you review that particular 
topic. If you need a refresher on how to read the 
valuable information contained in your financial 
statements, turn to Page 16 to learn about a new 
online training course from NRHA.

Hidden 
Figures
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The Challenge
George Hazelbaker had only been working as a manager 

at the Burns Do it Center in Clovis, New Mexico, for a few 
years before he started seeing the ghosts.

“I started noticing a lot of discrepancies in the 
inventory, or what I call ‘ghost items,’” says Hazelbaker. 
“There were items that were not correctly accounted for in 
the POS system.”

Items were appearing on the store’s inventory records 
that were not actually on the shelves. Most of them had 
appeared during the company’s recent acquisition of 
another hardware store in town.

Burns Do it Center includes three locations in  
New Mexico, in Clovis, Raton and Tucumcari, and one in 
Texline, Texas. In 2012, just before Hazelbaker took  
a job with the company, the owners acquired an existing 
hardware store in Clovis. The change was major. The 
Clovis Burns Do it Center, formerly a 10,000-square-foot 
store, relocated to the 20,000-square-foot sales space that 
previously housed the newly acquired business.

The owners also purchased the store’s existing 
inventory. To complicate matters, inventory records were 

stored on a POS system that was different than the one 
Burns Do it Center used.

“That’s when the problems arose, when we started 
merging the inventory,” says Hazelbaker. “A lot of the 
inventory in the store we purchased wasn’t properly 
accounted for.” Integrating the numbers from two different 
POS systems meant the details associated with each item, 
such as the unit of measure, needed to match up with the 
new system. Much of the time, that integration process 
worked—other times, it didn’t.

By the time the dust had cleared and the merger was 
complete, the value of the inventory at Burns Do it Center 
increased by 250 percent. The increase might seem 
expected, given that the business had doubled its footprint. 
Total inventory numbers were still in line with overall 
industry averages.

But not everything was as it seemed. Hazelbaker began 
noticing discrepancies, often in the units of measure the POS 
used to record an item. “For example, some of the wire we 
sell by the foot, but some of that wire was in our system as 
if we were selling it by the spool,” he says. “So according to 
our records, we had 250 spools of wire in our store!”

It’s important to have an accurate record of what’s in the 
store, but for Hazelbaker, overvaluing the inventory held 
another more significant threat. A large increase in inventory 
meant a larger tax bill. “When you have an increase in the 
valuation of your business, the government sees that as 
income.” The store’s tax bill was thousands of dollars more 
than it should have been.

Inflated Inventory Value

At Burns Do it Center, a standardized system for ordering and receiving has improved the accuracy of the inventory records.

Numbers to Watch
Inventory Turnover
Sales to Inventory
GMROI
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The Solution
It was time to rid the store of its ghost inventory. 

In addition to the challenges with merging POS 
records, the company also lacked a standard for 
purchasing and receiving, which also contributed to 
the inventory issues, says Hazelbaker. Rather than 
start by conducting a full inventory of the store, 
Hazelbaker decided to look first for those problems 
he could resolve quickly.

“We started by running reports from the POS 
system for any items with excessive costs,” he says. 
“We looked for anything that seemed out of the 
ordinary. If you see $2,000 worth of wire nuts on the 
report, for example, you know something is wrong. 
We were looking for that low-hanging fruit that 
would be easy to spot and take care of.”

He also generated reports that showed all items 
without a location code in the store, items not sold 

in the past year and items not counted in over 
a year. Those particular reports were useful, as 
Hazelbaker says he found they offered the fastest 
way to indicate something was off. If, for example, 
an item hadn’t sold in a year, he should check to 
see if it was actually on the shelf.

After identifying suspicious items in the report, 
Hazelbaker or another store manager walked the 
salesfloor to physically confirm whether those 
items were indeed in stock.

The results came quickly. Within a few weeks, 
Hazelbaker had identified $72,000 in ghost 
inventory. Considering the estimated 34 percent 
tax on inventory, that was the equivalent of a 
$20,000 savings, just by keeping more accurate 
inventory records. By correcting his inventory, 
he raised his gross margin return on inventory 
(GMROI) from 132 percent to 148 percent.

Pointers for Success

Do a Physical Inventory 
A few months after rooting out his $72,000 in ghost items, Hazelbaker completed a full store 
inventory. “It had been a long time since our last physical inventory,” he says. “Just doing that 
corrected a lot of issues, too.”

