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RE-INVENTING THE WHEEL

Retailers are particularly adept at re-inventing the wheel. The
most recent announcement of this accomplishment involved
Strawbridge & Clothier (S&C) when Peter Strawbridge announced
that the Clover Stores (the S&C discount arm) would, as Women’s
Wear Daily put it, “abandon its noble experiment of cash
across-the-board, and institute a credit policy.”

The re-inventing process included statements by Strawbridge that
“we felt we weren’t generating enough business on a cash-only
basis’ and the statement attributed to ‘‘an important area
discounter” saying ‘‘Clover apparently has found out something
we are all learning—that you have to have credit. Frankly, I didn’t
think that BankAmericard or Master Charge would have much
impact on discount shoppers out for small appliances or a $40
coat.”

S&C was present when the wheel was invented last time. Founded
in 1862 as a wholesale and retail dry goods firm by Justus
“layton Strawbridge and later joined by Isaac Hallowell Clothier,
. later expanded into a department store, just as did Wana-
maker’s, founded a year earlier. As H. Pasdermadjian said in his
great book, “The Department Store—Its Origins, Evolution and
Economics,” “In most countries the first department stores (or
former specialty shops, when they reached the state of a
department store) adopted the practice of selling only for cash,
and this ensured them a corresponding saving of expenses or an
additional price advantage in comparison with most of the
remainder of the dry goods business, which used to grant credit
to its customers.”

A study of Emile Zola (“Notes de travail sur les grands
magasins’’) disclosed these early stores had a 20% gross margin,
15% expenses and 5% net profits (with no taxes!). Competing
specialty stores worked on a 40% gross margin, much slower
stock turn, and the high cost of credit which was often settled
only once or twice a year.

Department stores eventually got up to the same 40% gross
margin, the same expense rate, the same slow stock turnover and
the same high-cost credit operations—but they did not get there
because they wanted to; they got there because the customer’s
preferences forced them into this pattern. They learned what
Peter S. has learned—*“We weren’t generating enough business on
a cash-only basis.”

R.H. Macy & Co became the world’s largest store on a cash-only
basis with such slogans as “Save 6% and ‘‘Pay cash, pay less.”
Time and government regulations forced Macy’s to restate the
“Save 6% to “It is our endeavor to have our prices reflect a

vings of 6% when buying for cash when compared with other

_ _ores offering similar services and credit.”

In 1940 Percy Straus was stimulated by the imagination of a
University of Chicago professor named Beardsley Ruml (who
later “invented” the withholding tax). Straus was depressed by
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IRS IN POWER GRAB

Under the Nixon Administration the Internal Revenue
Service is undertaking a power grab such as was never
attempted before. Retailers will recall the resistance of the
Internal Revenue Service in the 1940s to efforts of retailers
to use LIFO as a method of inventory valuation—a method
that was clearly permitted by the Internal Revenue Code.
Resistance came from the I.R.S. solely because of their
mistaken conception of their duty. The I.R.S. felt that they
had no obligation to administer the tax laws fairly—they
only took the position that would raise the maximum
dollars for the United States.

In 1971 the L.R.S. issued their release IR-1125 under
which, without authority in law, they stated that in the
future the I.R.S. would grant permission for changes in
accounting procedures only if the taxpayer agreed to use
the same method for reporting for all other purposes—to
partners, shareholders, for credit purposes, etc. There is
nothing in the Internal Revenue Code that gives the I.R.S.
this power, although it does state that changes in account-
ing procedure must be approved by the Commissioner.

On the other hand, a new corporation remains free to adopt
one method of accounting for tax purposes and another for
reporting to stockholders or for credit purposes because no
change is involved. Thus, except for LIFO which is directly
controlled by the Code, a store can adopt installment
reporting of receivables and accelerated depreciation for tax
purposes; or accrual reporting of receivables and straight-
line depreciation for stockholder reporting. The I.R.S. does
not have the authority to regulate the accounting proce-
dures of a new corporation.

RThought: Rather than fool around with this restriction in
the regulations of the I.R.S., now that it has totally
abandoned any thoughts of fairness (with the $50 billion
deficit being incurred by the Nixon Administration, one
can understand the temptation to resort to unfair tax
methods in an attempt to maintain revenues), RT would
suggest that retailers consider forming a new corporation,
adopting accounting procedures for that corporation, ac-
quiring the old corporation, and liquidating the old
corporation, thus avoiding the heavy hand of the L.R.S.
Check your attorney and CPA—since there are many other
factors involved which must be evaluated.

the fact that Macy’s could not develop volume in major
appliances, radio-phonographs, pianos, furniture, fur coats, and
many other big ticket items even when their cash price was much
more than 6% below that of competing credit stores. So Straus
asked Ruml to give the matter some thought—and Ruml came up
with the “Cash-Time” plan whereby customers paid $1.00 for
each 94¢ of merchandise purchased. Then—and only then—did
Macy’s start to sell big-ticket merchandise in volume.




Despite building the world’s largest store on the basis of
“cash-only” sales (including Deposit Accounts, where you put the
money into Macy’s Private Bank in advance), the Straus family
was smart enough to continue credit facilities at Bamberger’s,
LaSalle-Koch, Davison & Paxton, O’Connor-Moffitt and the other
stores they purchased around the country. They reverted to
cash-only just one other time—in their ill-fated Macy’s Red Star
Store in Syracuse, New York (one of the classics in retailing,
where the final loss exceeded the total sales for the time the store
was open).

Mr. Strawbridge has uttered words of wisdom—reincarnated for
the umpteenth time. And he will not be the last to reinvent this
wisdom. There is ahead of us—as more and more discount stores
increase their services, their expenses, their gross margins, their
national brands, their inventory in relation to sales, and their
inflexibility—the spector of a new type of general merchandise
stores—offering no service, no fancy buildings, no credit, only
fast-turning items and low-low prices. After a decade or two some
of the participants in this wave of ‘‘retailing of the future,” after
creating their own trade association because of resistance by the
aged and fading Mass Retailers Institute, will suddenly discover
that “we aren’t generating enough business on a cash-only basis.”

APRIVATE MATTER BECOMES PUBLIC

It was not too far in the past that a regional shopping center was
a kingdom of its own. Pickets were kept away from the
stores—they could parade up and down the sidewalks hundreds of
feet away—but subject to a court order not to block the
entrances. After all, private property is private property.

Or is it? More and more states have come to thé conclusion that
when a shopping center provides space to park thousands of cars

and then invites any person, without qualification, onto the-:

premises, they cannot stand behind the “This is private property’
concept on the matter of pickets. Or demonstrators. Or persons
seeking a signature on petitions. Or any of the many other things
done on a public sidewalk in any city.

Next came the Federal Trade Commission to question the right of
major department stores, in combination with or with the tacit
support of shopping center owners, to control co-residency in the
center. Such control was based on the right of private property
ownership, ‘“We can lease to anyone we want—we just happen to
agree with the ABC Department Store that there should not be

any discount stores and with the GHI and the XYZ men’s stores
' that two men’s stores are enough.” The FTC has taken a different
view—they have expressed the opinion that such actions are
illegal—conspiracies in restraint of trade.

Now that most of the major department store groups derive more
than half of their volume from suburban stores or branches, most
of which are in shopping centers, it seems only proper that they
should not have any more control over potential competition
than they do in downtown areas where a discount store—or
anyone—can locate in any building they can rent. Certainly, no
merchant ever had to get the consent of Sears, Wards, Penney’s,
Federated, Allied, Kresge, Woolworth or any other competitor in
order to open a store downtown.

The next step is now being taken. The Plum Tree, Inc., a gift shop
franchisee, has brought a class action against one of the largest
shopping center developers—Rouse Development Co—alleging
restraint of trade. They are seeking to make this a class action for
all tenants of all Rouse centers that have any restrictions in their
lease. The damages sought is a nice round number—one billion
dollars.

They allege that the following types of restrictive covenants in
shopping center leases—fairly common in most shopping center
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leases—represent illegal restraints of trade: limit the type and/or
price level of merchandise that can be carried, requiring member-
ship in the Merchants Association, establishing hours and days
that the store must be open (or even allowing the major
department stores to set the pattern and then requiring the other
tenants to follow), radius clauses that limit how close you c(’
locate another outlet—or even how close another store can be

which you have a financial interest, and even questioning the
right of the landlord to rent stores of equal size, at different rates
per square foot, depending upon the type of merchandise carried.

RThought: Someone may even go to a basic ‘“‘custom” that
should be challenged—the sweetheart deals made with major
department stores in order to get them into shopping centers. The
cost of these bargain deals with the giant retailers is passed on to
the small retailers. The result, of course, has been that with
increasing frequency the only small store tenants that can afford
the rich rents are the ones that are part of the chain giants—like
Genesco, Melville, Lerners, Interco, Hart-Schaffner-Marx, Wool-
worth, and Petrie.

Of course, before bringing any of these firms into court for
collusion or anti-competitive conduct, one might go back and
read the many speeches of their principal officers about the great
benefits that the competitive retail system has brought to the
people of the United States. After reading the comments of the
head of Federated Department Store on ethical responsibilities,
one might read the case ‘“Federated Department Stores, Inc. v
Commissioner of Internal Revenue,” 426 F.(2d) 417, wherein it
was ruled that a contribution (valued in the millions) by a land
developer to a department store corporation to build and operate
a store in the developer’s new shopping center was not income!
The cost of this contribution, of course, was spread over the
other tenants in the. shopping center. Federated received without
paying any income tax more money than most of the small
independent tenants will make during their entire business career.

This is, of course, the land of opportunity—for those with tﬁ\
economic power to extract it from those who are weaker.

PRICE AS AN INDICATOR OF QUALITY

The Summer 1971 issue of MSU BUSINESS TOPICS (published
by the Graduate School of Business Administration, Michigan
State University) contained an article by Arthur G. Bedeian
entitled ‘“Consumer Perception of Price as an Indicator of
Product Quality.”” The article summarized the studies made in
this field. Surprisingly, the first such study did not occur until
1954. There was a 10-year lag until the second study.

It appears that a substantial portion of the consuming public, for
a substantial portion of the products sold, believe “you get what
you pay for.” Consumers apparently classify products as to
whether or not they can perceive differences between brands. The
better they know the product, the less they are likely to feel that
price is an indicator of quality; and the greater the quality
reputation of the vendor, the more likely the consumer is to
accept price as an indicator of quality.

This, of course, goes against all of the accepted Adam Smith
economics which argues that demand will increase as price drops.
With some products, demand is likely to be greater when price is
high!

The identification of products for which the consumer accepts
price as an indicator of quality, does, to a degree, validate Adam
Smith’s observations. Adam Smith wrote when brands w
unknown and products were simple. The consumer could t&..
whether the wool or cotton or linen was of good quality or the
wheat properly ground. There were no high-technology consumer
durables like color TV or automobiles or dishwashers.

©



RETAILING TODAY — STATISTICAL SUPPLEMENT
CREDIT OFFICE RATING

The Honor Roll this month is very interesting—because it contains both Abercrombie and Fitch and A. Sulka. It was not too
many months ago that the problems of A&F’s credit department were being chronicled by Sylvia Porter in her national column—
there have been no mentions of the improvement. And at one time A. Sulka was more likely to be 15 days than 5.

HONOR ROLL
Wineman’s—Huntington Park, CA 2.8 Miller Bros—Chatanooga 3.6 Hink’s—Berkeley, CA 4.8
A. Sulka—NYC 3.0 Abercrombie & Fitch—NYC 4.0 Harris & Frank—LA 5.0
Roos/Atkins—San Francisco 30 B. Altman—NYC 4.0 Joseph Magnin—SF 5.0
Wineman’s—Monrovia, CA 3.1 Podesta & Baldocchi—SF 4.0 Wallach’s—NYC 5.0
Mervyn’s—San Lorenzo, CA 3.2 I. Magnin—SF 4.4 RT would welcome additional reporters

from major cities. If you are interested, drop

CREDIT OFFICE RATING a note to P.O. Box 343, Lafayette CA 94549:

OCT-NOV 1971 AUG-SEPT 1971
INFORMATION FROM NO. OF DAYS TO BILL NO. OF DAYS TO BILL
REPORTERS REPORTS AVERAGE RANGE REPORTS AVERAGE RANGE
Abercrombie & Fitch (NY) 1 4.0 4 -- -- --
B. Altman (NY) 1 4.0 4 -- =4 -
Brooks Bros. (NY) 1 6.0 6 1 6.0 6
Brown-Mahin (Stockton) 4 7.0 5-9 5 5.8 3-7
Bullock & Jones 1 8.0 8 -- -- --
Capwell’s 7 10.1 6-14 10 11.7 8-14
City of Paris 2 6.5 6-7 s 203 5-6
Daytons (Minn.) 2 6.5 6-7 2 5.9 5-6
Donaldson’s (Minn.) 1 9.0 19 1 8.0 8
Emporium (SF) L 13.0 13 4 8.8 7-11
Grodins 1 7.0 1 == e i
Gump’s 3 8.3 6-12 5 6.4 $aT
Harris & Frank (LA) 1 5.0 S 1 5.0 5
Hastings 1 6.0 6 -- R ==
Hink’s 4 4.8 2-7 1 6.0 6
S. Klein (NY) 1 8.0 8 -- -- --
Lord & Taylor (NY) 2 7.0 6-8 -- -- --
Macy’s (NY) 1 7.0 : i -- - --
Macy’s (SF) 7 2.1 7-8 11 bV 5-8
~ I Magnin 7 4.4 4-6 8 4.0 4

Joseph Magnin 1 5.0 3 2 4.0 4
Marc Cross (NY) 1 7.0 7 -- -- --
Montgomery Ward 1 6.0 6 1 6.0 6
Penney’s (SF) 4 5.5 4-6 L 28 5.0 3-6
Penney’s (Minn.) 1 6.0 6 1 6.0 6
Podesta Baldocchi (SF) 1 4.0 4 1 6.0 6
Roos/Atkins 1 3.0 3 2 4.0 4
Saks Fifth Avenue (SF) 8 6.9 6-8 3 6.7 6-7
Sears (N. Calif.) 4 5.8 57 4 7.0 7
A. Sulka (NY) 1 3.0 3 1 7.0 0/
Wallach’s (NY) 2 5.0 4-6 2 5.0 G

TOTAL 74 6.6 2-14 71 6.7 3-14
INFORMATION DIRECT FROM STORES
Brock’s - Bakersfield 40 5.8 4-8 40 6.7 4-11
Holman’s - Pacific Grove 10 6.8 6-9 -~ -- --
Levee’s - Vallejo 22 6.2 49 22 4.7 2-8
Levy Bros. - San Mateo 16 6.1 3-9 32 4.2 2-7
Mervyn’s - San Lorenzo 11 3.2 3-4 11 3.5 3-4
Miller Bros. - Chatanooga 15 3.6 25 7 3.3 2-4
Oshman’s - Houston 23 8.7 7-10 81 10.3 813
Walker Scott - San Diego 12 10.9 10-13 -- - --
Wineman’s - Monrovia 8 3.1 3-4 i 4.1 3-5
Wineman’s - Huntington Park 8 2.8 2-3 7 4.4 4-6
Worth’s - Burton’s - Conn. 15 1.9 6-10 b 8.0 7-14

TOTAL 180 6.2 2-13 1517 6.0 2-13

**(Initial report not computed by RT)

WHY A CREDIT OFFICE RATING? The Unruh Act (in California) controlling revolving accounts went into effect about 1963 just as the Office of Consumer
Counsel was created. Consumers were complaining that they received statements so late that they had an additional service charge before they could pay their bills.
Consumer groups were proposing laws that would have been impossible to meet with equipment and procedures in major stores. The CREDIT OFFICE RATING

.was initiated to bring this problem to the attention of influential people within store management.

VHAT HAPPENED — THEN AND SINCE? Initially, I was criticized for publishing the data and especially for naming stores. Since then the reports have been

‘accepted for their intended purpose and many stores have sought to-attain the Honor Roll objective, established from the beginning, at 5 working days between

cycle closing and postmark date. Many stores have reported pride — both to management and credit and data processing personnel in being listed on the Honor Roll.

HOW IS TIME COMPUTED? We do NOT count the cycle closing date but do count the postmark date, and then deduct Sundays and those holidays observed by the
preponderance of stores.
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A FEATURE REPORT

PRODUCTIVITY INCREASE? NOT MUCH IN DEPARTMENT STORES

5.5% is the magic figure for pay rate increases. It was arrived at
by adding a 3% per annum productivity increase to an ‘“‘accept-
able” 2%% cost of living increase. In theory, a 5.5% increase in
total payroll is not inflationary—assuming that the 3% and 2.5%
figures are correct.

Department stores are probably the largest industry in the United
States that does not concern itself with productivity measures.
Stores talk a great deal about productivity—ask the head of a
store and he will explain that his new store layout or new
computer system or new pay system will significantly increase
productivity. Nobody can prove the speaker right or wrong—he
doesn’t give out the actual figures. And nobody really cares
enough to go back 3 or 4 years later and check out the claim.

But the department store productivity story has been told for
some years, first in the Harvard Reports, and more recently in the
NRMA F.O.R. (Financial and Operating Reports). (Note: Mass
Retailers are not yet sufficiently advanced in their standardized
statistics, to offer valid productivity figures; while the Super-
market Industry continues to use ‘“dollars per man hour” as their
measure of productivity).

The Harvard Reports and the F.O.R. are not always consistent—
and RT’s library is not complete prior to the middle 1930s. But
from available data such as average gross sale, sales per sq ft of
selling and total store space, and sales per salesperson and per
employee, it is possible to construct some measure of physical
producticity in terms of transactions.

Let’s look first at the number of transactions handled per
employee per year and per salesperson per year. RT would have
preferred to have used 1930 instead of 1931 but the Harvard
Report was not available. The table below shows the number of
transactions per year.

Transactions Transactions
Year Per Employee Per Salesperson
1931 2,600 NA
1940 3,019 7,850
1950 3,000 8,400
1960 3,728 8,220
1968 3,705 7,101
1969 3,567 7,035
1970 3,468 6,837

By 1950 the median work week was down to 2,050 hours or
slightly less than 40 hours per week for a full-time equivalent.
1960 was probably the same. There may have been some decline
in the work week since that time, particularly with the extension
of the Minimum Wage Law to retailing. However, the number of
transactions handled per employee has dropped by 7% from 1960
to 1970. If the typical work week dropped from 39% hours to
under 37 hours, then the overall productivity remained constant
over a decade—when it should have increased by 34% (3% per
year compounded for 10 years) to 5,000 transactions per em-
ployee to equal the ““goal” increase.

Transactions per salesperson dropped from 8,400 to 6,837 or
19% over 2 decades, when it should have increased by 75% (3%
per year compounded for 10 years)!

The utilization of space is even worse, when measured in terms of
transactions per year per square foot of selling space or total store
space: j

Transactions Transactions

per sq ft of ~ per sq ft of

Year total space selling space
1931 6.9 NA
1940 8.5 19.8
1950 9.0 23.6
1960 8.1 16.6
1968 6.2 11.3
1969 6.4 10.6
1970 6.0 10.1

In the 20 years since 1950 transactions per square foot of total
space has dropped by 33% and per square foot of selling space by
57% This has happened even though many department stores are
now open 5 or 6 nights, and Sunday all or part of the year. One
of the frequent arguments offered for extending stores hours 13(?
increase the productivity of the fixed plant—that would otherw{ |
be unused.