He also continues to review store reports on a weekly basis to make sure there are no lingering issues 
and that the new procedures for tracking inventory are working. Doing a full store inventory is like hitting 
the reset button, he says, especially if you suspect there are issues with your records. “Many people 
these days do mostly cycle counts, but that is something you should do more for maintenance. But if you 
haven’t done one in a while, you might want to start with a front-to-back inventory of your store.”

1

Have a System for Ordering
In a smaller operation, there may be one person who does all of the ordering, but some retailers may have 
several managers doing that task. Communication is essential. “There has to be some oversight. If you 
have several people ordering, and no communication between them, it can get out of hand really 
fast,” says Hazelbaker.

Avoid mistakes by establishing a standardized system for entering orders into the POS system. “Always 
get a confirmation slip from your vendor on what you receive. They are critical for maintaining your books,” 
he says. They also allow you to verify the accuracy of other fees such as freight charges.

2

Train Cashiers
Cashiers also can contribute to inventory discrepancies if they are not trained properly. The biggest issues 
usually arise with incorrectly scanning an item. Case quantities are frequent culprits.

“Make sure cashiers are not charging for a single item when they’re actually selling a case,” Hazelbaker 
says. In addition, if an item code has been incorrectly entered into the POS system, an alert cashier should 
be able to recognize that the product they just rang up doesn’t match what’s on the screen. Train cashiers 
to be attentive to what they are scanning and to have a working knowledge of the products in the store. 
These skills will help them quickly recognize when something is incorrect.

3
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down into inventory classes. Then he creates a 
schedule where he can tackle one category per 
week during the slower times of the year. With 
help from his staff, he uses price history reports 
from his POS system to review current prices and 
margins on each item with those of the past.

“We look at how long it’s been since the last retail 
price change. Some of the prices we found hadn’t 
been updated for a couple of years,” he says. If the 
cost has risen but the retail hasn’t, Payzant can make 
that adjustment. Checking prices twice a year is 
generally frequent enough to catch any changes that 
may have occurred. Of course, commodity items are 
regularly checked using weekly competitive price 
checks by telephone and online sources. 

“Doing these price checks has enabled us to better 
protect our margins. There are items where you are 
making a 35 percent margin, and maybe that looks 
good,” he says, “but if you used to make a 45 percent 
margin on that same item, you are losing.”

The second part of Payzant’s pricing challenge 
revolved around special orders. Staff in the sales 

department are responsible for giving estimates on 
special-order items, and sometimes would have a 
different approach for calculating the price. “People 
often get comfortable just using a standard multiplier 
to come up with a selling price and apply the same 
multiplier to all categories all the time,” he says.  

The solution was to create a standardized 
approach everyone would use. First, Payzant 
created a price matrix that included all the 
special-order categories, taking into account 
margins and appropriate discounts. If a 
customer is buying vinyl siding, for example, 
the employee creating the price quote could use 
the specific multiplier for that item. Payzant 
also gave his employees extra training on the 
importance of margin and the impact it has 
on overall profitability. It may be too early 
to measure the impact of this standardized 
pricing strategy on his overall sales numbers, 
but Payzant is confident that a more systematic 
approach to margin management in even a small 
portion of his store will boost overall profits.

The Challenge
If you don’t regularly review your retail prices, you 

are likely missing margin opportunities. That’s what 
Matthew Payzant realized when he started looking at 
special orders and noncommodity building materials.

Payzant is general manager of the family business, Payzant 
Home Hardware Building Centre, with five locations in 
Nova Scotia, Canada. The business carries core hardware, 
along with a full breadth of lumber and building materials. 
For many items, his wholesaler helps him by updating the 
recommended retail prices so he maintains a healthy margin 
above the wholesale cost. 

But there is another group of items he buys either 
directly from the manufacturer or through various building 
material suppliers. Members of Payzant’s purchasing team 
are responsible for setting the pricing on those items, and 
that’s where opportunities can arise. When manufacturers 
increase their prices, it’s easy to miss out on increasing 
retail prices in response. The cost-of-goods increases are 
often gradual and occasional, so sometimes they don’t get 
noticed, but they erode retailers’ overall margin. “There 
are items where the prices have continued to creep up,  
but we hadn’t always taken the time to check the retails 
and adjust accordingly,” he says.