There are several factors which must be kept in mind. First, we
give our salespeople less training and thus they are less proficient.
The counter argument is that salespeople stay such a short time
that it does not pay to train them, even if training would increase
their productivity.

Second, our products are more complex and thus it takes more
clerk time to make a sale. There are now a dozen toasters to pick
from, or 97 different colors of men’s shirts, or 16 skirt lengths to
be analyzed. All of this takes more clerk time—and thus has
reduced productivity. The counter argument is that more and
more of the department store merchandise is national brands that
are pre-sold.

Third, our store procedures are more complex. We have more
types of charge accounts and more people have charge accounts.
With cash registers being used as point-of-sale.recorders, it takes
more time to record a sale. The counter argument is that using
the cash register as a point-of-sale device reduces the requirement
for stock record clerks, and the charge procedures at the register
permit the use of computers that reduce personnel requirements
in the sales audit and credit departments.

Fourth, we have eliminated a lot of our small ticket merchandise
—the average salescheck has increased over the years and thus the
larger transactions require more time. With more inter-selling
permitted, as we get more flexible POS recorders, the number of
transactions is not a valid measure. To some extent this argument
is sound. The average salescheck has increased from $5.90 in
1960 to $8.25 in 1970, or by 40%, while the LIFO price ind
specially developed for department stores has increased by on%
30% since 1960.

In recent years an increased percentage of space has been devoted
to selling and an increased percentage of employees have been
salespersons—but this does not mean that the salespersons in-
creased their efficiency (or that the quality of store service
improved). The table below shows this trend:

Selling space as Salespersons as

% of total space % of total employees

1927 54% 44%

1931 NA NA

1940 43 39

1950 38 37

1960 49 45

1968 55 53

1969 57 51

1970 59 32

Most of the change in changed space and employee utilization is
the result of building new branches on single floors with better
layouts. The increased percentage of salespersons to total em-
ployees also reflects the fact that back-office and warehouse
functions can be mechanized (or eliminated through computers)
but no corresponding productivity gain is possible on the selling
floor.

RThought: Little or no attention is really given to improving
productivity on the selling floor. There have been few scientific
studies of the impact of training-on selling (such as the percentage
of persons entering the department sold, the change in average
sales check in dollars or the number of times), the design of
cashiering stations, the layout of merchandise classifications
relation to each other, the productivity of departmental displa(s_r
and signing, the use of Tel-tags (other than by Federated Depart-
ment Store), reduction of out-of-stocks and the impact on sales
made, and other area where logic or intuition indicates that .
department stores could do better.
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Today a novice in the field of photography is likely to accept the
higher priced item as the better product; the expert-amateur is
likely to know enough to differentiate products on factors other
than price.

\s early as 1949 Oswald Knauth reported, in the Journal of
larketing, a situation where a store purchased a large supply of
regular $2 hosiery and had an unsuccessful sale at $1; but a
successful sale when offered a short time later at $1.14. An
analysis of consumers indicated that the price of $1 was accepted
as a stronger indicator of quality than was the claimed compari-
son price.

This same situation may be developing with retailers who find
that continuous ‘‘sale-ing” at progressively greater ‘“claimed
savings” produce diminishing results; the consumer begins to
equate the advertised price with the quality normally available at
that price, rather than at the claimed original or comparison
price.

Finally, it was 1899 when Thorstein Veblen wrote his “Theory of
the Leisure Class” in which he first spoke for “conspicuous
consumption”—today this is illustrated by those who always have
to buy the highest priced brand.

What does this mean to the retailer today?

It means that there are several underlying trends that might well
be re-evaluated in order to adopt sound policies for the coming
decade.

First, most private brand merchandise is priced below that of
comparable national brands. For many consumers this may be an
indication that the product is of lower quality—despite the
protestations of the private-branders that the quality is identical.
It is interesting that the greatest private-brander in the United

‘ates, Sears Roebuck (Coldspot, Kenmore, All-State, Die-Hard,
raftsman, Ted Williams) prices very close to the price at which
national brands are sold (not to be confused with their “list
price™).

Second, as real income increases for the middle-class in America,
with discretionary income increasing even faster, more and more
consumers are beginning to purchase products with which they
are not familiar. Lacking the ability to descern product differ-
ences, and being unfamiliar with the brands, they tend to
purchase the higher price item from the higher price store. This
may not give them better value for their money—but it may give
them greater enjoyment of the consumption permitted by their
rising income.

Third, it indicates some limitations on the growth of discount
stores, where primary emphasis is on price. In their market more
and more of their potential consumers are channeling an
increasing percentage of their expenditures into products about
which they cannot form an independent valuation.

Fourth, the corrective action is coming in the form of the rapidly
increased readership of Consumer Reports (Consumers Union of
the U.S.) and Consumer Bulletins (Consumer Research). More
and more new middle class families are unhappy about the basis
on which they are making their purchase decisions (that is, by
assuming that the higher price product is better quality) and are
turning to testing organizations for information before making
larger purchases (total subscriptions are now well beyond
2,500,000 families—and copies are ‘“loaned” to many more
“amilies).

_‘nally, most retailers don’t have the slightest idea of the quality
of the technical products that they are selling—the decision on
what brand the store will carry is made infrequently, on limited
information, and seldom reviewed.

SELLING EDP PACKAGES THAT STEAL

Some months ago a ‘“Letter to the Editor” appeared in
COMPUTERWORLD that described the experience of a young
and naive fledgling who attended a lecture at the Honeywell
Institute of Information Sciences when a system rep was
explaining their accounts-receivable software package.

Several students noticed that under some circumstances customer
overpayments were not provided for—so they asked, ‘“What
happens to that extra amount?”’. The reply was, “Oh, that’s not a
very significant figure . . . it’s just written off.”

When the ‘“‘young and naive” said, “But you don’t write-off
someone else’s money, you only write-off your own money”
there was cynical laughter from the class.

Thus $2 billion a year Honeywell gets down into the gutter to act
as a Fagin and train your computers to steal.

INTEGRITY—-NEWSWEEK STYLE

Remember when the Washington Post was printing the Pentagon
Papers? Recall all the words about freedom of the press and
protecting America and fundamental integrity?

This apparently applies only to their editorial columns—because
the same company displays gutter ethics in their efforts to build
circulation for their own publication, Newsweek.

It seems strange that Newsweek can operate without ethics on the
circulation side. Specifically, I am referring to the renewal offers
they keep sending me. Their regular price is $14.00 a year—
although I suspect that the only people who pay this price are
those well-to-do people who automatically approve for payment
the very first renewal notice (perhaps 3 months prior to
expiration).

RT, for years, has played the waiting game—looking for the
progressively better offers from the non-ethical persons in the
circulation department. Finally Newsweek’s arrived—instead of 1
year for $14 I could have 65 issues for $9.95. Just 15.3¢ a copy!

Or I could take advantage of their special 3-year rate of only
$28.00. The fact that 156 issues (3 years) for $28.00 works out
to 17.9¢ or 17% more per copy doesn’t bother them a bit. RT
took the 65 issue offer and smirked—while writing to the
circulation manager calling him a charlatan. While waiting for a
reply, RT received another ‘““final” notice—65 issues for $8.99!

RThought: There is no question about it. The ethics of magazine
subscription renewal procedures is one of the lowest in American
business. Most popular magazines are not renewed at published
rate—everyone gets a discount—as a student, faculty member,
clergy, or introductory offer. It was a pleasure to see Look go
broke and Life experiencing hard times; both were leaders in low
ethics. Unfortunately, the Federal Trade Commission has shown
no interest at all in this field—which is the only reason Newsweek
can continue their policy of ‘““More expensive by the 3 years.”

SHORT SHORTS

The Directory of Corporate Urban Affairs Officers—lists the
following retailers:

Carson Pirie Scott

Dayton-Hudson

Federated Department Stores

W.T. Grant

The Higbee Company

Jewel Companies

The Kroeger Company

R.H. Macy & Co.
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Miller and Rhoads

J.C. Penney Co.

Sears, Roebuck and Company
Thus 11 out of 238 corporations are retailers—yet the retailers are
the most prominent companies in urban areas.

The list is interesting—Sears and Penney’s but no Wards; Kroger
and Jewel but no A&P or Safeway; Federated but not Allied or
Associated; Macy’s but no Gimbels; Grants but no Kresge.

The companies who did not make the directory probably reflect a
great cause for concern about the future of business responsi-
bility.

RT has previously commented on the fact that pension costs will
rise greatly during coming years as government legislation makes
pensions portable—that is, funds applicable to an individual will
follow him from job to job. Thus employers will no longer
incur lower pension costs because of assumed termination
rates—funding on the basis that current participating employees
will not remain with the company until pension-collection time.

President Nixon, at a December White House Conference on
Aging, said that in 1972 he will “recommend new laws to require
the vesting of pensions so that an individual who works in a job,
has money invested in a pension, and then moves from that job,
doesn’t lose what he has put in. He is entitled to that and he
should get it.”” Nixon may have prefaced his remark with his
customary, “I want to make this very clear’”’—but he is obviously
confused when he talks about vesting and “money invested in a
pension” when the bulk of employees are covered by non-
contributory (paid entirely by the employer) plans.

Where are the minority owned firms? In 1969 there were 322,000
such firms doing an annual volume of $10.6 billion. 97,000 were
in retailing (primarily food stores and service stations) with an
annual volume of $5.2 billion. The table below shows where they
were located:

State No. of Firms Volume (000,000)
California 64,165 $2,451
Texas 37,284 1,080
New York 17,677 51
Illinois 13,844 504
Hawaii 13,706 765
Florida 188857 366
Ohio 10,117 258

Most such businesses are in the metropolitan areas. Thus, each of
us, living in a different part of the United States, have a different
concept of the success of minority groups in operating their own
businesses. But only 100 such firms had more than 100
employees, of which 26 were in the retail field.

RT has, for a long time, pointed out that the Better Business
Bureaus are not doing the job they profess to do. Now Congress
has a report to that effect—introduced by Rep. Benjamin S.
Rosenthal (Dem-NY). Time may prove that the $27,000 report,
prepared at Rep. Rosenthal’s own expense, is not complete. But
the report does emphasize that Bureau membership rosters in
Chicago and Washington, D.C. “contain a disproportionately high
number of firms which have been subject of disciplinary action
by the Federal Trade Commission.”” The report also states that
there is “substantial evidence that the BBBs frequently oppose
the enactment of new consumer protection laws and that they
often work behind the scenes to defeat such legislation.”

RThought: Retailers are major backers of local BBBs. These, and
other defects, will remain just as long as retailers are complacent
about the conduct of their local bureau.

FOR YOUR EXPANDING LIBRARY

RT recommends that you write CONSUMER PRODUCT IN-
FORMATION, Washington, D.C. 20407 and ask for a copy of the
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publication “Consumer Product Information.” This lists many of
the Federal publications on the use and care of consumer
products and a large number of publications on how to buy
consumer products.

“Facts about microwave oven radiation’ and “What every Par
should know about Minibikes” to “Family Food Budgeting” ana
“Fibers and Fabrics” and “How to buy beef steaks.”

Titles range from ‘‘Buying your home sewing machine” ae?)

The uses of these publications can fall into several areas:

2. Training your sales people, so that they will know the
features to stress.

b. Distribution to your employees for their own information
(RT has long recommended this type of publication for
distribution with their pay checks to all employees).

c. Distribution to your own customers—assuming your pro-
ducts stand up under the analysis outlined in the publica-
tion.

d. To train your buyers, so they will know what to look for in
purchasing new items.

POEMS TO MANAGE BY

In 1895 Rudyard Kipling, in his rhythmic style, set forth one of
the great truths of management—there is no single “right” way to
do a job. We spend much too much time arguing among several
“right” ways—and the sign of a poor manager is when he forces
his “right way” on a subordinate, instead of letting the
subordinate do it his own “right way.”

IN THE NEOLITHIZ AGE
by Rudyard Kipling

In the Neolithic Age savage warfare did I wage
For food and fame and woolly horses’ pelt.

I was singer to my clan in that dim, red Dawn of Man,
And I sang of all we fought and feared and felt.

Yea, I sang as now I sing, when the Prehistoric spring (
Made the piled Biscayan ice-pack split and shove;

And the troll and gnome and dwerg, and the Gods of Cliff and Berg
Were about me and beneath me and above.

But a rival, of Solutr’e, told the tribe my style was outre—
’Neath a tomahawk, of diorite, he fell.

And I left my views on Art, barbed and tanged, below the heart
Of a mammothistic etcher at Grenelle.

Then I stripped them, scalp from skull, and my hunting-dogs fed full,
And their teeth I threaded neatly on a thong;

And I wiped my mouth and said, It is well that they are dead,
“For I know my work is right and theirs was wrong.”

But my Totem saw the shame; from his ridgepole-shrine he came,
And he told me in a vision of the night:—

“There are nine and sixty ways of constructing tribal lays,
“And every single one of them is right!”

e 0o 0 0 0

Then the silence closed upon me till They put new clothing on me
Of whiter, weaker flesh and bone more frail;

And I stepped beneath Time’s finger, once again a tribal singer,
And a minor poet certified by Traill!

Still they skirmish to and fro, men my messmates on the snow,
When we headed off the aurochs turn for turn;

When the rich Allobrogenses never kept amanuenses,
And our only plots were piled in lakes at Berne.

Still a cultured Christian age sees us scuffle, squeak, and rage,
Still we pinch and slap and jabber, scratch and dirk;

Still we let our business slide—as we dropped the half-dressed hide—
To show a fellow-savage how to work.

Still the world is wondrous large, —seven seas from marge to marge—
And it holds a vast of various kinds of man;

And the wildest dreams of Kew are the facts of Khatmandhu, 4
And the crimes of Clapham chaste in Martaban. (

Here’s my wisdom for your use, as I learned it when the moose
And the reindeer roamed where Paris roars to-night: —

“There are nine and sixty ways of constructing tribal lays,
““And—every—single—one—of—them—is—right!”
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M anagement is preoccupied with the problem of how to
raise productivity — of people, of goods, of selling and
non-selling space — as the key to the higher net profit that
remains elusive as expenses continue going up. Labor
has its own ideas on the subject.

A case in point is the Vega plant of General Motors
where workers have voted to strike because management
is insisting on a speeded-up assembly line. The issue
could have a widespread imp&ct on the automobile in-
dustry in general.

Closer to home, Macy’s New York and Local 1-S will
soon engage in negotiations whose results serve as guide-
lines for Bloomingdale’s Local 3 and Gimbels’ Local 2 on
demands for hourly minimums, workweeks, cost-of-liv-
ing updating, pension pavments, and job security. Non-
union stores have to meet or beat going rates and fringe
benefits to obtain and retain the best people possible and
keep out the union. All stores agree that a company with-
out a labor contract is better off psychologically than one
under union restraints. For example, non-union retailers
shudder to think that, under the labor agreement of at
least one major store, an assistant buyer may not be able
to enter a stockroom to take needed merchandise to the
selling floor but have to wait until this is done by a union
member. So far as management is concerned, this is an
instance of impaired productivity.

Gordon F. Bloom, senior lecturer, Sloan School of Man-
agement, Massachusetts Institute of Technology, is con-
vinced major breakthroughs in productivity improve-
ment will be made only if managerial techniques are
brought to bear on ‘‘the vast wasteland of uncoordinated
activity’’ within each company. To illustrate, he takes a
retail organization with a central warehouse and a num-
ber of stores. Bloom points out that, if the warehouse
manager cuts down on the frequency of delivery to the
stores, prohibits all special orders, lays out the ware-
house on a movement rather than a family commodity
basis, and restricts hours for shipping to suit the con-
venience of the warehouse, he will raise tons shipped per
man-hour and may win a bonus. But productivity at the
store level will suffer as a result of his action.

obert Kahn, retail consultant based in Lafayette, Ca-

lif., charges ‘‘department stores are probably the
largest industry in the United States that does not con-
cern itself with productivity measures. Stores talk a
great deal about productivity — ask the head of a store
and he will explain that his new store layout or new com-
puter svstem or new pay system will significantly in-
crease productivity. Nobody can prove the speaker right

or wrong — he doesn’t give out the actual figures. And no-

body really cares enough to go back three or four vears
later and check out the claim.”
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Kahn explains that, by 1950, the median work-week was
down to slightly less than 40 hours and that 1960 was prob-
ably the same. With extension of the Minimum Wage Law
to retailing, there may have been some decline in the
workweek since that time. However, the number of trans-
actions handled per employe has dropped by 7 per cent
from 1960 to 1970. If the typical work-week declined from
39% to under 37 hours, then overall productivity re-
mained constant over a decade although it should have
increased by 34 per cent (3 per cent compounded for 10
vears) to 5,000 transactions per employe to equal the
‘‘goal’’ rise. In the two decades from 1950 to 1970, transac-
tions per employe dropped from 8,400 to 6,837 or 19 per
cent when it should have risen by 75 per cent (3 per cent
per vear compounded for 10 years).

Utilization of space in terms of transactions per square
foot of selling space or total store space is even worse,
Kahn continues. Since 1950, transactions per square foot

Management, labor differ
on raising productivity

of total space have dropped by 33 per cent, and per square
foot of selling space by 57 per cent. This has happened
even though many department stores are now open five
or six nights and even on Sunday all or part of the year.

His reasons for lowered productivity: Salespeople are
given less training. Products are more complex. Store
procedures are complicated. A lot of small-ticket mer-
chandise has been eliminated, thus increasing the aver-
age sales check and requiring more time per transaction.
Back-office and warehouse functions can be mechanized
(or eliminated through computers) but no corresponding
productivity gain is possible on the selling floor.

Summing up, Kahn says: ‘“There have been few scien-
tific studies of the impact of training on selling (such as
the percentage of persons entering the department who
buy something, the change in average sales check in dol-
lars), design of cashiering stations, layout of merchan-
dise classifications in relation to each other, productivity
of departmental displays and signing use of product in-
formation fact tags supplied by the vendor and reduction
of out-of-stocks.”’

From labor’s viewpoint, Irving Bluestone, of the United

Auto Workers Union, notes — ‘‘Rising rates of ab-
senteeism, worker disinterest in quality and quantity of
production, job alienation, insistence on unit cost reduc-

by Samuel Feinberg

tion, are motivating some employers to reevaluate cur-
rent practices and customs governing management-
worker relationships. Concurrently, the worker rebels
against the authoritarian atmosphere of the work place,
the subordination of his personal dignity, desires, and as-
pirations to the drive for more production at lower cost:
he finds little challenge, satisfaction, or interest in his
work. While his rate of pay may predominate his relation-
ship to his job, he can be responsive to the opportunity for
playing an innovative, creative and imaginative role in
the productive and decision-making process . . . ‘huma-
nizing the work place’.” '
Writing in the February issue of Fortune, associate

editor Sanford Rose insists ‘‘the news about produc-
tivity is better than you think.” As he sees it, the produc-
tivity gain of only 2.1 per cent a year from 1965 to 1970, as
compared with 3 per cent or more gains annually from
1945 to 1965, does not presage a long-term decline in effi-
ciency. Fortune projects a gain of over 4 per cent in 1972.
Rose admits the quality of the work force declined all
through the later 1960s as a greater proportion of women
and teenagers were added to the mix. Women in general
and teenagers in particular, he believes are less produc-
tive than other members of the labor force — teenagers,
because they lack experience and training; women be-
cause they enter mostly clerical jobs in which the level of
productivity is quite low.

In the 1970s, the author goes on, teenagers’ growth in
the labor force will be less than half as fast as in the 1960s.
The sharpest growth, he thinks, will be in the more pro-
ductive 25-t0-34 age group. And the continuously rising
proportion of women in the labor force will be better edu-
cated and presumably less content with routine work.
Also, automation and tighter labor standards will wipe
out a large number of low-productivity clerical jobs.

Rose cites ‘‘the growing proportion of young people
who seem not to respond to monetary incentives because
they are no longer interested in increasing their con-
sumption of material goods.”’ It may be necessary, he ad-
vises, for companies to devise incentive systems that re-
ward superior performance by giving employes opportu-
nities to teach the underprivileged. Or companies may
have to undertake socially useful tasks themselves to at-
tract members of the new generation benefiting society
but presumably acting as a drag on productivity.

In the short run, he concludes, productivity rise or fall
depends less on the attitudes of the work force than on the
state of the business cycle. In the late 1960s, he explains,
““management was prepared to tolerate incredibly sloppy
performance so long as rising costs could be translated
into higher prices. Now, management has found it can’t
pass on costs so easily and it has started to crack down. |
So, attitudes may very well improve.” :
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NO REFUNDS HERE

The old song said “You get no bread with one meat ball” but at
Gucci Shops, Incorporated (of Florence, Rome, Milan, Monte-
catini, Paris, London, New York, Palm Beach and Beverly Hills)
you get no refund on a $160 purse. That is, until RT wrote to
inquire about the transaction.

The story of Gucci should cause readers to reflect on their own
refund procedure.

The friend of an old RT reader was asked by his wife to purchase
a particular purse she had seen at Gucci’s in Beverly Hills. The
husband visited the shop and gave the description to the clerk
who immediately said ‘I know just the purse your wife had in
mind”’—and brought out one for $160. The wife, unfortunately,
had not indicated the price. The cautious husband asked if he
could return it if the purse was not the right one, and the clerk
assured the husband that he could.

Ye asked if they took American Express or BankAmericard and
was told that they did not. He asked about a charge account and
was told that it would take three weeks to open one. So he gave a
check for the purse.

You probably are ahead of me. The purse turned out to be the
wrong one—the one his wife had seen was only about $50. And so
the purse was shipped back to Gucci just 4 days after it was
purchased and a request made for a refund.

The reply read “Enclosed herewith you will find your copy of the
credit that has been issued ... This credit may be used in any of
our shops in the United States. As you will note on the
salescheck, it is a strict policy of Gucci Shops, Inc. that no
refunds are allowed.”” Sure enough, there are two boxes that read
“NO REFUNDS. When subject to exchange or credit, merchan-
dise must be returned in original condition within 10 days
accompanied by salescheck.”

Gucci intended to stand on their printed salescheck despite
admitting that (1) the clerk said that it could be returned, (2)
there are no signs in the store that indicate the ‘“‘no refund”
policy, (3) the salescheck is not signed in a cash transaction and
(4) the salescheck was put into the package that was mailed to
the husband’s residence—and not seen until it was,discovered that
the purse was the wrong one!

On the next trip to Beverly Hills the husband talked to the
manager—who remained adamant—but who agreed that if the
husband had had a charge account they would have credited his
account so that he would have owed nothing. There followed a
auch stronger and angrier letter, including a threat to refer the
matter to an attorney. The manager replied in part, “May I
respectfully point out that your threats to give this matter to the
hands of a lawyer do not intimidate us, since we are well aware of
our legal rights to refuse refunds if we so choose to have such a
policy.”

ANOTHER VIEW

RT has long stressed that business leadership should be
working to solve the problems of the community and
society in which their business operates. Now a long-time
RT reader responds with a completely different view of the
situation.

“Most business leaders today have accepted the idea of
social accountability, which, of course, you have been
advocating stoutly for some time. Even those whom you
feel are concerned only with maximizing profits do not go
about advocating further aggravation of our social ills. . . .

“My concern with your point of view ... is of a more
philosophic ... nature. ... I do not believe that business
leaders are any more likely to make socially enlightened
decisions (whatever these may be) than any other group in
our society ... it is quite obvious that many of our
problems will require resolution by actions not within the
jurisdiction of a board of directors.

“Obviously there are some relatively easy decisions that a
board can make such as not putting poisonous effluent into
a river or noxious fumes into the air. But if businessmen are
required to make decisions on race, employment levels,
pricing for social purposes rather than maximum profit, we
will rapidly be approaching the syndicalist state.

“In my judgment the critical decisions on social policy
should be made by the electorate through their elected
officials, and business leaders should carry out these
mandates as effectively and honestly as they can. They
should also, as individuals, be active in the political process.
But I suggest that enlightened business decisions on social
policy may well be seen as unenlightened by others; or
may, at a later date, be proven to have been unenlightened.

“I have no objection to businessmen making the small
decisions; it is the big ones that disturb me, ahd how do
you tell when the big decisions are being made.

“Obviously there needs to be change. We cannot continue
to ruin our air, our water, and ourselves. But I seriously
doubt that the solution will come through the voluntary
assumption of social responsibility by the business com-
munity.”

RT is always happy for words of criticism, whether they
damn or praise!

An even stronger letter was dispatched in reply, with copies to
the husband’s attorney, Mr. Gucci, the City Attorney, the Better
Business Bureau and a local radio station that works on consumer
problems.



And it was at this point that the matter came to RT. A letter was
sent to the Beverly Hills store manager on December 27th and on
January 3rd an attorney in New York called the husband to say a
refund check was being mailed that day! RT’s letter was never
answered. In response to a follow-up letter the New York
attorney did call and stressed that Gucci has a terrible class of
customers—many of them “buy” a bag one day and use it and
then return it the next day, and he named nationally known
names where Gucci had to write off thousands of dollars because
the alimony was not enough to cover the bills. . . and on and on.
RT reminded the attorney that Mr. Gucci must have been aware
of this problem when he decided to go into the business of $160
handbags. The attorney fully agreed that if the husband had had a
charge account, the return would have been credited to his
account and nothing said.

To the question of whether Gucci escheated to the State of
California the value of any unused credit slips, the lawyer replied
that he was not afraid of any attorney general. Since the lawyer
said he would not waste his secretary’s time typing a reply to
RT’s letter, we let the matter drop there. For the moment.

RThought: Perhaps you do not sell $160 handbags and perhaps
you do not have a serious problem with customers that abuse
you—but you should think through your policy on cash refunds.
Do you make it difficult for a customer to get a cash refund?
Many old-time retailers, who unhesitatingly issue credits on
accounts receivable, reject the idea of giving cash back to the cash
customer.

It is interesting that this is an additional abuse heaped on the cash
customer by some of the same stores that argue that because the
finance charges do not cover the full cost of credit, the cash
customer is subsidizing the credit customer! So the cash customer
not only subsidizes the credit customer—but he can’t get his
money back when he returns merchandise.

Most stores “write the balance off”” when the credit slip is not
used within a year or two. Again, we have a marked resemblance to
stealing. And again, in most larger states, the money is stolen
twice, first from the customer; and then, when the store fails to
report the unused amount at the end of the escheat period, from
the State.

The costs of handling credit slips is high; and the likelihood of
making a loyal customer out of the person who is denied his cash
refund is low. And so it appears that stores that follow this policy
enjoy hitting both thumbs with a hammer—because it feels so
good when the customer quits.

FOLLOW THE LEADER

Spiegel, Inc., the big Chicago mail-order house, recently answered
a complaint filed against them by the F.T.C. with the assertion
that their advertisements “follow the custom, usage and language
of the trade.” This highlights a basic problem—the standards that
create the “custom, usage and language of the trade” are not high
enough—and they will never be raised when major retailers refuse
to determine for themselves, independently, what is right and
proper, what is honest and forthright.

NON-NEWSPAPER ADVERTISING

Advertising Age regularly publishes the 100 leading national ad-
vertisers (this excludes newspapers, but includes magazine, news-
paper supplements, network and spot TV, network radio and
outdoor). Proctor and Gamble (soap and soap operas) was the
leader—almost double 2nd place G.M. Sears was 12th! In addition
to their dominance of newspaper space in many markets! The
only other retailer to make the top 100 was Woolworth in 86th
place, with about 20% of the amount spent by Sears.
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RESPONDING TO CONSUMERISM

The Department of Commerce has formed the National Business
Council on Consumer Affairs. The purpose is to get voluntary
response to consumer problems. They started with letters to the
chief executive officer (CEO) of the Fortune List companies
(1,000 industrials, 50 banks, 50 retailers, etc.).

CEO James McFarland of General Mills saw the situation clearlir, «
when, in addressing the top 300 executives of that company, he
said “If we agree that consumer laws are essentially an accumula-
tion of what the consumer constituency wants, then what action
the government takes is less important in the long run than
determining what the consumer wants in the first place and giving
it to her.”

Phase II is likely to force the posting of prescription drug prices
in stores doing more than $200,000 a year, despite the restraints
imposed by state laws. Apparently the desire of pharmacists to
restrain trade by getting laws prohibiting the posting or advertis-
ing of prices for prescription drugs is not a peculiarity of Ameri-
cans. In Switzerland there is a bitter effort by the Swiss Phar-
macist Association to stop the Migros Cooperative, Switzerland’s
largest retailer, from selling cut-price vitamin C tablets. But the
pharmacists may be at a disadvantage—because Migros, 40 years
ago, formed their own political party and today their party
represents the largest opposition party in the legislature.

REACTIVATING CHARGE ACCOUNTS

I wonder if retailers really think through the idea of a special gift
for the inactive charge customer if he reactivates his account. I
recall years ago when my brother was notified by a men’s store
that he no longer patronized—but which I did—that he would get
$2 off on his next charge purchase of $5 or more. So he went
down, bought a tie and some socks, and never went back again.

In the meantime, I had an active account and owed that stog
money every month—and they never gave me anything free.

This seems to be a case of upside-down loyalties. A special gift to
the guy who is not supporting you; nothing but the right time of

day to the old regular who helps produce your volume year after
year.

NEW APPROACHES TO OLD PROBLEMS

(1) Taking a cue from the cost cutting suggestions of the New
York Telephone Company that residential users cut the tele-
phone line and take their old phone instrument with them,
Alberoy, Inc. (and related firms—Beldoch Pepper, Proknits
and Honey B) have advised selected established accounts of a
new procedure for handling returns of defective merchan-
dise.

After pointing out that the company makes every effort to
produce top quality garments and inspects all garments before
shipment, some will slip out. For years the company- has
followed the expensive practice of ‘“‘request return authoriza-
tion, send sticker, ship merchandise back, issue credit.”” Then
they give or throw the garment away.

But now they do a much simpler thing. The store is instructed
to accumulate the garments for a period of a month, notify
the vendor of the quantity and style numbers involved (for
which a credit will be issued) and then give the garments to a
local charity in the name of the store.

(2) This brings to mind another area of savings—based on thy
experience that RT has with $10 subscription orders (at OK
end, we could handle many more—it is the work involved at
the other end that attracted our attention). Some firms still
send multi-copy typed purchase orders with detailed billing
instructions—after which they have to process the invoice,
check against the purchase order and then issue the check.



A FEATURE REPORT

THE DISAPPEARING DIFFERENCE

There used to be a story about the younger generation—that there
was less and less difference between the boys and girls—but thank
goodness for that small difference. The day is approaching when
objective observers will see little difference between department
stores and discount stores—yet both parties may well say ‘“‘thank
soodness for that little difference.”

RT has discussed this disappearing difference frequently over the
years. In February 1970 there was a Special Feature (“The
Discount Store vs The Department Store). In July 1970 there was
a short item headed ‘““Decadence in the Discount Store Industry.”
This latter item brought an angry letter from a very senior vice
president of a very major discount chain accusing RT of being
biased.

There is every possibility that RT could be biased—but we think
not. History is on RT’s side. Once there was a great difference
between department stores and specialty stores—differences like a
20% gross margin in department stores vs 40% in specialty stores,
and all-cash in department stores vs extended credit in specialty
stores, and limited’assortment in department stores vs extensive
selection in specialty stores. Today there is very little difference.

The measuring sticks

For many years the department stores have had their financial
measuring stick—first the Harvard Report and now the F.O.R.
(Financial and Operating Results of Department and Special-
ty Stores) published by the National Retail Merchants Asso-
ciation. The Mass Retail Institute has sponsored the publication
of “Operating Results of Self-Service Discount Department
Stores” by Cornell University. Although RT has long felt that
such publications hurt their industry by concentrating the atten-
tion of businesses on being ‘“‘average,” they do provide a basis of
comparison.

The largest size category in the department store report is “over
$50,000,000.” In the most recent F.O.R. report 34 such firms
with a combined annual volume in excess of $4'% billion sales
provided figures. The largest size category in the discount store
report is “over $100,000,000.” In the most recent report 18 such
firms were in this category.

Comparing the figures for these two groups of large companies
for the past 5 years produces strong evidence that some of the
differences are disappearing.

Before looking at the figures it is necessary to point out some
limitations of this comparison:

1. Some of the differences reported arise from varying definitions
used in developing the reports—but since the definitions re-
mained constant through the 5 years, significance can be drawn
from the relative changes rather than the absolute differences.

2. The size of the reporting group of department stores has
remained relatively stable through the 5 years but the number
of discount store firms has grown materially (from 11 firms to
18 in just the most recent year) with the result that some of
the figures for discount stores in the earlier years may be less
reliable.

3. The reporting stores are not known—so it may well be that
only poor operators are reporting and the data is not typical;
or it may be that only good operators are reporting and the
data is not typical.

With these caveats clearly set forth, let us now proceed to an
analysis of the disappearing difference.

Gross Margin

The major emphasis of the discount store is lower price, for the
same quality. Assuming that each group has the economic power
to buy on an equal basis, the gross margin is a good measure of
the relative pricing.

TABLE I

Comparison of Gross Margins Diionient
Year Discount Department Advantage
1966 25.31% 37.76% 12.45%
1967 24.39 38.40 14.01
1968 26.93 38.85 5 PR g
1969 27.76 39.30 11.54
1970 27.98 39.54 11.56

Increase 2.67% 1.78%

Although the spread in percentage points has declined only slight-
ly, discount stores are showing a faster increase in gross margin
than are department stores.

Total expenses

This is what usually forces a firm to increase gross margins. Here
the pressure has been even greater on the discount stores.

TABLE II

Comparison of Total Expense Rates Nitsiodeiais
Year Discount Department Advantage
1966 19.32% 29.96% 10.64%
1967 18.24 31385 13.11
1968 21.32 30.53 9.21
1969 20.72 31.69 10.97
1970 22.28 31.97 9.69

Increase 2.96% 2.01%

Net Profit on Sales

To many people, the proof is in the profit. The most frequent
profit figure cited is that in relation to sales—as a percentage of
sales. This is what the reports show:

TABLE Il
Comparison of Net Profits as % of Sales 5

Discount
Year Discount Department Advantage
1966 1.87% 3.16% (1.29%)
1967 2.82 2.81 (0.49)
1968 1.68 3.04 (1.36)
1969 1.27 2.74 (1.47)
1970 0.61 2.72 (2.11)

Decrease (1.26) (0.44)

Here the department store is clearly showing a better perfor-
mance. Profit rates for the large discount firms have been de-
clining steadily for the past S years.

Net Profit on Net Worth

This is the true test of profitability. How much money did the
business make in relation to the money made available by the
stockholders? For years department stores have been relatively
poor performers—when compared with food, promotional drug,
and discount chains. But times do change.

TABLE IV
Comparison of Net Profit on Net Worth 5

Discount
Year Discount Department Advantage
1966 19.47% 9.82% 9.65%
1967 14.84 10.17 4.67
1968 15.84 8.99 6.85
1969 11.58 7.74 3.84
1970 5.61 7.64 (2.03)

Decrease (13.86) (2.18)

1970 may have been an usually disasterous year for discounters-
doing over $100,000,000—but it may also represent swallowing
some over-optimistic profit figures reported in prior years. Not
until 1975 will be able to put 1970 into perspective. One of the
reasons discounters have been able to show a much higher return
on net worth is that they do not have to provide capital to
support accounts receivable (which, in larger department stores,
involves more dollars than does inventory, and which is never
partially funded by the vendors through the accounts payable).
The number of discounters experimenting with credit is increas-
ing.
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Stockturns

Because of limited assortments of fast selling items, the original
discounters were reputed to get fantastic turnover rates. In the
early 1950s many discounters were operating with no working
capital! But all of that has changed—remove the column headings
and it is hard to tell a discount figure from a department store
figure.

TABLE V

Stockturns P k5o
Year Discount Department Advantage
1966 ; 40X 3.4X 0.6
1967 3T 3.6 0.3
1968 37 3.3 0.4
1969 3.6 3.3 0.3
1970 3.4 3.2 0.2

Decrease (0.6) (0.2)

Shortage

The department stores are the ones who have worked longest
with the retail method and should know best how to control it;
but it appears that the cost of shortages became unbearably high
sooner for discounters, and they have made great progress limit-
ing the problem.

TABLE VI
Inventory Shortage Diasinad
Year Discount Department Advantage
1966 3.0% 1.8% (1.2%)
1967 3.1 1.8 (1.3)
1968 4.1 1.8 (2.3)
1969 35 2.5 (1.0)
1970 3.1 2.4 0.7
Increase 0.1 0.6

Occupancy Cost

One of the cost savings that the early discounters had was that
they used abandoned factories or remote locations, not requiring
heavy foot traffic to produce volume. Now discounters are look-
ing to shopping centers as the location of future stores. And with
the passage of time, their occupancy cost per square foot has
been rising rapidly: (Note: do not place too much emphasis on the
absolute dollar amounts since the two definitions differ.)

TABLE VII

Occupancy Cost per Sq. Ft. of Selling Space ot
Year Discount Department Advantage
1966 $2:39; $3.20 $0.81
1967 3.18 3.81 0.63
1968 3.61 3.26 (0.35)
1969 3.51 3.32 (0.19)
1970 3.92 3.78 (0.14)

Increase $1.53 $0.58

Sales per square foot of selling space

One of the reasons that occupancy costs per square foot of selling
space have been rising so rapidly is that neither type of store has
been able to improve their sales productivity, despite inflation.
The relatively level productivity of sales per square foot of selling
space indicates a declining physicalvolume of goods in relation to
space.

TABLE VIII

Sales per Square Foot of Selling Space THLOM.
Year Discount Department Advantage
1966 $64.98 $86.00 $(21.02)
1967 71.62 90.00 (18.38)
1968 71.28 84.00 (12.72)
1969 66.42 82.51 (16.09)
1970 63.72 83.17 (19.45)

Decrease $(1.26) $(2.83)

It should be pointed out that when discounters opt for self-
service, they are, in effect, trading selling floor space for clerk
payroll and should be expected to produce lower sales per square
foot.