Payzant’s special-order process presented similar 
opportunities. There was not enough consistency in pricing 
special-order items. “If you went into one of our stores 
to place a special order and asked five different sales 
employees the price of a custom door, you might get five 
different answers,” he says. Besides confusing customers,  
it also meant the business was losing margin.

A few missing margin points here and there eventually 
add up to a lot of missed profits. Payzant needed a way 
to keep a closer watch on prices, especially in a larger 
operation where multiple staff members are handling 
special-order transactions every day. While Payzant runs 
a lumber business, his strategy for dealing with pricing 
is applicable to retailers of any size and product mix. 
A disciplined approach to pricing means you will be 
making the most of the profit opportunities available  
to your business.

The Solution
Payzant needed to address noncommodity building 

material items and special orders. 
Noncommodity building material items are less  

price-sensitive than commodity items and can provide 
more margin opportunity. In this category, there were 
some slow-moving items where retail pricing hadn’t 
changed in a long time, even if his cost had gone up.

To keep his retails at the appropriate level on these  
noncommodity items, Payzant instituted a systematic 
approach to reviewing prices twice a year. He creates a 
list of all of the items he wants to review and breaks them 

Regular Pricing Review

Pointers for Success

Make Price Shopping a Habit
Every week, someone at Payzant Home Hardware Building Centre is price shopping. “We have a bucket of 
50 hot items, and every week we take 15 of them and do a price check with our competitors,” Payzant says.

While Payzant uses price checking for commodities in the lumber and building department, there are 
benefits from doing the same with price-sensitive items in core hardlines categories. Begin by price 
shopping your most price-sensitive items on a regular basis. Choose a manageable number of items to 
price shop each week, and then assign an employee to the task. Use competitors’ websites or personal 
visits to the store.

1

Educate Staff on Margin
Get employees to understand the difference between margin and markup. The two terms might seem 
similar—markup is the difference between the wholesale and retail price; margin is that same difference 
expressed as a percentage of sales. Margin is a better way of understanding profit, but many staff  
who use the calculation for a markup instead of the one for the margin can end up costing money. Teach 
staff that profit is not a bad thing, Payzant says. “People get excited about sales when the number is 
big,” he says. “But you have to ask, ‘What is the margin on that number?’” The small number may have 
a better margin than the larger one, making that a more profitable sale. “Get employees as excited about 
increasing the margin on a sale as they are about a large sales number.”

2

Review Prices on Special-Order Items
If you offer special orders, check to see how you are pricing those items. Prices set by your 
distributor likely have good margins. But if the catalog you are using requires you to calculate your 
own, make sure you have a systematic way of calculating them so each person offers a consistent 
price. Also encourage them to round up. Even a small increase in margin can add more dollars to 
the bottom line. Payzant encourages his staff who set prices on special orders to round up the price 
after they use his pricing matrix.

3

Matthew Payzant found opportunities to increase margin by taking a more disciplined approach to pricing.

Numbers to Watch
Cost of Goods 
Gross Margin
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The Challenge
One of the tools Lee Rector at Thomas Home Center 

True Value in McKinleyville, California, uses to keep a 
close watch on the overall financial health of his business 
is NRHA’s Cost of Doing Business Study (CODB). By 
comparing the numbers on his financial statements to the 
averages for the industry, he’s found several areas where he 
could improve his business. A few years ago, labor costs 
were at the top of the list. 

There were a couple of warning signs. His cost of labor 
as a percentage of sales was a few points higher than the 
industry average. In addition, as he took a closer look at 
what was happening on the salesfloor, Rector observed 
staffing levels were high during points in the day when 
customer traffic was low.

But lowering labor costs is fraught with challenges. 
It’s tempting to assume that when you cut labor, your 
customer service levels will drop and you’ll have to cut 
employees. Rector did neither, and it turned out to be a 
win-win for both his business and his employees. 

The Solution
To bring down labor costs, Rector says it was obvious he 

had to lower staffing levels. But what he needed to eliminate 
first was his preconceived notions about staffing in his store.

“As retailers, we tend to box ourselves into the mindset 
that we need X number of people for our store to run, even 
if that means our percentage of labor to sales number is 
higher than it should be,” he says. “What I found was that 
most of the time that number can be trimmed. Sometimes  
it is difficult to achieve, but the labor percentage on 
NRHA’s CODB is realistic.”