Advertising

Originally one of the cardinal rules of discount store operation, (
told to me by a leading pioneer, was “We will never spend ove: °
1% of sales on advertising.”” He is now out of the discount

business.
TABLE IX

Advertising Cost as a Percentage of Sales o gl
Year Discount Department Advantage
1966 2.10% 3.46% 1.36
1967 2.20 3.65 1.45
1968 2.07 3159 1252
1969 2:25 3.40 1.15
1970 259 3.30 0.71

Increase 0.49% (0.16)%

Net worth to total assets

This figure represents the percentage of the assets that are owned
or financed by the stockholders as opposed to other creditors
(vendors, loans, accrued expenses, etc.). Traditionally, a figure of
50% or higher indicates a strong companny. The further the
figure is below 50%, the weaker the company.

Both types of stores are using greater leverage_-but one is getting
weaker while the other still represents a sound (formerly over-
capitalized) position. :

TABLE X

Net Worth as Percentage of Total Assets Dk
Year Discount Department Advantage
1966 42.50% 63.27% (20.77)% K
1967 39.24 59.27 (20.03)
1968 39:15 71.52 (31.77)
1969 38.95 1329 (34.34)
1970 37.88 58.57 (20.69)

Decrease (4.62) (4.70)

RThought: In an inexorable manner, the figures for discount
stores move closer to those of department stores. The turnover
figures are almost the same. With a little more improvement by
the discount stores, their stock shortage figures may approximate
those of department stores—despite their self-service format.

Expenses are rising significantly faster for discounters—which is
forcing upward their gross margins—but not fast enough. Ex-
penses are rising greatly because discounters are more and more
often seeking the same type of store location as the department
store—an undertaking the same kind and volume of advertising.
The days of 1% for advertising and a low-cost, off-beat location
are gone.

The impact on profits as a return on net worth has been particu-
larly great—although 1970 must be classified as an unusual year
for larger discounters. Even with a recovery in 1971 and later
years, the days when these large discounters can earn double the
return on net worth that is earned by large department stores will
never come again.

The growing emphasis by retailers on credit (see RT January
1972 “Re-inventing the Wheel) will be the final straw that will
force the capital structure of discounters to become similar t

department stores (Table X) which, in turn, will require a high

profit as a percentage of sales (Table III) just in order to produce *
a return on net worth equal to department stores (Table IV); and
to do this will require a gross margin very close to that of a

department store (Table I) because of a very similar expense rate
(Table II).
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It must be two decades since Kaiser started attaching a blank
check to the bottom of purchase orders where the estimated
cost would be under $500. The instructions called for the
recipient to confirm to Kaiser that they would ship the items
ordered and the price at which shipment would be made. When
the shipment was actually made, the vendor entered the

> amount on the blank Kaiser bank check and deposited it in

3¢ his own account. He was paid on the day of shipment—with
no cost (and practically no risk) to Kaiser.

A book store client has long used this procedure for special
ordering of books—but using a bank draft (limited to $25.00).
The drafts are repurchased weekly from the bank, and ac-
counted for when repurchased.

(3) RT has observed very few cases where retailers have not
scheduled the maximum finance charge allowed. In the excep-
tions it sometimes involves applying, on an area basis, the
lowest rate permitted in one of several states.

In general, states permit periodic rates of 1%% (18% annual)
on somewhere in the $500 to $1000 range, and then 1% (12%
annual) for amounts above. Opponents of retail credit make
much of hypothetical examples utilizing the largest possible
accounts at the highest possible annual rate.

It would seem wise for more retailers to consider using the
maximum periodic rate to a lower cut-off point. For example,
charging 1%% to $300 and 1% above would have a negligible
effect on finance charge revenues of many stores, and yet
would have a positive effect on store image. Retailers, by
automatically availing themselves of the maximum permitted
under their respective state laws merely confirm the point
made by consumer groups that retailers are out to take the
consumer every way they can.

(HE CONSUMER AND ECONOMIC FORECASTING

Recently President Nixon announced that he had become a
Keynesian economist. Since that date he has presented his bud-
gets with the theme that ““this deficit is good for you—there
would be a surplus if the economy was operating at full employ-
ment.” The deficits are now approaching the level of $250 per
person per year!

Yet the fiscal policies are not producing the desired results—and
more and more economists are admitting that there must have
been something that John Maynard Keynes missed when he
studied “The Great Depression” and came forth with his “Gen-
eral Theory of Employment, Interest and Money.”

The weakness of the ‘“General Theory” bears on a fact well
known by retailers—in our affluent society a smaller and smaller
portion of each family’s income is going to necessities (food,
housing, clothing) and an increasing percentage into the general
area called ‘“discretionary expenditures.” This is the money that
buys the second home, provides a vacation in Europe, adds
$50,000 in life insurance, gets a car for the kid in high school,
puts the 3rd and 4th color TV set in the home—and so forth.

It is just because these expenditures are “discretionary” that they
are making economic forecasting difficult. In an increasing num-
ber of cases, the consumer’s decision on the expenditure relates
less to his ability to make the purchase—than it does to his
psychological outlook. During the recent periods of high unem-
rloyment in Seattle, for example, which was primarily related to
he lack of contracts for Boeing, expenditures remained at an
unexpectedly high level. This apparently reflected the feeling of
people employed in industries other than the aerospace industry
that their jobs were secure. In other areas, where unemployment
represented a more basic problem, such as the closing of the sole
industry, pessimism prevailed.

One of the reasons that the moves of the Nixon Administration
to stimulate the economy have failed to attain their objectives—
and may continue to fall short in the months to come—is that
there is no confidence. People apparently feel that the sales pitch
does not ring true—and continue to have a higher desire for
liquidity (the rate of savings accumulation is much above historic
proportions) than they do for immediate enjoyment of “discre-
tionary purchases.”

Certainly there is less incremental satisfaction from the 2nd car
then from the Ist, in the 2nd colored TV than from the 1st, in
the dryer than from the washing machine, in the freezer than
from the refrigerator, and so there is less pressure to make
expenditures. '

Although retailers are prone to argue that the luxuries of yester-
day are the necessities of today, they know that these new
necessities are much more postponable than are the true neces-
sities of food, housing and clothing.

It is likely that the new economic theories will come from those
who study people—where and how they decided to make their
discretionary expenditures—rather than from traditional econo-
mists such as Friedman and Samuelson and Heller.

The leaders in this effort, at the moment, are at the Survey
Research Center established at the University of Michigan by
Professor George Katona—and their continuing studies of the
“expectations’ of consumers.

HOW DID THOSE CHECKS CLEAR SO FAST?

The November 1971 issue of BANKING reported the progress the
Federal Reserve System is making toward a 1972 objective of
clearing all checks overnight. This certainly makes for a better
banking system—but it also requires some re-think on the part of
retail fiscal officers.

It was not too long ago that the Post Office started to reduce the
time between mailing checks and having them clear the issuer’s
account. This was accomplished when all first class mail over 500
miles started to be moved by air. However, there still were delays
in the mechanical processing of checks (despite MICR coding)
through the payee’s bank, the clearing house, Federal Reserve and
the clearing house on the payor’s end. This is the area in which
the “overnight clearing” is expected to be in effect by the end of
1972.

Thus it soon will be possible that when you mail a check to a
supplier on the opposite coast Monday evening before 5 pm, it
will be delivered Tuesday to the supplier—and perhaps deposited
that Tuesday night at his bank and cleared through the Federal
Reserve System bank wire during the night so that the money is
removed from your account on Wednesday!

The example applies to a business check—but the system can’t tell
your business check from your personal check—so the same thing
will happen in your own account.

SEEKING THE CONSUMER'S FAVORABLE OPINION

The Air Conditioning and Refrigeration Institute, at their annual
meeting, will spend one full day on ‘“‘Consumers Make Our
Industry.” The Direct Selling Association has reduced their
“Code of Ethics” to simple language—and will run a test program
in Wisconsin to make consumers aware of its provisions. The
industry is also providing a Code Administrator to resolve
complaints involving door-to-door and party-plan selling.

The insurance industry is rapidly moving behind no-fault insur-
ance, largely in response to active consumer demand, but partially
because the old rules brought only higher judgments, more legal
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costs and no underwriting profit. The food industry is slowly
moving toward open dating and unit pricing. Some in the drug
field are challenging the monopoly controls on prescription price
advertising established by pharmacist trade groups.

Even the Council of Better Business Bureaus is “hinting’’ (which
is far short of acting), that they are planning to make public
criticism of a.national company which is a BBB member. (There
is an unusually large group of such companies which would merit
such attention).

In the meantime, the general merchandise and apparel sections of
retailing.continue on their program of ‘“‘consumer concern” which
consists largely of stealing credit balances on charge accounts,
stealing unused credit memos issued when cash refunds are
refused, permitting computers to abuse customers (and refusing
to answer letters of complaint), refraining from pushing for
product care instructions on the merchandise they sell, indulging
in misrepresentation and/or dishonesty in advertising claims,
violating Product Fiber Identification Act, Wool Products Identi-
fication Act and Fur Product Act rules—and then complaining
because, within this fertile field, consumer organizations grow so
rapidly and are led by such belligerent people!

SHORT SHORTS

Worried about the college students by-passing business? Stanford
University recently conducted a study of their June 1971 gradu-
ates and found that 11% of the men and 4% of the women
planned to seek a Masters of Business Administration. This com-
pared favorably with the 23% of the men and 13% of the women
who planned to go into law and the 15% of the men and 4% of
the women planning to go into medicine.

Recently Fred P. Murphy, Chairman of the Executive Committee
of Grolier, Inc. wrote, in a letter in the Wall Street Journal, “The
fundamental question to be answered is this: Is it the proper role
of government to take the consumer by the hand and lead him
through every commercial transaction in which he may find
himself involved?”” What is not so obvious is the reason Mr.
Murphy protests. The main business of Grolier is selling encyclo-
pedias and reference books (Encyclopedia Americana, New Book
of Knowledge, Encyclopedia Internation and America Peoples
Encyclopedia). The only protection that the American consumer
has had against the unethical sales practices of almost all encyclo-
pedia companies, including Grolier, has been the Federal Trade
Commission. Yet the FTC has not been completely successful in
restraining the high pressure salesmanship and the pitch “we are
making a survey of your neighborhood” or “this special price is
offered to just a few in your community.”” Mr. Murphy knows he
could make more money—if the FTC would just forget the
consumer and stop restraining Grolier from deceiving the con-
sumer.

Credit terms do vary. A recent walk through New York stores
showed a wide variation in the minimum payment schedules. On
a balance of +300, Bergdorf Goodman asks 1/5th or $60, Macy’s
asks $25 and Korvette’s asks $20. Minimum monthly payments
are $10 at Macy’s and Korvette’s, and $25 at B-G.

Computers are on the rise. The annual survey made by THE
OFFICE of companies with computers and companies using ser-
vice bureaus shows the same continued growth—but at a slightly
slower rate. In both cases, the number reported as using each has
increased by 58% during the past 5 years (Jan. 1967 to Jan.
1972) and by 4% during the past year. The annual growth rate is
down substantially from the 15-20% rate in the late 1960s.

The personnel manager of the year would be the man who could
succeed in saving enough salesclerk money by being understaffed
on a Tuesday so that he could be overstaffed on Saturday!
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A word on magazine subscriptions. I don’t know whether or not
retailers can derive any satisfaction from knowing that the ethics
of many magazine subscription departments are far below any-
thing yet found in the retail field. But certainly retailers can learn
to save money by waiting for the “last offer’” before renewing
their own subscriptions. RT has subscribed to House & Home, 2
McGraw-Hill publication for more than a decade. The 19|
subscription was 3 years for $10. The 1969 renewal was 3 yeaz, .
for $9.00. But in 1971 the only notices were 1 year for $15.00, a
rather startling jump. So it was decided not to renew—until an
evening WATS telephone call from Pennsylvania offering 3 years
for $18.00. If any of the 4 or 5 prior notices had been accepted,
as is the case with many businesses, RT would have been over-
charged by 150%! (Note: RT has only one subscription arrange-
ment—$10.00 per year. On sample mailings where a check ac-
companies the original subscription and no billing is required, the
initial term is 14 months.)

Annual fee for bank credit cards? This is what the February 1972
Changing Times indicates is in the offing. For the retailers who
have opposed the bank credit cards, and who may consider this a
sign of their own victory, we suggest that you do not come to this
conclusion too fast. The report indicates that the banks will
continue to increase the services offered to the card holder so
that the card will be more useful to the holder—and thus worth
the annual fee. For example, some bank cards are using the back
to contain “no bounce” check provisions, a service that the
retailer can not provide. Others are including photographic identi-
fication—helpful under many circumstances. Some banks are of-
fering preferential auto car financing rates (which really just
eliminates the rebate to the car dealer that occurs under many
arrangements). When it comes of offering plus values to the card
holders, the retailer is limited. About the most he can offer is
advance notice of major sales and some in-store check cashing
privileges (although few offer the latter).

POEMS TO MANAGE BY K

\
The event that prompted Rudyard Kipling to write a “Study ot
an Elevation, in Indian Ink” has occured in many a store—and
many may have wondered about it.

Potiphar Gubbins, C.E.,

Stands at the top of the tree;

And I muse in my bed on the reasons that led
To the hoisting of Potiphar G.

Potiphar Gubbins, C.E.,

Is seven years junior to me;

Each bridge that he makes either buckles or breaks,
And his work is as rough as he.

Potiphar Gubbins, C.E.,

Is coarse as a chimpanzee;

And I can’t understand why you gave him your hand,
Lovely Mehitabel Lee.

Potiphar Gubbins, C.E.,

Is dear to the Powers that Be;

For They bow and They smile in an affable style,
Which is seldom according to Me.

Potiphar Gubbins, C.E.,

Is certain as certain can be

Of a highly paid post which is claimed by a host
Of seniors—including Me.

Careless and Lazy is he,
Greatly inferior to Me.
What is the spell that you manage so well, (
Commonplace Potiphar G.?

Lovely Mehitabel Lee,

Let me inquire of thee,

Should I have riz to where Potiphar is,
Hadst thou been mated to Me?



May 19, 1972 5

Ms. Leda Sanford, Editor
TEENS & BOYS MAGAZINE

71 W. 35% Street,

New York, New York 10011

Dear Ms. Sanford:

My apologies for the delay in answering your letter of May 4%
but the copy of the magazine did not arrive until May 17%.

am very much impressed that you are in your 96® volume. I
ap just 89 behind you.

f/’ Lﬂ) am pleased to grant permission to reprint the article "The
isappearing Difference” which appeared with a slightly dif-

M}Q\Q / /fferent title in MODERN RETAILER.

I am enclosing a copy of the February issue which contained
the article, together with the current April issue.

There will be no fee for the reprinting but I would appreciate
it very much if you would give the same type of reference to
RETAILING TODAY, including the address and subscription price,
as appeared in MODERN RETAILERS.

You may find that this is a publication that will stimulate
your thinking and you may find future articles of interest.

I would appreciate receiving a copy of the issue when it appears.

Sincerely,

Robert Kahn
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May L4, 1972

Mr. Robert Kahn
P.0. Box 343
Lafayette, Calif. 94549

Dear Mr, Kahn:

I was very interested in the article entitled
"Narrowing Gap? - A Comparison of Top Discount
and Conventional Store Operating Statistics,"
that was reprinted in the Modern Retailer.

I think the informetion contained in it would
be of great interest to our readers, who are
retailers of boys and young men's apparel, For
that reason, I am writing to ask permisgsion to
reprint the article, (If there is a fee please
let us know what it would be,)

Under separate cover I am sending you a copy of

TEENS & BOYS magazine just in case you are not
familiar with it.

Sincepely,

U445 5
LS/hl "%ﬁf Lode Sanf

“THE ONLY TRADE PUBLICATION EXCLUSIVELY DEVOTED TO THE MALE YOUTH APPAREL MARKET"
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WE CAN ALL LEARN THE LESSON
GIMBEL’S LEARNED

The Federal Trade Commission (FTC) has announced that they
have provisionally accepted the consent order of Acme Quilting
and Gimbel Brothers, Inc. which bars both firms from false
advertising and packaging claims in regard to the flame retardant
characteristics of mattress pads.

The FTC charges that the advertising and/or packages did not
disclose that the flame retardant will wash out under certain
conditions, that the entire pad had not been treated, that the
filler was not flame retardant, that the pads did not provide
security and complete protection and that the skirt on the fitted
style offers no protection at all.

The announcement implies that the representations made by
Gimbels were based upon the information provided by Acme—
but Gimbels still (1) had to enter into a consent decree, (2) had
the unfavorable publicity and (3) in regard to agreements made
by Gimbels as to disclosure of flame retardant products made by
sther suppliers than Acme, is now in the position where a future
/iolation could result in a civil penalty of up to $5,000 per day!

RThought: Most retailers do not have the facilities to check on
the claims of suppliers as to flame retardant treatment, fiber
content of materials, shrinkability, country of origin, and many
other “facts” that find their way into our advertising and on to
our labels. Retailers are under pressure to find better values at
lower prices—which can lead your buyer (who often is on an
incentive compensation plan that is not related to the long-run
reputation of your firm but to the short-run department results)
to the marginal supplier who is more than willing, in order to
make his short-run profits, to make unsubstantiated claims for his
product.

The retailer is going to be held responsible for the irresponsible
acts of his suppliers—as well as those of his agents who purchased
the goods. This does not make an argument for brand-name
goods—but it does make an argument for proven, dependable
suppliers. When in doubt, require the supplier to pay the cost of
an independent laboratory examination.

NEW PROCESS COMPANY —
HOT STOCK, COLD ADVERTISING

New Process Company, hidden away in Warren, Pennsylvania, is
one of the darlings of the American Stock Exchange. It sells at a
stratospheric Price Earnings ratio—usually in the 60 to 70 times
range.

"he market loves the stock because of its rapid growth of
irnings—from 27¢ to over $1.00 per share in 4 years!

But RT sees the other side of New Process—which is really just
“old process” advertising, using techniques that many retailers
either never adopted or abandoned years ago.
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WHAT DO YOU TELL YOUR KIiDS?

The higher the level of work performed by a man, the less
likely his family and his children are to understand what he
does and how he spends his day. It is this lack of
understanding that produces much of the “generation gap”
in the executive’s family.

The son of a grocery clerk only has to see his father at work
one time—and he immediately identifies him with all of the
other grocery clerks he has seen all of his life. The same is
true of the skilled craftsmen—the carpenter and the brick
mason and the plumber and even the jeweler.

The children of the top executive, the accountant, the
banker see Dad go off to work, perhaps with a briefcase full
of papers. They know that he goes to an office where he
spends the day writing or reading or talking to people.
Perhaps he goes out to a store and looks and talks and
listens. And at night he returns home. His children cannot
ask him, “Did you put the roof on today?” or “Did you
finish that special wedding ring?”’ or even ‘“‘How many
customers did you check out today?”

Perhaps a bit of personal experience will help you to bridge
the gap with your children. It happens that my profession is
management consulting and my office is maintained in my
home. In a discussion one day, my son indicated that he
knew I did “my thing” but it sure didn’t seem interesting to
him. I realized that he did not know anything about what I
did. Further questioning brought out that he thought my
main efforts were directed toward making money. The
implication was clear—he felt my concern must be centered
on materialism, not on the good of people around me.

We sat down together and went through my pile of “open
correspondence” and particularly my continuing correspon-
dence with legislators (on issues of no benefit to me),
activities related to community organizations in which I
serve (such as being one of the few bearded Girl Scout
officers in the United States), and the projects on which I
am working (hoping to change the world).

We also reviewed some moral issues that were in process of
discussion with clients—and the fact that my clients were
greatly concerned about doing the right thing—right by
their customers and right by their employees, not just the
minimum to meet the law. I’m not sure that I persuaded
him that he should be a management consultant, but he
certainly got a new, and more accurate, view of his old
man.

RT recently received a letter with a full color picture of John L.
Blair, President, in the upper left-hand corner. One could hardly

resist his opening paragraphs:



‘I am taking it upon myself to mail 2 pair of “Blair-press”
Permanent Press Flannel Slacks to you within the next few
days.

“I’d count it a personal favor, if, when they arrive, you put
a pair on and wear them a full week absolutely free!”

Of course, I wondered how John knew that [ was 44-28 or which
of the 8 swatches appealed to me most.

The letter assured RT of their quality, of the return privileges and
that the “50% Acrilan acrylic, 35% Avril rayon and 15% acetate”
will give the ‘“‘look™ of $20 slacks for under $8 per pair. Please
note that they do not claim a $20 value; just a $20 “look,” for
whatever that might mean (perhaps because each pair has 2 legs,
assorted pockets, and belt loops, it “looks™ just like $20 slacks).

The idea, of course, is to leave the impression that John Blair is
offering a $20 value for under $8. In actuality, there are a good
number of regular slacks in your own store selling at about $8
that are directly competitive—and which also give your customers
a ““$20 look.”

New Process really puts an investor to an ethical test—if you are
happy with the profits on their stock, perhaps you had better
forget what you learned about their advertising. And you can
hold their stock until that next “new” glamour merchandising
stock comes along—I think it may be called “Pot, Speed and
Bennies, Unlimited.” It will offer even better profit growth—if
you really don’t care what is sold or how.

UNFORGIVING BUSINESS, PROSECUTING DEANS

You probably have forgotten Robert Choate, the Cornell profes-
sor who testified before Congress on the emptiness of breakfast
foods—despite the fullness of their TV advertising aimed at tiny
tots.

But Dr. Dean Malott has not forgotten. Dr. Malott, in case you
don’t recall, was a top professor at Harvard Business School and
then moved to Cornell as President and is now retired. In one of
his letters Dr. Malott wrote, “Professor Latham need not worry
about protecting his access to corporate funds. He will not receive
any from cereal manufacturing corporations. But I regret that
the reaction on the part of the industry to these generalizations
outside Professor Latham’s field of competence will make
industrial grants more difficult from corporations to Cornell
itself.”

Forgetting, for the time, the structure of the last sentence (after
all, Dr. Malott was a college president, not a professor), two
thoughts come through clearly. First, business will set out to
punish all who criticize it. (Apparently Dr. Malott, wearing his
hat as a director of General Foods, approves of this situation).
Second, educational institutions such as Cornell should prostitute
themselves to corporate donors.

RThought: There are two thoughts that bear emphasis. First,
business is going to have to learn that critics will disappear faster
if business responds constructively than if they respond com-
batively. Even General Motors is learning this—and they have
always been in the ‘“‘slow learner” class. Second, I hope that RT
readers show more judgment than did Dr. Malott in what he
committed to a letter. His letter did not make the Jack Anderson
column in 800 newspapers, but it is being circulated widely
through the consumer activities press.

THE COMPUTER AND BIG BROTHER

RT has long been concerned about the development of uncon-
trolled and unrestricted computer data banks at state and Federal
level. Many sincere people pooh-pooh this danger. They say that
the government would never follow such practices.
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The danger involved in the data banks is that most of them
(income tax, driver’s license, unemployment insurance and social
security records, and more) use the Social Security number as the
identification number. In all files using such identification,
anyone can query the computer for information on you, if they
know your social security number. And though there is no centr?’
public file from which someone can learn your number, there {
many sources of this information.

The California Superior Court in Sacramento has issued an
injunction against the California Welfare Department to block
extracting information from the unemployment insurance com-
puter files, using the social security number for identification.
What the Welfare Department was seeking to learn was whether
or not the welfare recipient was receiving unreported income (in
this case, unemployment insurance).

The Court held that the Welfare Department could not undertake
automatic ‘‘blanket searches’ although they could inquire about
individual recipients if the Welfare Department had ‘‘probable
cause’’ to believe that the law was being violated.

Let’s imagine, for a moment, that the police department has cited
you for a driving offense and you are in a state where your
driver’s license shows your social security number. Now they
want to harass you.-They inquire of the state income tax
computer for information on your income. Then they check the
income tax records to see what income and deductions you have
previously reported. Next, an inquiry goes to the FBI. They find
you were picked up in college for celebrating after a big
game—and let go with a warning.

If this happened in New York, where there have been recent
reports of wide-spread dishonesty among police officers, the
slightest embarrassing item in your history could be used for
blackmail.

The possibility is tremendous; the temptation is always prese(
within governmental agencies; and some of the reactionary state
governments seem to encourage departments to undertake such
widespread abuse of personal privacy.

D & B WILL NOT PRINT ALL IT KNOWS

Dun and Bradstreet has announced that effective January 1972
they will follow a new policy on reporting criminal proceedings
relative to firms or persons connected with firms. The matter has
been under study for several years but action was prompted by
the provisions of the Fair Credit Reporting Act—which applies
only to consumer reports, and does not cover reports on
businesses—such as D&B publishes.

1. Criminal proceedings known to D&B will be reported as long
as the proceedings are pending.

2. Proceedings resulting in a conviction will be reported indefi-
nitely.

3. Proceedings which do not result in a conviction, or where a
conviction is reversed or set aside, will be excluded from the
reports 3 years after the date of indictment, or the date of the
arrest if there was no indictment.

4. Proceedings which ultimately result in a pardonor an
expunging of a record will be excluded from reports starting
with the time D&B learns of the pardon or expunging.

THE COMING CONTROL ON ADVERTISING

Recently FTC Commissioner Mary Gardiner Jones gave a talk to
the Austin (Texas) Ad Club summarizing her impressions of t]
hearings that the FTC had held on “modern” advertisily
practices.

There was surprise on both sides. The industry was surprised that
the Commissioners did not already know that the advertising



A FEATURE REPORT

CORPORATE RESPONSIBILITY — A VIEW FROM THE TOP

T will continue to bring the thoughts of others on corporate
.¢sponsibility in this changing world. The following summarizes,
by selective direct excerpts, a paper called ‘“Rewriting the Social
Contract” presented by Gabriel Hauge, President of Manufac-
turers Hanover Trust Co., at the Aspen Institute of Humanistic
Studies. This was reprinted in the Congressional Record (Oct. 7,
1971, page S16022, 25¢ Goverment Printing Office, Washington,
D.C. 20402).

“The roots of social instability in the United States are many and
complex but two will concern us here: a new awareness of the
side effects of unprecedented economic growth of the last
generation; and the awakening of a new emphasis on the quality
of life which in turn results from the affuence that has been
achieved for most, although not yet by any means by all. ..
Since 1950 real Gross National Product . .. has doubled, the
median education of the adult population has risen by one-third,
and the proportion of the labor force in professional and
technical jobs has almost doubled.

“There are those—not dissident youth alone—who fear that
economic growth is creating problems faster than it is solving
them.

“Our struggle against want is well on the way to being
won . . . The values that have oriented our economy and society
for so long, are now so near achievement that they no longer can
serve as guides in any simple way.

“We know what a city should not be, and are proceeding to
liminate its glaring flaws. But we have not yet learned, or come

) agree, as to what a city should be or should accomplish. We
know what a corporation should not do: discriminate, pollute,
exploit. But what should it do, beside producing a product or
service the public wants, and doing it well?

“President Coolidge’s dictum of the 1920’s that the business of
America is business, sounds strange today. Henry Luce brought
that view up to date in 1968 with his revision that the business of
business is America . . . Milton Friedman still aruges that the only
duty of business is to make profits for stockholders. .. Fried-
man’s doctrine finds fewer supporters today. What some business-
men have always done by personal choice is now increasingly
accepted as a civic duty.

“Belief in the power of organized society to set and reach goals
has, in turn, escalated expectations ... The owner-founder [of a
business] has mostly been replaced by relays of management
teams . . . Lacking a founder’s identification with one firm, they
are mobile and increasingly view their functions as partaking of
trusteeship . . . Most leaders of the 500 largest industrial corpora-
tions in the U.S. share middle class origins, nearly all have college
training.

“The large modern corporation, run by professional managers,
supervised by aboard . . . chosenby stockholders, and constrained
by creditors, government, employees and customers, is as
complex as many governments and typically more dynamic ...
The emergence of the corporation as the change-agency of society
reflects a questioning of the judgment of government. Back in the
1930’s when the self-regulatory functioning of the economy

~oke down, government stepped in ... Now, after a generation
S nearly uninterrupted economic growth, business has re-
established its credentials.

“...a growing group has begun to doubt the ability and power
of government to carry out the great remaining domestic missions

.and is turning hopefully to business as the only feasible

alternative. . . . Without the income and wealth creating power of
business in our society, we could not afford the tomorrow that
our people aspire to.

“In redefining its social responsibilities today, business faces two
main challenges: to broaden its system of accounting to include
the full social and economic costs of production and growth, so
as to better harmonize the incentives of business and the welfare
of society; and to utilize its special competence to deal with
priority problems of the day.

“You will recall the sixth labor of Hercules was to clean the
Augean stables where the stalls of 3,000 oxen had been untended
for 30 years. While it is reported that he did the job in a single
day by diverting the waters of two rivers through the stables, the
account makes no reference to the consequences downstream.

“Environmental issues have commanded little attention until
recently because few people were aware of some problems until
they hit the headlines...In some manifestations, opinion is
shifting sharply from apathy to overkill. It is widely agreed now
that business is accountable for the social costs of its production.

“There are special costs of economic growth, such as declining
industries, distressed communities, displaced people and obsolete
skills. The innovative firm that often contributes to these
problems does not pay for most of these costs. . . . Only recently
has society begun to accept responsibility for [this] and the
allocation of this responsibility between government and business
is still open.

“New forms of business-government partnership will develop.
... The first priority in institutional reform might well be that of
local governments in metropolitan areas. ... In this process the
dividing line between the private and the public sections becomes
more obscure.

“There remains a difficult aspect to all this: business management
is confronted with the need to make value judgments concerning
its activities beyond the criterion of legality.

“There are many approaches to enforce the new Social Con-
tract . .. There is a pair of rules, however, that should guide the
choice of methods. First, whatever approach government selects
should fit the framework of incentives for productive efficiency.
... The second rule is that, whatever government does, it should
not penalize compliers and allow a competitive advantage to
violators.

“Most businessmen are risk-takers; it is an occupational attraction
and hazard . . . What management cannot do, however, is assume
open-end commitments such as to employ the entire disadvan-
taged group or to renew central cities.

“Business provides the tools and the alternatives and therefore
should have a voice. It is the whole citizenry, however, that must
choose and govern.

“Looking back at the panorama of material achievement and at
the exponential growth of knowledge, it is certain that tomorrow
will be unlike yesterday, or even today . . . We cannot predict the

. future, but we can do our best to hang on to a strong, productive

economy and a mechanism of social choice in good working
order, so that the succeeding generations may fulfil ‘... man’s
responsibility to bring the world, that ought to be, into being.’ ™
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RETAILING TODAY — STATISTICAL SUPPLEMENT

CREDIT OFFICE RATING

The Honor Roll continues to grow. Some of the names now appearing represent new areas—reporting for the first time. RT

welcomes reporters—either for your own store or on the bills your wife collects around town. The procedure is simple—write RT
if you are interested.

HONOR ROLL

Bonwit-Teller 3.0 Wineman’s Monrovia 4.3 Roos/Atkins 5.0

Miller Bros 3.4 I. Magnin 4.4 Sears (N. Calif.) 5.0

Mervyn’s 3.5 B. Altman 4.5 Stix, Baer & Fuller 5.0

J. Magnin’s 3.7 Abercrombie & Fitch 5.0 RT would welcome additional reporters

Wineman’s (Huntington Park) 3.8 Famous Barr 5.0 from major cities. If you are interested, drop

Montgomery Ward (N. Calif.) 4.0 Podesta Baldocchi 5.0 a note to P.O. Box 343, Lafayette CA 94549.

CREDIT OFFICE_ RATING
DEC-JAN 1972 OCT-NOV 1971
INFORMATION FROM NO. OF DAYS TO BILL NO. OF DAYS TO BILL
REPORTERS REPORTS AVERAGE RANGE REPORTS AVERAGE RANGE
Abercrombie & Fitch (NY) g 5.0 5 1 4.0 4
B. Altman (NY) 2 4.5 4-5 1 4.0 4
Bonwit Teller (NY) 1 3.0 5 -- -- --
Brooks Bros. (NY) 1 13.0 13 1 6.0 6
Brown-Mahin (Stockton) 4 10.5 9-12 4 7.0 5-9
Bullock & Jones (SF) 1 10.0 10 1 8.0 8
Capwell’s (Oakland) 9 T43 7-10 7 10.1 6-14
Dayton (Minn) 1 6.0 6 2 6.5 6-7
Donaldson’s (Minn) 2 8.0 7-9 1 9.0 9
Emporium (SF) ) 13.0 11-15 1 13.0 13
Famous Barr (St. Louis) 1 5.0 5 -~ -- --
Grodins (N. Calif.) 1 12.0 12 1 7.0 i
Gumps (SF) 4 7.3 16-19 < 8.3 6-12
Hastings (N. Calif.) 2 8.5 8-9 1 6.0 6
Hink’s (Berkeley) 1 9.0 9 4 4.8 2-7
Livingston Bros. (SF) 2 15.5 15-16 -~ -- --
Lord & Taylor (NY) 3 6.0 5-8 2 7.0 6-8
Macy’s (NY) 2 6.0 6 1 7.0 7
Macy’s (SF) 12 73 6-9 7 F.1 7-8
1. Magnin (SF) 5 4.4 4-5 7 4.4 4-6
J. Magnin (Calif.) 6 3l 34 1 5.0 5
Montgomery Ward (N. Calif.) '] 4.0 4 1 6.0 6
Neiman-Marcus (Dallas) 1 8.0 8 -- -- --
Parkview Gem (N. Calif.) 2 10.5 9-12 -- -- --
Peck & Peck (SF) 1 10.0 10 -- -- --
Penney’s (SF) 2 6.0 5-7 4 5.5 4-6
Penney’s (Minn) 2 6.5 6-7 1 6.0 6
Podesto Baldocchi (SF) j 5.0 5 1 4.0 4
Rhodes (N. Calif.) 1 9.0 9 -- -- --
Roos/Atkins (Calif.) 2 5.0 5 1 3.0 3
Saks Fifth Avenue (SF) el 6.6 6-7 8 6.9 6-8
Saks Fifth Avenue (NY) 1 12.0 12 -- -- as
Sears (N. Calif.) 4 5.0 4-6 4 5.8 5-7
Stix Baer & Fuller (St. Louis) 1 5.0 5 -- -- --
Wolff’s (St. Louis) 2 8.0 7-9 -- - .-
TOTAL 92 8.01 3-19 66 6.7 2-14
INFORMATION DIRECT FROM STORES
Brock’s - Bakersfield, CA 31 9.2 6-12 40 5.8 4-8
Holman’s - Pacific Grove, CA 10 11.4 8-12 10 6.8 6-9
Levee’s - Vallejo, CA 22 11.1 6-17 22 6.2 4-9
Levy Bros. - San Mateo, CA 16 9.5 7-13 16 6.1 39
Mervyn’s - San Lorenzo, CA 10 3.5 3-4 11 322 3-4
Miller Bros. - Chatanooga, Tenn. 14 3.4 3-4 15 3.6 2-5
Oshman’s - Houston, Texas 23 9.7 7-12 23 8.7 7-10
Walker Scott - San Diego, CA 12 6.8 5.9 12 10.9 10-13
Wineman’s - Monrovia, CA 8 4.3 3-6 8 3.1 3-4
Wineman’s - Huntington Park, CA 8 3.8 3-5 8 2.8 2-3
Worth’s-Burton’s - Conn. 32 11.9 9-16 15 9 6-10
TOTAL 186 8.6 317 180 6.1 213

WHY A CREDIT OFFICE RATING? The Unruh Act (in California) controlling revolving accounts went into effect about 1963 just as the Office of Consumer
Counsel was created. Consumers were complaining that they received statements so late that they had an additional service charge before they could pay their bills.
Consumer groups Were proposing laws that would have been impossible to meet with equipment and procedures in major stores. The CREDIT OFFICE RATING
was initiated to bring this problem to the attention of influential people within store management. :

WHAT HAPPENED — THEN AND SINCE? Initially, I was criticized for publishing the data and especially for naming stores. Since then the reports have been
accepted for their intended purpose and many stores have sought to attain the Honor Roll objective, established from the beginning, at 5 working days between
cycle closing and postmark date. Many stores have reported pride — both to management and credit and data processing personnel in being listed on the Honor Roll.

HOW IS TIME COMPUTED? We do NOT count the cycle closing date but do count the postmark date, and then deduct Sundays and those holidays observed by the
preponderance of stores.
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industry (profession, trade?) was spending billions of dollars
without knowing whether their themes were unfairly or decep-
tively exploiting the readers. The Commissioners were surprised
to learn how little the advertising industry knew about what they
were doing.

. Ms. Jones observed that the obligation of truthfulness, uniformly

" recognized and agreed with by all the industry witnesses, seemed
to most of them to extend only to flat declarative statements
about- the efficacy, ingredients or description of the product.
They had no feeling that truthfulness even belonged in the
puffery—and were rather indefinite about where puffery ended
and product description started!

There did not seem to be an compunction to be fair in advertising
nor was there a feeling that accepting the obligations of
truthfulness carried with it any obligation to be fair. This was
particularly evident when questions were asked about the
advertising done on children’s TV.

Ms. Jones said, “The Commission’s concernis solely with
ensuring that consumers have solid product information available
to them and that they have a realistic opportunity to know about
and use this information if they so desire. Whether they choose to
use it or not is their business and is of no concern to
government.”

RThought: Much retailing advertising is really catalog-type
presentation, often incomplete. For example, much of the
advertising is limited to presenting an illustration of an item,
listing the price (with a comparison, if it is a sale), and a brief
description. That description frequently omits information that
might be important such as the size range available, the colors
available, the quantity on hand, the specific style number, any
guarantee, etc. For this type of advertising, about the only thing
that is likely to be required in the future by the Commission is a

( minimum description.
k.

C

On the other hand, when retailers use vendor’s mats, they start to
put their approval of the standards of the vendor’s advertising,
such as the claim that a particular hair dressing will get sexy
young girls to hang around a boy’s neck, or that a particular
girdle can be worn without even being noticed. It is at this point
that retailers wiil run into severe FTC restrictions—even the
vendors find themselves restricted.

GIANT FOOD TAKES A GIANT STEP

The dreams of Esther Peterson, LBJ’s Special Advisor on
Consumer Affairs, and now a consultant to Giant Food, Inc.,
Washington, D.C., are beginning to become reality. Three
programs are now under way.