As he tackled a problem, Rector says it was imperative 
that customer service and sales didn’t suffer. He began 
cutting back staffing hours during the slower times of the 
day. At the same time, he made sure his schedule allowed 
him to help on the salesfloor if necessary. At the end of 
every week, he took a look at his sales and payroll numbers 
to see if he was getting closer to his goal, or if he still 
needed to make adjustments. 

“I spent a lot of time listening and watching on the 
salesfloor, looking where it might make sense to trim staff 
hours, looking at the sales numbers I wanted to hit and 
deciding how much I would allow myself to spend on 
labor,” he says. 

Fortunately, trimming labor meant rearranging schedules, 
not reducing staff. Rector didn’t have to lay off any 
employees to reduce his labor costs. Instead, he discovered 
that there were some employees who wanted to work a 
few less hours. Sometimes it was a college student who 
was happy to cut back or an older employee who was 
already hoping they could work one fewer day a week. 
Rather than make a general announcement that he was 
going to be cutting hours, Rector had conversations with 
individual employees and was able to create schedules 

Trim Labor Costs

The plan for reducing labor costs at Thomas Home Center True Value included cross-training employees so they could be more versatile 
on the salesfloor.

Numbers to Watch
Payroll Expenses
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that worked better than before for each employee 
while reducing the total amount of money he was 
spending on payroll. 

He also focused on cross-training employees and 
expanding their skillsets. Besides giving him more 
flexibility when it comes to scheduling workers, 
Rector says cross-training also improves customer 

service and opens up the possibility of some 
employees even earning more money when they’re 
able to work a different position in the store. 

“I haven’t had to lay anyone off as I’ve been 
reducing payroll costs,” he says. “I’ve been able 
to look after my numbers and also take care of 
my employees. It’s a win-win for everyone.”

Pointers for Success

Be More Creative Than the Problem
When faced with something in the store you want to change, “you need to be more creative than the 
problem,” says Rector. It’s important to question assumptions you may have about the way you run 
your business. Be willing to look for creative solutions that lie outside the normal way you operate. 

1
Try Cross-Training Employees
Look for employees who are willing to learn new skills. Cross-training your cashier, for example, means 
he will be able to take shifts in other parts of the store to replace hours you may need to cut at the 
checkout counter. This could eliminate the need to hire additional part-time employees if you only need 
them for a small number of hours. Give more opportunities to the staff you have before hiring more. 

2
Lower Labor Costs by Raising Sales
If labor cost as a percentage of sales is higher than it should be, first make sure you are making the 
most efficient use of your employees’ schedules so you aren’t overstaffed during the slow times. 
Then, focus on raising sales. Give employees product knowledge training so they are more confident 
about selling, and then teach them about add-on selling so you can raise the average transaction 
size. Look for ways to build the morale of your staff so they will be more excited about working for 
you. An enthusiastic and engaged staff will sell more and pay for themselves.

3

Lee Rector uses NRHA’s Cost of Doing Business Study to compare the performance of his store against others in the 
industry and then identify opportunities for growth.
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The Challenge
One look at NRHA’s Cost of Doing Business Study last 

year told Adam Barden he had work to do.
“We knew from looking at that study that our gross 

margins were below where they really should be for our 
type of store,” says Barden, who owns Vassar True Value 
Hardware, with two locations in Vassar and Frankenmuth, 
Michigan. “At that point, we set some very specific goals 
about where we wanted those numbers to be and then 
talked about the different ways we could get there.” 

His two stores have quite a bit in common. Both are in 
rural markets, with each home to about 3,000 people. Both 
markets include independent stores as competitors, and 
both are about 30 minutes from the big boxes. Both also see 
a customer mix of about 70 percent DIYers and 30 percent 
contractor and industrial business. In both stores, lawn and 
garden is the top-selling department, and paint is second.

Even with the commonalities, Barden had his work 
cut out for him. He quickly determined that a thorough 
review of pricing in both stores would provide the 
biggest impact and the fastest way to see some movement 
in gross margin numbers. 