First, there is open-dating of almost all of the dated products. For
years food retailers argued that if the ‘“‘pull date” was not
concealed customers would constantly take the freshest product
with the result that losses from out-of-date merchandise would be
increased. These same retailers recognized that many customers
were already convinced that the freshest milk or eggs were at the
back or bottom of the case, and habitually picked their package
from the back or bottom or other remote corner. But in actual
practice, Giant Food reports that their loss from out-of-date
products declined because the open dating permitted their own
clerks to do a better job of product rotation.

Second, there is unit pricing. As in open-dating, Giant is not the
first—but their program has been one of the most complete
<pnes—and has had about the most complete top management

esfsupport among the major chains in the industry.

Third, Giant has started to test nutritional labeling on 10 of their
private label products plus providing shelf labeling on 48 other
products. A circular symbol with 5 segments indicates whether

the product has protein, vitamins, minerals, carbohydrates or fats.
The package label gives the number of units of protein, Vitamins
A, By and B9, C, Niacin, Calcium and Iron (on a scale of 10 units
= a normal day’s consumption). The label also gives the calories
per portion and the grams of protein, carbohydrates and fat.

Headquartered on the opposite coast, Safeway, which will soon
replace A&P as our largest food retailer and become the second
largest retailer of any kind, is proceeding with open dating (they
have used non-coded dating on their products since the mid-
1930s but have not publicized the fact until recently) and unit
pricing.

In addition, Safeway has started an ‘““affirmative action program
for women,” starting with equal pay in all positions and an
aggressive program to expand the upper-management opportuni-
ties for women.

PHONY BOOK DEMAND

Synthetic pressure on bookstores and book departments is the
new tool of the extreme right. RT has for some time read “The
Pink Sheet on the New Left” published by one Phillip Abbott
Luce. The following quotation is repeated as warning to all
booksellers.

“I need your help. My new book “The New Left Today:
America’s Trojan Horse” is now being distributed by the
Nash Publishing Company. This means that it will soon be
possible for people to purchase the book in bookstores.
But, and here the ‘“but’ is very important, bookstore
managers will only stock the book if they think there will
be a demand for it.

“For years now the New Left has created an artificial
demand for radical books by having people visiting or
calling local bookstores to request the latest leftist release.
The bookstore owner then assumes that a “hit” item is on
hand and he promotes the book.

“It’s time we tried the same tactic. Will you help? Many
thanks.”

RThought: It is amazing the people who will crawl into the gutter
together hoping to make a few dollars from the sale of a
book—here we have the New Left and the New Right both
pushing the New Dishonesty. An admirable admission of the
moral standards of Mr. Luce.

THE SUPER-DISCOUNT FOOD STORE

The Jan-Feb 1972 issue of CO-OP REPORT tells about a growing
concept—“direct charge co-ops.”” The article particularly describes
the Trumart store operated by Mid-Island Consumer Services
Cooperative on Vancouver Island in Canada.

In order to shop at Trumart the member must make an initial
investment of $80 (only $40 to those who are already members
of the gasoline service), plus $1.75 per week (only $1.00 per
week for members over 60 who are not regularly employed and
have no more than 2 persons in the household).

This gives the member the right to shop for herself and all
members of her family. The shopping takes place in a warehouse-
type store—where cases are opened for item selection. Each
member has a large card that identifies her and contains her
current status. When she enters the warehouse she gathers up this
card, a marking pencil, a shopping cart and goes on her way. As
she picks individual items from the open cases she marks the price
on the item from a price card above the bulk display.

At the checkout, the items are run up at the actual cost to the
co-op, then 2% is added. Some 600 families had joined at the
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time the report was written—with new sign-ups running 100 a
month.

Present volume is running $15,000 a week and the 600 families
served by the store have to cover about $1,300 a week in
expenses. In addition, members drop their food coupons in a box
and Trumart collects on them.

The co-op claims that families are saving about 18% on the cost
of items purchased through Trumart. And that they are covering
all operating costs with their present membership.

THE CHANGING DEMAND FOR
HARVARD BUSINESS SCHOOL GRADUATES

The master union card—at the apprentice level—is an MBA from
Harvard. The last time RT reported the going “price” (median
starting salary) for the current model was based on the 1969
product. The “prices” paid for the 1972 product are now
available and the table below shows the current array, starting
with the highest bidding industries, and also the change in “price”
from the Class of 1969.

1971 Median Change From

Type of Industry Starting Salary 1969
Medical Supplies Mfging $19,500 +1,500
Miscellaneous Industrial Mfging 18,000 +4,500
Leisure Time 17,000 NSS*
Consulting/Research 16,650 +1,650
Automotive Mfging 16,500 +1,300
Finance, Miscellaneous 16,500 +1,500
Petroleum 16,200 +2,400
Chemical/Pharmaceutical Mfging 16,000 +1,000
Communications 16,000 NSS*
Data Processing Software 15,500 -300
Investments 15,500 +1,000
Food & Beverage Mfging 1,5260 +1,260
Miscellaneous Consumer Mfging 15,000 +1,000
Government 15,000 +2,000
Insurance 15,000 NSS*
Real Estate/Construction 15,000 +1,000
RETAILING 15,000 +1,500
All others — non-manufacturing 15,000 +1,100
Non-profit Institutions 14,500 NSS*
Transportation 14,500 NSS*
Accounting Firms 14,000 No Change
Military 14,000 NSS*
EDP Equipment Mfging 13,850 -150
Education 10,000 +500

*NSS = No Salary Shown

In most cases the increase in the median runs about 4% per year
(less than inflation). The increase in RETAILING is above
average—perhaps recognition that retailing is not all art.

But the change is dramatic since your editor left the B-School in
1940 to start at Macy’s for $1,820 per year—less than an eighth
of the current scale.

SHORT SHORTS

Men’s Lib. The Oregon Wage and Hour Commission ordered 10
minute rest periods for men every 4 hours, except for those men
under union contracts. This matches the requirement for women
and workers under 18. Why exclude union workers? Because “We
felt that negotiators for labor and management are in a better
position to understand their problems than we are.”

Sex discrimination is expensive. Here are some of the awards
made as a result of suits charging discrimination under the Equaj
Pay Act: 10 women matrons at a western university received
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$15,682; 137 at a California insurance company received
$40,291; 18 at a Nevada wholesaler received $4,357; 265 nurses
at a Pennsylvania hospital received $71,000; 202 working for a
paper cup manufacturer received $150,000; 2100 women work-
ing for a glass factory received $900,000.

Ungracious lady? Irvin Penner, President of The Gracious Lady~
Service, Inc., is quoted as saying, ““. .. to make absolutely su
that responsbile consumerism is more the rule than the exception; «
we must challenge and hold up to the light every proposal made
by consumer advocates and law makers with regard to con-
sumers.” He proposed the formation of a ““Center for Responsible
Consumer Legislation.” Please note that Mr. Penner, knowing the
nature of the stores that use his service, is not quoted as
suggesting that anyone hold up to any light the conduct of his
customers.

Seven-Down on Consumers. Ben H. Wells, President of the
Seven-Up Co., is reported as having told a Sacramento club that
American businessmen know more about consumerism than
advocates such as Nader. To demonstrate his keen perception on
consumers—and perhaps reflect his view on business responsi-
blity—he is quoted as saying, ‘“What does a Mother care about the
ranking of a cereal on some pseudo-scientific nutrition scale if the
kids won’t eat it? Maybe they don’t like the taste or it doesn’t
have a picture of a tiger on the box or they never see it on the
Saturday morning cartoons. These things are more important
than price because they determine what people really want for
their money. They want romance as well as calories.” By
unanimous vote, Seven-Up has been voted down at our house.

Some months ago the Federal Trade Commission (FTC) issued
rules for grocery stores about backing their ads with adequate
quantities to meet reasonable expectations of sales, and properly
marked at the advertised price. Many non-food retailers may have
felt that food stores needed this type of ‘“‘guidance”— but the
FTC now reports that the big volume of complaints on inade-
quate quantities relate to non-food retailers! FTC is studying the_-
matter. RT reported at the time of the original guide-line (Au
71) “But a word of warning to the people who run stores other'«
than ‘food stores.” The FTC has also said ‘. .. although the rule
applies only to retail food stores, the Commission in future
enforcement actions will regard the legal principle inherent in the
rules as applicable to the advertising of the other commodities.” ”

AR

POEMS TO MANAGE BY

In this day of concern for our fellow man, increasing demands for
public responsibility on the part of businesses, equal rights and
civil rights, it might be well for all of us to recall . . .

ABOU BEN ADHEM
by
James Henry Leigh Hunt

Abou Ben Adhem (may his tribe increase!)
Awoke one night from a deep dream of peace,
And saw within the moonlight in his room,
Making it rich and like a lily in bloom,

An angel writing in a book of gold:

Exceeding peace had made Ben Adhem bold,
And to the presence in the room he said,

“What writest thou?’” The vision raised its head,
And, with a look made of all sweet accord,
Answered, “The names of those who love the Lord.”
““And is mine one?” said Abou. “Nay, not so,”
Replied the angel. Abou spoke more low,

But cheerily still; and said, ‘I pray thee, then,
Write me as one that loves his fellow-men.”

The angel wrote, and vanished. The next night .
It came again, with a great wakening light,

And showed the names who love of God had blessed,—

And, lo! Ben Adhem’s name led all the rest!
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WiNNER of BABA's Fashion Merit Award

You'll keep them in stitches

with the saddle-stitched Zig-Zag model
from Metro’s new line of Directions.
It's the great, new-fashioned jean look
with saddle-stitching on

brushed cotton, sides and back.

No belt, no front pockets.

Just two Zig-Zag saddle pockets in back
for rear-view appreciation.

The new Zig-Zag from Metro.

Now moving in all Directions.

The Zig=Zag Look
by Metro Pants




THE DISAPPEARING DIFFERENCE

There used to be a story about the younger generation—that there
was less and less difference between the boys and girls—but thank
goodness for that small difference. The day is approaching when
objective observers will see little difference between department
stores and discount stores—yet both parties may well say ‘“‘thank
goodness for that little difference.”

RT has discussed this disappearing difference frequently over the
years. In February 1970 there was a Special Feature (“The
Discount Store vs The Department Store). In July 1970 there was
a short item headed ““Decadence in the Discount Store Industry.”
This latter item brought an angry letter from a very senior vice
president of a very major discount chain accusing RT of being
biased.

There is every possibility that RT could be biased—but we think
not. History is on RT’s side. Once there was a great difference
between department stores and specialty stores—differences like a
20% gross margin in department stores vs 40% in specialty stores,
and all-cash in department stores vs extended credit in specialty
stores, and limited assortment in department stores vs extensive
selection in specialty stores. Today there is very little difference.

The measuring sticks

For many years the department stores have had their financial
measuring stick—first the Harvard Report and now the F.O.R.
(Financial and Operating Results of Department and Special-
ty Stores) published by the National Retail Merchants Asso-
ciation. The Mass Retail Institute has sponsored the publication
of “Operating Results of Self-Service Discount Department
Stores” by Cornell University. Although RT has long felt that
such publications hurt their industry by concentrating the atten-
tion of businesses on being “‘average,” they do provide a basis of
comparison.

The largest size category in the department store report is “over
$50,000,000.” In the most recent F.O.R. report 34 such firms
with a combined annual volume in excess of $4% billion sales
provided figures. The largest size category in the discount store
report is “over $100,000,000.” In the most recent report 18 such
firms were in this category.

Comparing the figures for these two groups of large companies
for the past 5 years produces strong evidence that some of the
differences are disappearing.

Before looking at the figures it is necessary to point out some
limitations of this comparison:

1. Some of the differences reported arise from varying definitions
used in developing the reports—but since the definitions re-
mained constant through the 5 years, significance can be drawn
from the relative changes rather than the absolute differences.

2. The size of the reporting group of department stores has
remained relatively stable through the S years but the number
of discount store firms has grown materially (from 11 firms to
18 in just the most recent year) with the result that some of
the figures for discount stores in the earlier years may be less
reliable.

3. The reporting stores are not known—so it may well be that
only poor operators are reporting and the data is not typical;
or it may be that only good operators are reporting and the
data is not typical.

With these caveats clearly set forth, let us now proceed to an
analysis of the disappearing difference.

Gross Margin

The major emphasis of the discount store is lower price, for the
same quality. Assuming that each group has the ecocnomic power
to buy on an equal basis, the gross margin is a good measure of
the relative pricing.
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TABLEI

Comparison of Gross Margins Discount
Year Discount Department Advantage
1966 25.31% 37.76% 12.45%
1967 24.39 38.40 14.01
1968 26.93 38.85 11.92
1969 27.76 39.30 11.54
1970 27.98 39.54 11.56

Increase 2.67% 1.78%

Although the spread in percentage points has declined only slight-
ly, discount stores are showing a faster increase in gross margin
than are department stores.

Total expenses

This is what usually forces a firm to increase gross margins. Here
the pressure has been even greater on the discount stores.

TABLE II
Comparison of Total Expense Rates

Discount
Year Discount Department Advantage
1966 19.32% 29.96% 10.64%
1967 18.24 31.35 1311
1968 21.32 30.53 9.21
1969 20.72 31.69 10.97
1970 22.28 31.97 9,69

Increase 2.96% 2.01%

Net Profit on Sales

To many people, the proof is in the profit. The most frequent
profit figure cited is that in relation to sales—as a percentage of
sales. This is what the reports show:

TABLE III
Comparison of Net Profits as % of Sales

Discount
Year Discount Department Advantage
1966 1.87% 3.16% (1.29%)
1967 2.32 2.81 (0.49)
1968 1.68 3.04 (1.36)
1969 1.27 2.74 (1.47)
1970 0.61 292, (2:11)

Decrease (1.26) (0.44)

Here the department store is clearly showing a better perfor-
mance. Profit rates for the large discount firms have been de-
clining steadily for the past 5 years.

Net Profit on Net Worth

This is the true test of profitability. How much money did the
business make in relation to the money made available by the
stockholders? For years department stores have been relatively
poor performers—when compared with food, promotional drug,
and discount chains. But times do change.

TABLE IV
Comparison of Net Profit on Net Worth

Discount
Year Discount Department Advantage
1966 19.47% 9.82% 9.65%
1967 14.84 10.17 4.67
1968 15.84 8.99 6.85
1969 11.58 1.74 3.84
1970 5.61 7.64 (2.03)

Decrease (13.86) (2.18)

1970 may have been unusually disastrous for discounters
doing over $100,000,000—but it may also represent swallowing
some over-optimistic profit figures reported in prior years. Not
until 1975 will be able to put 1970 into perspective. One of the
reasons discounters have been able to show a much higher return
on net worth is that they do not have to provide capital to
support accounts receivable (which, in larger department stores,
involves more dollars than does inventory, and which is never
partially funded by the vendors through the accounts payable).
The number of discounters experimenting with credit is increas-
ing.



Modern graphics and contemporary lettering are incorporated in every aspect of the department. The overall
effectiveness of presentation is enhanced by theatrical track lighting, which spotlights areas, as in the above
photo of the shoes.
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(Reprinted by special permission from “Retailing Today”, a monthly newsletter and journal of opinion
relating to the current retail scene, edited and published by Robert Kahn. Annual subscription at $10 a
year may be obtained by writing to ‘‘Retailing Today”, P.O. Box 343, Lafayette, Cal. 94549.)

Stockturns

Because of limited assortments of fast selling items, the original
discounters were reputed to get fantastic turnover rates. In the
early 1950s many discounters were operating with no working
capital! But all of that has changed—remove the column headings

and it is hard to tell a discount figure from a department store

figure.

TABLE V

Stockturns 1
Year Discount Department Advantage
1966 4.0X 3.4 X 0.6
1967 3.9 3.6 0.3
1968 3.7 3.3 0.4
1969 3.6 3.3 0.3
1970 3.4 3.2 0.2

Decrease (0.6) 0.2)

Shortage

The department stores are the ones who have worked longest
with the retail method and should know best how to control it;
but it appears that the cost of shortages became unbearably high
sooner for discounters, and they have made great progress limit-
ing the problem.

TABLE VI
Inventory Shortage 'y ——
Year Discount Department Advantage
1966 3.0% 1.8% (1.2%)
1967 3.1 1.8 (L1.3)
1968 4.1 1.8 (2.3)
1969 35 2.5 (1.0)
1970 3:1 2.4 0.7)
Increase 0.1 0.6

Occupancy Cost

One of the cost savings that the early discounters had was that
they used abandoned factories or remote locations, not requiring
heavy foot traffic to produce volume. Now discounters are look-
ing to shopping centers as the location of future stores. And with
the passage of time, their occupancy cost per square foot has
been rising rapidly: (Note: do not place too much emphasis on the
absolute dollar amounts since the two definitions differ.)

TABLE VII

Occupancy Cost per Sq. Ft. of Selling Space | - ———
Year Discount Department Advantage
1966 $2.39 $3.20 $0.81
1967 3.18 3.81 0.63
1968 3.61 3.26 (0.35)
1969 3.51 3.32 (0.19)
1970 3.92 3.78 (0.14)

Increase $1.53 $0.58

Sales per square foot of selling space

One of the reasons that occupancy costs per square foot of selling
space have been rising so rapidly is that neither type of store has
been able to improve their sales productivity, despite inflation.
The relatively level productivity of sales per square foot of selling
space indicates a declining physicalvolume of goods in relation to
space.

TABLE VIII

Sales per Square Foot of Selling Space Discount
Year Discount Department Advantage
1966 $64.98 $86.00 $(21.02)
1967 71.62 90.00 (18.38)
1968 71.28 84.00 (12.72)
1969 66.42 82:51 (16.09)
1970 63.72 83.17 (19.45)

Decrease $(1.26) $(2.83)

It should be pointed out that when discounters opt for self-
service, they are, in effect, trading selling floor space for clerk
payroll and should be expected to produce lower sales per square
foot.

Advertising

Originally one of the cardinal rules of discount store operation, as
told to me by a leading pioneer, was “We will never spend over
1% of sales on advertising.”” He is now out of the discount
business.

TABLE IX

Advertising Cost as a Percentage of Sales Discourit
Year Discount Department Advantage
1966 2.10% 3.46% 1.36
1967 2.20 3.65 1.45
1968 2.07 3.59 1.52
1969 2.25 3.40 1.15
1970 2.59 3.30 0.71

Increase 0.49% (0.16)%

Net worth to total assets

This figure represents the percentage of the assets that are owned
or financed by the stockholders as opposed to other creditors
(vendors, loans, accrued expenses, etc.). Traditionally, a figure of
50% or higher indicates a strong companny. The further the
figure is below 50%, the weaker the company.

Both types of stores are using greater leverage—but one is getting
weaker while the other still represents a sound (formerly over-
capitalized) position.

TABLE X
Net Worth as Percentage of Total Assets .

Discount
Year Discount Department Advantage
1966 42.50% 63.27% (20.77)%
1967 39.24 59.27 (20.03)
1968 39.75 7192 (3L.77)
1969 38.95 73.29 (34.34)
1970 37.88 58.57 (20.69)

Decrease (4.62) (4.70)

RThought: In an inexorable manner, the figures for discount
stores move closer to those of department stores. The turnover
figures are almost the same. With a little more improvement by
the discount stores, their stock shortage figures may approximate
those of department stores—despite their self-service format.

Expenses are rising significantly faster for discounters—which is
forcing upward their gross margins—but not fast enough. Ex-
penses are rising greatly because ‘discounters are more and more
often seeking the same type of store location as the department
store—an undertaking the same kind and volume of advertising.
The days of 1% for advertising and a low-cost, off-beat location
are gone.

The impact on profits as a return on net worth has been particu-
larly great—although 1970 must be classified as an unusual year
for larger discounters. Even with a recovery in 1971 and later
years, the days when these large discounters can earn double the
return on net worth that is earned by large department stores will
never come again.

The growing emphasis by retailers on credit (see RT January
1972 “Re-inventing the Wheel) will be the final straw that will
force the capital structure of discounters to become similar to
department stores (Table X) which, in turn, will require a higher
profit as a percentage of sales (Table III) just in order to produce
a return on net worth equal to department stores (Table IV); and
to do this will require a gross margin very close to that of a
department store (Table 1) because of a very similar expense rate
(Table II).
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A Bargain Ad Doesn’t Have to Look Cheap

The worst thing about most price-oriented
ads is that they look like price was the major
consideration in preparing the ad. Where does
it say that if you're advertising a bargain your
ad has to look like it cost next to nothing.

Ohrbach’s, the New York store that has suc-
cessfully maintained both its fashion image and
its bargain image, has long approached news-

paper advertising in an inventive and realistic
way. Realistically because they appeal to a cus-
tomer who may be bargain hungry but whom
they recognize also as sophisticated enough to
be turned off by ugly layouts and design.

The ads reproduced here were prepared by
Doyle, Dane, Bernbach. They are in keeping
with Ohrbach’s unconventional viewpoint.

“Dear Ohrbach’s: How can I put new jackets on my
kids backs without losing the shirt off mine?”

—Budget Minded Mama

Dear Blldg(‘[ Minded: Dress up your kids without leaving your wallet bare in our wet-look spring jackets.

They’re washable 100% nylon, sportily stitched in a contrasting color. (A) Snap front with notched lapels.
Buckled pockets and waist. Navy, royal, brown or black. Sizes 8-18,$2.99. (B) Zipper front with snap packets.
Navy, royal, brown or black. Sizes 8-18,$2.99. (C) Snap front, snap pocketed Drizzler. Navy, red, blue or purple.
Sizes 7-14, $3.99. Young jr. sizes, $5.49. (D) Snap front, elasticized waist. Navy, blue, white or red. Sizes 4-14.
$1.99. So bring the kids to Ohrbach’s. Our prices can give even a budget minded Mama, peace of mind.
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Love,Ohrbachs.

P.S. I’s what you get for the low price that counts,
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Narrowing Gap?—A Comparison of Top Discount
And Conventional Store Operating Statistics

(Reprinted by special permission from “Retailing Today.” edited by Robert Kahn. a
monthly newsletter and journal of opinion relating to the current retail scene.
Annual subscriptions at $10 the year may be secured by writing to “Retailing
Today.” P.O. Box 343. Lafayette, Cal. 94549.)

There used to be a story about the younger generation—that there was less and less
difference between the boys and girls—but thank goodness for that small difference. The day
is approaching when objective observers will see little difference between department stores
and discount stores, yet both parties may well say “thank goodness for that little difference.”

For many years the department stores have had their financial measuring stick; first the
Harvard Report and now the F.O.R. (Financial and Operating Results of Department and
Specialty Stores) published by the National Retail Merchants Association. The Mass Retail
Institute has sponsored the publication of ‘‘Operating Results of Self-Service Discount
Department Stores” by Cornell University. Although *Retailing Today'' has long felt that such
publications hurt their industry by concentrating the attention of businesses on being average,
they do provide a basis of comparison.

The largest size category in the department-store report is over $50,000,000. In the most
recent F.O.R. report, 34 such firms with a combined annual volume in excess of $4%-billion
sales provided figures. The largest size category in the discount-store report is over
$100,000,000. In the most recent report, 18 such firms were in this category.

Comparing the figures for these two groups of large companies for the past five years
produces strong evidence that some of the differences between them are disappearing. But
before looking at the figures, it is necessary to point out some limitations of this comparison:
1. Some of the differences reported arise from varying definitions used in developing the
reports; but since the definitions remained constant through the five years, significance can
be drawn from the relative changes rather than the absolute differences.

2. The size of the reporting group of department stores has remained relatively stable through
the five years, but the number of discount-store firms has grown materially (from 11 firms to
18in just the last year alone) with the result that some of the figures for discount stores in the
earlier years may be less reliable.

3.The reporting stores are not known, so it may well be that only poor operators are reporting
and the datais not typical; or it may be that only good operators are reporting and the data is
also not typical. -

With these caveats clearly set forth, let us now proceed to an analysis of the disappearing
difference. :

Gross Margin

The major emphasis of the discount stores is lower price for the same quality. Assuming that
each group has the economic power to buy on an equal basis, the gross margin is a good
measure of the relative pricing.

TABLE 1 :
Comparison of Gross Margins ... ...~
Year Discount Department Advantage
1966 2531% 37.76% 12.45%
1967 2439 3840 1401
1968 2693 38.85 11.92
1969 27.76 39.30 11.54
1970 27.98 3954 11.56
Increase 267 1.78% :

Although the spread in percentage points has declined only slightly, discount stores are
showing a faster increase in gross margin than are department stores.

Total Expenses

This is what usually forces a firm to increase gross margins. Here the pressure has been
even greater on the discount stores.

TABLE I
Comparison of Total Expense Rates
Year Discount Department Advantage
1966 19.32% 29.96% 1064%
1967 1824 31.35 1311
1968 2132 3053 921
1969 20.72 31.69 1097
1970 2228 3197 9.69
Increase 296% 201%

Net Profit on Sales

To many people, the proof is in the profit. The most frequent profit figure cited is that in
relation to sales—as a percentage of sales. This is what the reports show:

TABLE IlI
Comparison of Net Profits as % of Sales’
Year Discount Department Advantage
1966 187% 3.16% (1.29%)
1967 232 281 (0.49)
1968 168 304 (1.36)
1969 1.27 274 (147) .
1970 061 272 (2.11)
Decrease (1.26) (0.44)

Here the department store is clearly showing a better performance. Profit rates for the large
discount firms have been declining steadily for the past five years.

Net Profit'on Net Worth

This is the true test of profitability. How much money did the business make in relation to the
money made available by the stockholders? For years, department stores have been relatively
poor performers, when compared with food, promotional drug, and discount chains. But times
do change.

TABLE IV
Comparison of Net Profit on Net Worth
Year Discount Department Advantage
1966 1947% 9.82% 9.65%
1967 1484 10.17 467
1968 1584 8.99 6.85
1969 11.58- 774 384
1970 561 7.64 (2.03)
Decrease (13.86) (2.18)

The year 1970 may have been a disastrous year for discounters doing over $100,000,000,
but it may also represent swallowing some overoptimistic profit figures reported in prior years.
Not until 1975 will we be able to put 1970 into perspective.

One of the reasons discounters have been able to show a much higher return on net worth is
that they do not have to provide capital to support accounts receivable (which, in larger
department stores, involves more dollars than does inventory, and which is never partially
funded by the vendors through the accounts payable). The number of discounters
experimenting with credit is increasing.

Stockturns

Because of limited assortments of fast-selling items, the original discounters were reputed
to get fantastic turnover rates. In the early 1950s, many discounters were operating with no
working capital! But all of that has changed; remove the column headings and it is hard to tell
a discount figure from a department-store figure.

TABLEV
Stockturns
Year Discount Department Advantage
1966 4.0X 34X 06
1967 39 36 03
1968 37 33 04
1969 26 33 03
1970 34 32 0.2
Decrease (0.6) (0.2)
Shortage

The debartment stores are the ones who have worked longest with the retail method and
should know best how to control it; but it appears that the cost of shortages became

- unbearably. high sooner for discounters, and they have made:great:progress limiting the

protiem,
TABLE VI
Inventory Shortage
Year Discount Department Advantage
1966 3.0% 18% 12
1967 31 18 13
1968 41 18 (2.3)
1969 : 35 ar (1.0)
1970 31 24 (0.7)
Increase 0.1 06

Occupancy Cost

One of the cost savings that the early discounters had was that they used abandoned
factories or remote locations, not requiring heavy foot traffic to produce volume. Now
discounters are looking to shopping centers as the location of future stores. And with the
passage of time, their occupancy cost per square foot has been rising rapidly: (Note: Do not
place too much emphasis on the absolute dollar amounts since the two definitions differ.)

d TABLE VII ?
Occupancy Cost Per Sq. Ft. of Selling Space

Year Discount Department Advantage

1966 $2.39 $3.20 $0.81

1967 3.18 381 063

1968 361 3.26 (0.35)

1969 351 332 (0.19)

1970 392 3.78 (0.14)
Increase 1563 $0.58

Sales Per Square Foot of Selling Space

One of the reasons that occupancy costs per square foot 8f selling space have been rising so
rapidly is that neither type of store has been able to improve their sales productivity despite
inflation. The relatively level productivity of sales per square foot of selling space indicates a
declining physical volume of goods in relation to space.

TABLE VI
Sales Per Square Foot of Selling Space

Department

Year Discount Advantage

1966 $64.98 $86.00 $(21.02)

1967 7162 90.00 (18.38)

1968 71.28 84.00 (12.72)

1969 66.42 8251 (16.09)

1970 63.72 83.17 (19.45)
Decrease $(1.26) $(2.83)

It should be pointed out that, when discounters opt for self-service, they are, in effect,
trading selling floor space for clerk payroll and should be expected to produce lower sales per
square foot.

(continued on page 19)
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Times Square Stores to

Float 1st Public Issue

BROOKLYN, N.Y.—Times
Square Stores, Inc., now floating its
first public issue, had sales of
$150,371,424 last year, the

prospectus reveals. The chain, *

headed by George Seedman, has
nine very large discount stores,
two bicycle distributing companies,
and seven specialty stores offering
automotives, hardware, sporting
goods, and other hardlines.

The 1970 total compares with
$86,494916 grossed during the
precedjng year. The 1970 figures
include the results of three stores
in Puerto Rico and two on Long
Island, N.Y., it acquired in
February, 1970, with the purchase
of all outstanding stock in Retail
Center of America from National
Industries, Inc.

All of the TSS department stores,
with the exception of a 60,000-
square-foot unit in Puerto Rico, are
more than 130,000 square feet in
area. The largest, in Hempstead,
Long Island, has an area of
240,000 square feet. It operates
most of the departments selling
hardgoods, including automotive
supplies, housewares, major and
traffic appliances, home en-
tertainment products, juvenile
furniture, hardware sporting
goods, toys, paint, giftware, lighting
fixtures, and plumbing supplies.

The company also operates the
children’s wear departments in six
stores. Women's apparel depart-
ments are operated by the Lady
Rose division of Masters, Inc. Erie
Clothing operates the men's and
boys' wear department. Rosen-
baum Handbags is the licensee for
the handbag and fashion ac-
cessories departments. Cosmetic
and drug departments are
operated by William  Wolf. Shoe
departments are shared by the
Berland division of Genesco and
Kinney's Stylco division.

In the home goods areas not run
by TSS, Dean floor covering, New
Jersey, operates the floor covering
departments, and Highway Tex-
tiles has the domestics and piece
goods departments.

George J. Seedman, 75, founder
of the chain, is president,
treasurer, and a director. In 1970,
he was paid a salary of $90,000,
according to the prospectus.
Harold R. Dietz, 53, an, executive
vice president and the founder’s
son-in-law, was paid $50,000 in
1970. Another executive vice
president (the company has two),
Edward Ross, received $37,000.

Bear, Stearns and Company is
the underwriter for the offering.

Neisner Adds
To Bank Line

ROCHESTER, N.Y.—Neisner
Brothers, Inc., has increased its
lineof credit with eight banks from
$12 to $15,000,000 at lower rates
of interest, Melvin B. Neisner,
president, announces.

Under an earlier arrangement
Neisner received funds through
the revolving credit agreements at
.5 per cent above the banks’ prime
rates, and paid .5 per cent com-
mitment fee on unused available
credit.

Under the new agreements, the
loans will be made at the banks'
prime rates without the com-
mitment fee on the unused portion
of the line of credit.

A New Board
At Atlantic

- NEW YORK, N.Y—A
restructuring of the board of
directors and management of
Atlantic Department Stores, Inc.
(OTC), was announced following
the successful Exchange offer,
which gave Heck's, Inc. (ASE), a
West Virginia, Kentucky and Ohio
discounter, 66 2/3 per cent of
Atlantic’s outstanding shares.

Elected as president and chief
executive officer was Ray O.
Darnall, vice president of Heck's.
Darnall replaces Sidney Mittleman,
who resigned as president, chief
executive officer, and as Atlantic
director. Mittleman, however, will

remain an employee of the com- -

pany.

Ronald deFusco was re-elected
executive vice president of
Atlantic, assistant to the president,
and was re-elected a director,
positions he previously held.

Also elected as new directors of
the company, whose board was
expanded from six to eight, were
Ray Darnall; Fred Haddad,
president of Heck’s, Inc.; Russell
Isaacs, treasurer of Heck's;
Douglas R. Cook, vice president-
merchandising for Heck's; H.G.
Shaffer, Jr., secretary of Heck's;
and Gerald Eppner of the law firm
of Reavis & McGrath, Esgs. Gordon
E. Cadwgan, of the investment
banking firm of G.H. Walker &
Company, was re-elected an
Atlantic director.

Resignations as  Atlantic
directors were accepted from
Sidney Mittleman; Harold Fein;
Paul Bonynge, Jr.; and Theodore
Ellsworth. Fein, though having
resigned as a director, will remain
a vice president of the company.

Wal-Mart Offers
720,000 Shares

BENTONVILLE, Ark—Wal-Mart
Stores. Inc., announced filing of a
registration statement with the
Securities and Exchange
Commission  covering the
proposed public offering of
720,000 shares of common stock.
White, Weld & Company and
Stephens, Inc., were named
managers of the underwriting
group.

Of the shares offered, 400,000
are being sold by the underwriters
upon the purchase and exercise by
them of a warrant held by a
warrant-holder.

The net proceeds to the
company will be used to retire
short-term debt and to augment
working capital for general
corporate purposes, including the
opening of additional stores.

Wal-Mart Stores, Inc., with
principal offices in Bentonville,
operates 53 retail stores in
Arkansas, Kansas, Louisiana,
Missouri, and Oklahoma. Of these,
41 are discount department stores
operated under the name Wal-
Mart Discount City; 6 are
expanded variety stores under the
names of Walton's Family Center

‘or Ben Franklin Family Center;

and 6 are variety stores under the
Ben Franklin name.

FINANCIAL

Annual Report
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(continued from page 16)

M.H. Fishman

NEW YORK, NY.—The MH.

Fishman Company (AMEX)
operators of 56 discount
department stores and variety
stores doing business under the
names of Mason's, Fishman and
Centers, reported sales of
$70,198,360 for the year ending
December 31, 1971, compared
with $66,479,168 for the same
period last year, showing an
increase of 5.5 per cent.

Net earnings for the year
amounted to $1,277,881 or $1.10
per share on 1,165,144 average
number of shares, as compared
with $1,269,972 or $1.09 per share
on 1,161,816 shares outstanding
in the previous year, adjusted for a
5 per cent stock dividend paid on
July 12, 1971.

Mammoth Mart

NEW YORK, N.Y.—Despite some
economic soft spots in New
England where Mammoth Mart has
most of its discount stores, that
chain looks to a good 1972
Chairman Max Coffman told New
York analysts. The growing Boston
Baby division has certain costs of
absorption and also does not make
significant contribution until the
second half, with its big lines of
toys and leisure goods, Coffman
says.

According to Max Coffman,
subject to final audit sales for the
year ending January 29, 1972,
were  $130,000,000, up
$20,000,000 from the
$110,000,000 of the prior year. Net
income after taxes is estimated at
$3,800,000, which compares with
$3,400,000 a year earlier.

Fully diluted earnings a common
share are estimated at $1.01 for
1971-72 equivalent to the $1.01 a
share earned the prior year. Per
share earnings in 1971-72 are
based on a larger average number
of shares outstanding than was the
case in 1970-71, 3,763,000 shares
versus 3,319,000 shares.

King's

NEWTON, Mass.—King's
Department Stores, Inc., said
operating income for the year
ending January 29, climbed to
$8,200,000, or 96 cents a share,
from $7,300,000, or 85 cents a

share, in the prior year.
The company expects operating

income to increase during the |

current fiscal year “somewhere in
the range of 12 per cent” from last
year, according to Nathan
Greenberg, financial vice president
and secretary.

The chain recorded net income
for the year of $8,900,000, or $1.03
a share, after extraordinary income
of $639,000 from utilization of a
tax carry-forward. Greenberg
expects “about the same” tax
carry-forward in the current fiscal
year.

He had predicted sales would
increase about 10 per cent from
last year's $223,200,000. Last
year's sales were up from the
previous year's $216,900,000.

Discount Stocks in Review- April, 1972

Pullse off tlhe Miarket

Today's a Good Day
to Subscribe to
Modern Retailer

® New York Stock Exchange

Allied Dept. Stores (Aimart, J.B. Hunter)
Arlans Department Stores

Arlen Realty and Development

Cook United (Uncle Bill, Ontario)

Daylin, Inc.

Dayton Hudson (Target Stores, Lechmere Sales)
Diversified Ind. (Am. Leisure, Cons. Home Prod.)
Federated Dept. Stores (Gold Triangle, Gold Circle)

Food Fair (J.M. Fields)

Franklin Stores (Barker’s, Frandisco)
Gamble Skogmo (Tempo, Buckeye Marts)
Grand Union (Grandway)

Gray Drug Stores (Rink’s Bargain City)
Interstate Stores ( Topps, White Front)
Jewel Tea Company (Turnstyle)
King’s Dept. Stores

S.S. Kresge (K-Mart)

Krogers (Thriftmart)

Lane Bryant (Town and Country)
Lucky Stores (Gemco)

May Dept. Stores (Venture)

J.W. Mays

Melville Shoe Co. (Meldisco, Inc.)
Morse Shoe Company

Penn Fruit (Renels)

J.C. Penney (Treasury)

Revco Drug Stores

Sav)A-Stop

SCOA Industries (Mill’s)

Skaggs Co.

Unishops, Inc.

Vornado (Two Guys, Unimarts)
Walgreen’s (Globes Shoppers City)
White Cross

Woolworth (Woolco)

Zale Corp. (J.T.S.)

Zayre Corp.

® American Stock Exchange

Ames Department Stores

Barbara Lynn Stores

Belscot

Big Bear (Hart’s Family Centers)
Caldor, Inc. -
Cohen-Hatfield

Epko Shoe

Fabri Centers

Fabrics Mational (Garwood Mills)
Fedmart

Felsway

M.H. Fishman (Mason’s)

Forest City ;

Frank Nurseries

Gateway Sporting Goods

Gaylord’s National Corp. (Giant Tiger)
Giant Food (Super Giant)

Giant Stores

Gilbert Co.

Greenman Bros.

Hartfield-Zodys

Hecks

Jamesway

Jefferson Stores

Kenton Corp. (Family Bargain Centers)
Kuhn’s (Big K)

Mammoth Mart

Mangel’s (Shopper’s Fair)

Masters

Medco Jewelry

Miller Wohl (Welles)

Morton Shoe Stores

National Bellas Hess (GEX Superstores)
Neisner Bros. (Big N.)