Improve Gross Margin

Pointers for Success

Look Past Pricing Misconceptions
“For a long time, we thought we had to be the best price on every single item in our store,” Barden 
says. “You really can’t do that, because then your margins erode to the point that you can’t operate your 
business. You need to find areas to be competitive and others where people are willing to pay more for a 
convenience or a service that’s being provided.”

1
Change Prices As Often As Necessary
Barden says the new pricing profile is constantly being tweaked. “You can’t just set a plan and say, 
‘OK, that’s it,’” he says. “You have to stay on top of things; you have to keep up with your plan, or your 
margins will erode over time. We do price changes every single week now.”

2
Know Your Competitors
Going forward, Barden plans to develop a process to make himself and his team a little smarter about 
how to shop competitively and how to set prices relative to his stores’ local competitors.

“Right now, we check prices on high-velocity items, but we don’t check as many of the slower-moving 
items,” he says. “My plan is to develop a process to check every month on slower-moving items so we 
can get a competitive environment around those as well. We want to make money, but we don’t want 
our customer to come in and have an experience that, pricingwise, is way out of line.”

3

Adam Barden (left) does pricing changes as often as necessary, 
even if it’s every week for some items.

Numbers to Watch
Gross Margin



HARDWARE RETAILING | September 201758

The Solution
The first thing Barden did was reach out to  

his co-op to ask for assistance. The co-op  
helped complete a pricing study of the 
marketplace, and from there, Barden and his 
team came up with a pricing profile. He spent 
most of February updating pricing across 
the board at both locations. It was a big task, 
but February was an ideal time to do it since 
business was a little slower.

“We did the pricing study for both of our 
stores,” Barden says, “Then we went through and 
made pricing changes throughout each location.” 
Now, the team regularly updates and improves the 
pricing throughout the store.

“We may have some areas where we can be 
more competitive and others where we’re giving 
away too much margin. We’re continuing to find 
opportunities for improvement.”

Barden focused heavily on pricing in his  
top-selling department, lawn and garden. “There 
are a lot of lower-margin items, like yard goods—
mulches and soils and things like that—where, if 
you can make a small change, you can see quite a 
difference in your margins,” he says.

When building a pricing profile, Barden chose 
to look at prices under two different lenses. “We 
found some of the suggested retail pricing from 
our co-op was too aggressive—it would make 
our margins too low,” he says. “But one level of 
variable pricing was too high, especially on highly 
visible and high-dollar items. So we came up with 
a customized system between the two.”

He says they now try to be more competitive on 
items above $25 or items that are highly visible, 
including anything customers might frequently 
price shop. For items below $25 or those that 
aren’t highly visible and are less likely to be price 
shopped, the prices might be a little higher.

Another step for Barden and his team was to 
look at the commodity items they sell, such as 
water softener, birdseed and dog food. “We had 
to make some decisions to either raise prices or 
discontinue certain items and bring in others in 
their place,” he says.

Barden saw small results right away, and about 
six months later, he was seeing more differences 
month to month. “We’re two or three margin points 
up over last year, which tells me we’re moving the 
needle in the right direction,” he says. 

In addition to articles on financial management found in the pages of Hardware Retailing, NRHA offers a variety of 
training materials that take you back to the basics. These online courses are designed for anyone who needs a better 
understanding of the fundamentals of accounting.

Basic Retail Accounting
NRHA recently released its training course in  
Basic Retail Accounting to offer an introduction to 
some of the key financial metrics that are foundational 
to your business. Once you have a firm grasp of these 
principles, you’ll be able to understand how to make 
changes that can improve your business. 

The course in Basic Retail Accounting is an online training 
course available on demand for NRHA Training Members. 
It consists of four brief modules that introduce two 
financial statements and common financial ratios.  
For more information, see Page 16.

Our Three Pennies of Profit
Understanding basic accounting principles isn’t just for 
managers and owners—employees need it too. They may 
not need to know every nuance of your finances, but it 
helps if every employee on your salesfloor has a basic 
understanding of profit. One of the most popular ways to 
teach them has been NRHA’s “Our Three Pennies of Profit” 

training video. This 15-minute video shows, in story form, 
the fundamentals of retail profit and loss. It explains how 
every employee has a key part to play in helping a business 
stay profitable, which benefits everyone. 

To see the “Our Three Pennies of Profit” training video, 
visit nrha.org/ThreePennies.

Training Resources Go Back to the Basics