Pamida, Inc.

Parkway Dist.

Sky City

Spencer Companies

Stop & Shop (Bradlee’s)

Stratton Group

Unexcelled, Inc. (Twin Fair, Fashion Fair)
United Dollar Stores

Volume Merchandiser

Wards Co.

® Over-the-Counter

L.S. Ayres & Co. (Ayr-Way)
Bazar, Inc. (Big C Stores)
Clinton

Dollar General
Howard-Gibco

K-B Marketing Systems (Kobacker Shoe)
Mars

Fred Meyer, Inc.

National Hardgoods
National Shoe
Parkview-GEM

Pay Less Drug

Petcoa

Rich’s, Inc. (Richway)
Rix, Inc. (Carter Overton)
Sage International

Silo, Inc.

Topsy’s International
United Overton

Wal-Mart

Weisfield’s, Inc. (Valumart)
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- Advertising TABLE X -
Net Worth as Percentage of Total Assests
Originally one of the cardinal rules of discount-store operation, as told to me by a leading  Year Discount Department Advantage
pioneer, was, “‘We will never spend over 1 per cent of sales on advertising.”” He is now out of 1966 4250% 6327% (20.77 %)
the discount business. 1967 3924 5927 (20.03)
1968 39.75 7152 (31.77)
1969 3895 73.29 (34.34)
__ TABLEIX 1970 3788 5857 (2069)
Advertising Cost as a Percentage of Sales Decrease (462) (4.70)
Year DisoomE Departmeont Advantage COﬂCIUSiOﬂS :
ig 5;8/" gg‘; % iig % In an inexorable manner, the figures for discount stores move closer to those of department
1968 2'07 3‘5 9 1‘5 2 stores. The turnover figures are almost the same. With a little more improvement by the
1960 2'25 : ¢ discount stores, their stock shortage figures may approximate those department stores,
s e s oy,  espite their self-service format. ,
e 0:49 % (O..16%) : Expenses are rising significantly faster for discounters, which is forcing upward their gross

margins, but not fast enough. Expenses are rising greatly because discounters are more and

Net Worth to Total Assets

This figure represents the percentage of the assefs that are owned or financed by the
stockholders as opposed to other creditors (vendors, loans, accrued expenses, etc.).
Traditionally, a figure of 50 per cent or higher indicates a strong company. The further the

figure is below 50 per cent, the weaker the company.

Both types of stores are using greater leverage, but one is getting weaker while the other

still represents a sound (formerly overcapitalized) position.

more seeking the same type of store location as the department store, an undertaking
requiring the same kind and volume of advertising. The days of 1 per cent for advertising and a
low-cost, offbeat location are gone.

The impact on profits as a return on net worth has been particularly great, although 1970
must be classified as an unusual year for larger discounters. Even with a recovery in 1971 and

later years, the days when these large discounters can earn double the return on net worth
that is earned by large.department stores will never come again.
The growing emphasis by retailers on credit will be the final straw that will force the capital

structure of discounters to become similar to department stores (Table X) which, in turn, will
require a higher profit as a percentage of sales (Table 1ll) in order to produce a return on net

worth equal to department stores (Table IV); and to do this will require a gross margin very

close to that of a department store (Table |) because of a very similar expense rate (Table H).

Quick Openers

CHICAGO, ll.—Venture
Department Stores is reportedly
planning to open five outlets here
in 1972. Sites have not yet been
disclosed, but two of the locations
are expected to be in Chicago’s
western suburbs. Venture opened
its 11th store recently in Kansas
City, Mo. The three-state chain is a
division of May Company, St. Louis.

JACKSON, Mich—An eleven-
acre site has been chosen by K-
Mart for its second store here, to
be opened fate-this yearor earlyin
1973. This will be the company’s
second store in Jackson and will
house an 84,000-square-foot
discount unit and a 21,000-square-
foot grocery area. The site chosen
is West Argle and North Wisner
Streets.

ITHACA, N.Y —Mammoth Mart's
50th discount store was opened in
Ithaca recently on Triphammer

NASHVILLE, Tenn—Plans for
four more Kuhn's-Big K Stores
were unveiled recently. They will
be located in Springfield and

- Cleveland, Tenn.; Selma, Ala.; and
Owensboro, Ky. Twenty-one new
stores in the next two years are
planned, according to company
officials, twelve this year and nine
more in 1973. These represent a
90 per cent increase in discounting
space by the company. Big K now
has 32 units in operation.

o BUTLER. - Pa-The major

occupant of the new shopping
center to be constructed here will
be a Zayre, it was announced. The
center will be on Route 422 and
Alameda Park Road and will be
developed by the M&M
Investments Company in
Greensberg. The Zayre unit will be
built to company specifications and
will be the eighth Zayre outlet in
the state. Other company locations

shopping complex with a Nichols’
Discount Department Store as its
chief tenant will be constructed
here. The site chosen is property
on Wayne Memorial Drive
adjoining the Wayne Medical
Complex. Realtor George Vann, the
site’s developer, has said that the
site is tentatively scheduled to
include a restaurant-motel, a bank,
a supermarket, and other. retail
outlets.

BAYAMON, Puerto Rico—A
70000 square foot  Barker
Department Store is one of the
units to be constructed here as
part of a new shopping complex.
Forty stores in all, including a
Pueblo Supermarket and an 8,000-
square-foot Western Auto, will be
part of the center being developed
by the Commercial Properties
Development Corporation, Baton
Rouge, La. Construction is
scheduled to start in October of

located in Sumter, S.C.; Richmond,
Va;; and Wallace, Monroe," and
Elizabeth City, N.C. The company
now has 114 stores in operation
and plans to have 11 more open by
the end of the year.

WHIPPANY, N.J—Hamilton,
Bermuda, has been selected to be
the next site for a Channel Home
Center. The size of the new unit
has not yet been announced, but
Channel officials say the move will

give a Bermuda slant to

merchandising in several of their
other outlets. Some of their
mainland stores will soon be
featuring Bermuda Boutiques that
sell island giftware. In addition to
the Channel in Bermuda, the
company plans to open three
additional units this year, bringing
the chain to 21 outiets.

NEW YORK, N.Y.—The

ROBERT KAHN, C.M.C. is a
widely known retail consultant
and member of an old-line San
Francisco area merchant
family. He is publisher of
“Retailing Today.” a widely
circulated newsletter which
often makes observations
relating to the discount-store
scene. Kahn received a B.A.
cum laude from Stanford
University and an M.B.A. from
_the Harvard School of Business

inistration. From 1940 to

1956, he worked his way up the
executive ladder in the
department-store field and. in
1956, he founded the consulting
organization Robert Kahn &
Associates, Lafayette, Cal. He
is a consultant to fifteen major

~ clients. most of whom are in

the department-store field. In
addition to “Retailing Today.”
he also writes a column on
consumer economics for West
Coast newspapers called “Pro

Road. It marks another step  in Pennsylvania are the Pittsburgh 1972 and be completed by August  jamesway Corporation will open a = : :

outside the company's traditional area (5), Philadephia, and Wilkes-  of 1973. 50,000-square-foot  unit  in ::mll(:}:l-m oI!Ie }: sc:i:::x:du:gf
New England trading area. The Barre. . Greensville, Pa, earlynext fall. The  Management Consultants and
60,000-square-foot unit, part of a CHARLOTTE, NC—Family  iramodern structure will be currently serves as vice

125,000-square-foot mall, is
Mammoth Mart's first venture into
New York State.

TOTOWA, N.J—Another Shoe-
Town store, this one a 7,500-
square-footer on Route 35 at
Eatonville Circle, has been opened
by the Felsway Corporation. The
new unit brings to six the number
of Shoe-Towns that have been
opened in this fiscal year. Current
plans call for 22-25 more units
durings fiscal 1972-73.

ROCHESTER, N.Y.—Neisner
Brothers, Inc., has signed a lease
for a 55,000-square-foot Big N
department store to be
constructed in the Big N Plaza,
Route 19 and Buffalo Road
Warsaw. A Big N food market and
other facilities will be included in
the site, which is scheduled to start
building soon.

BRICK TOWNSHIP, N.J—This
New Jersey Shore community will
be the site of the largest home-
improvement center the Rickel
Company has yet constructed—a
90,000-square-footer.

The center, on a nine-acre site on
Chambers Ridge Road, is
scheduled to open late this
summer. Developer is the
Alexander Summer Company of
Newark.

GOLDSBORO, N.C—If the
Planning Commission gives its
approval, a new 22.6-acre

Dollar Stores, Inc., has opened five
new stores in this area since the
beginning of this year. They are

sited on Route 358, east of

“Greenville, and will be the anchor

store of a new shopping center.

president and trustee of the
Association . of Management
Consultants.

4

and so are their parents)
Great traffic builders. Great profit builders. They are
when you sign up for an EPL in-store child photegraphy promotion
... we pay for 100% of the advertising . . . we provide professional
staff and a great product . . . we guarantee customer satisfaction

and goodwill . . . we give you big commissions. Call our Sales Pro-
motion Manager collect today at (203) 283-5861. You'll learn how

great kids can be for your business.

s

t h' Lahs lnc 34 Electric Ave., Thomaston, Conn. 06787
- - as ern n ngrap lc g s National Leader in Quality In-Store Child Portraiture
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Giant’s Back-to-School Promo Sings
‘Happy Days Are Almost Here, Mom!”

CHELMSFORD, Mass—August
through the middle of September
is a peak season for discount
apparel sales. ‘‘Back-to-school
sales run at least 10 to 15 per cent
ahead of Christmas, with girls and
boys generating the greatest
volume,” expresses Dick Lesser,
merchandise manager of softgoods
at Giant Stores.

All departments, not just ap-
parel, fair well during the back-to-
school season. Explains Lesser:
“Sales in stationery; sporting
goods; small appliances such as
radios and electric coffee pots;
and domestics, where we sell
sheets and towels to kids going off
to prep schools and colleges, are all
substantially increased.” But the
major thrust of Giant’s back-to-
school promotion centers around
campus apparel and children’s
fashions. “‘The other departments
receive the spin-off from these
promotions as a matter of course,”
says Lesser.

PROMO DETAILED

In a conversation with Wes
McDonough, director of ad-
vertising, Giant's back-to-school
promotion was explained as
consisting of point-of-purchases,
print, and radio advertising. Direct
mail receives the major emphasis,
beginning with a circular in early
August, which is, according to
McDonough, “a ten-page cross-
breed of summer clearances and
pre-back-to-school apparel
commingled with hardlines.”

This initial circular is only one-
third back-to-school, while Giant's
major back-to-school promotional
piece—a ten-page circular that
appears the first week of Sep-
tember—devotes over 60 per cent.
“That first week of September is
when it's time for the hard sell. If
we don't catch them then, we
never will,”” emphasizes Mc-
Donough.

Though the format and layout is
similar to other Giant circulars, the
back-to-school concept has been
altered to appeal to mothers in-
stead of the kids. “Many chains try
to appeal to the youngsters, but
they're not the ones reading the
circulars. They may make their own

s "“"i).. e
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5th Gee Bee‘at

WALL DECORS. as well as supergraphics.

Dick Lesser

decisions when they get in the
store, but you need mother’s help
to get them that far,”” says Mc-
Donough. In Giant’s back-to-school
campaign last year, new emphasis
was placed on appealing to the
parents with such slogans as
“Happy Days Are Almost Here
Again” and “No More Eight Kids,
One Dog, No TV, and a Rainy
Summer Day!”

Though Giant does not frequent
the local newspapers as often as
some chains (placing their major
emphasis on direct-mail circulars
instead), they do highlight back-to-
school for fourteen days scattered
throughout the month-and-a-half
long promotion in all local papers.
The ads, which generally run one-
half page and more, have been
strictly black and white until this
year. “We have recently begun
playing_ with_some color_and 1
expect that we'll use it frequently
in our back-to-school ads” com-
ments McDonough.

Where the chain attempts to
saturate the back-to-school market
is in radio. For a month-long
period, beginning the second week
of August, McDonough takes thirty
to fifty spots per station, with a
total of about forty per week
“When we use radio, we go no
holds barred. It's either total
saturation or nothing.” Depending
on the decision of the local store
managers, the radio spots are
either institutional or institutional
with a bridge for items. Again, all
advertising is aimed at the mother
of the house.
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Natrona

are utilized

extensively to identify departments in the new 100.000-square-foot
Gee Bee Discount Department Store in Natrona Heights. Pa. Note

backgrounds for

records and men’s

clothing and also

supergraphics in the Action Alley. young people’s apparel section.
The Gee Bee store is the first phase of the new Highland Mall. first
enclosed shopping facility for the Allegheny Valley. A sixth Gee
Bee is to open in Uniontown. Pa.. this coming July.

~

Wes 'McDonough

Last year, Giant Stores initiated
a merchandise presentation and
display department. “They have a
workshop upstairs where they put
together elaborate displays for
major promotions, photograph
them and wnte up how-to in-
structions to be sent out as kits to
the stores,” describes McDonough.
For the back-to-school promotion,
McDonough places strong em-
phasis on only one or two vocal
points, steering clear of the little
dribs and drabs many chains
scatter throughout their stores.

“Last year, we had major
displays for the little kids and
campus age youth, strong
elaborate displays centered in
prime locations of the various
departments” The displays were
an accumulation of stationery,

accessories, footwear, and apparel
to accentuate all areas of back-to-
school. “In our more modern
stores, which have been designed
to accommodate window displays,
we tied in the back-to-school
fashions,” mentions McDonough.

For Fall 1972, considerable
adjustment is being made to
Giant's back-to-school promotion.
“The campus and high school
fashions have become so basic in
the past couple of years that our
'72 back-to-school promotion will
probably revolve around jeans and
skinny-rib tops,” says Lesser. What
direction this promotion will ac-

" tually take is still undecided, “but

we'll definitely need some kind of a
gimmick to get the kids involved in
back-to-school this year.”
Fortunately, in the children’s
market there is still a call for the
dressier fashions. ““But the campus
crowd doesn’t even buy two or
three pairs of jeans each fall. They
wear what they have until they get
holes in the knees and then that
makes the jeans even more
valuable,’ says McDonough.
Lesser anticipates making up for
the lack of sales in dress-up items
with tops, accessories, and big-
ticket items such as coats.
Continues McDonough: “We've
recently hired a special events
director who will be planning
special programs to attract and
entice the back-to-school customer
and his parents. And you can bet
that special attention will be given
to the blue jean campus crowd.”

Value House
Enters N.J.

PARAMUS, N.J—Value House,
said to be currently the largest
discount catalog showroom in New
England, is moving into New
Jersey. The Garden State is the
home of its parent, diversified
Supermarket General Corporation.

In addition to opening a large
catalog showroom here in early
1973, the Lewiston, Me.-based
chain also announces a 40,000-
square-foot location this fall in the
Essex Green Shopping Center. A
Portland, Me., unit, now at 20,000
square feet, will expand to 26,000
square feet.

In Walla Walla,

A Replacement

PORTLAND. Ore.—A recent new
store opening announcement by
President E. Hart of Pay Less Drug
Stores. Inc.. illustrates the radical
change that has taken place in the
drugstore field in recent years.

Hart announced that his
company will open four new stores
this year. These stores, all
averaging around 45000 square
feet. will be located in Redding,
Cal., and in Longview, Port
Angeles, and Walla Walla, Wash.
The 46.000-square-foot Walla
Walla suburban parking-lot store
will replace a 5.000-square-foot
Downtown Pay Less unit.

And when you replace other
units with store plants nine times
their predecessor’'s size, you are
talking about a full-fledged self-
service discount central checkout
store of which the drugs-
prescriptions is only a part.

Shopping Carts Tested as Ad Medium

NEW YORK, NY—An unusual
point-of-purchase advertising
program that is a potential
revenue raiser for discounters is
being tested now in selected
supermarkets in Upstate New
York. The program, which uses
conventional shopping carts to
beam ad messages to customers,
was started February in twenty P &
C supermarkets in Syracuse,
ithaca, Geneva, and other cities.

“We should be doing some
exploratory testing in discount
stores before the end of the year,”
relates Bruce Failing, president of
marketing firm ActMedia of
Westhampton, N.Y_, which initiated
the program. Failing maintains
that supermarkets and discount
chains have nothing to lose and

' everything togainby leasing the air

space above their shopping carts.

He estimates that a 100-store
supermarket chain doing about
$35,000 per store a week could
earn between $50,000 and
$60,000 a year in ad revenue. “lt's
found money for them basically,”
says Failing. ““There's no
investment on their part except
the few minutes it takes a clerk to
change the advertising message
every thirteen weeks. There is no
maintenance and no expenses are
nvolved.”

This is how the system works:
ActMedia leases the space from
the chain and. sells it, in turn, to
companies such as Reynolds Metal
or General Foods through the ad
agencies. The agencies supply the
artwork and ActMedia handles
printing and distribution of cards
to the stores. Payment to a chain is
determined by number of cash-
register transactions per week ($7
per thousand transactions for
space on the inside of the cart
facing the customer; $5.50 for
outside space).

|
!

The ad message itself is fitted
into a polypropylene displayer
which attaches to the top of a
conventional shopping cart. Each
displayer pops into vertical
position when the shopper takes

her cart from the nesting rack and -

retracts automatically when it is
returned. The displayer holds two
four-color ad  messages of half-
page magazine size, one facing the
customer and one facing her fellow
shoppers.

AN EXAMPLE

For example, a woman shopping
a P&C store recently in Syracuse,
N.Y., shopping center might have
found herself eyeball to eyeball
with a Johnson & Johnson ad for
its Shower to Shower woman's
body powder, advising her that:
“You Stay Fresh Longer.”

All together, twelve products
from different manufacturers,
ranging from body powder to apple
pie, are being tested by a team of
graduate students directed by Dr.
Wendell Earle, professor of

marketing, New York State College

of Agriculture, at Cornell
University. Dr. Earle is a director of
P&C and a consultant to the
National Association of Food
Chains.

Recently, Earle and a group of
his students conducted 500 on-
the-spot interviews with
Supermarket - customers to find
out their reactions to this
particular form of advertising.
“They wanted to find out if
customers would resent it,” Failing
relates. “They reported that out of
the 500 interviews, there was not a
single complaint.”

Failing sees this brand of
advertising as an essential part of
a total advertising package,
including newsprint and radio.
“It's not intended to be a
replacement; it's a supplement.
There's always been a gap in
advertising from the time a woman
turns off her car radio until the
time she gets to the checkout. Now.
advertisers will have a last shot at
her while she does her shopping.”
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CAN'T THE BETTER BUSINESS BUREAU
FIND HONEST FIRMS?

RT has maintained for many years that if the Council of Better
Business Bureaus is to establish any credability with consumers at
large it is going to have to restrict representation on their Board
to firms that have a clean record. President H. Bruce Palmer
disagrees with this concept—he thinks that because a company is
“dinged” for violating the law that should not prevent it from
posing as a staunch advocate of the self-discipline of business—
and garnering the glory of high position within the BBB.

RT has made a partial check to determine the quality of the
present representation among the directors of the Council of
BBBs.

R.C.A. has agreed with the F.T.C. to drop some of the claims
they made for their “Non-Smear Color TV’ and to discontinue
the TV ads which misrepresented the capability of the sets.

“ears Roebuck has sold ‘““Made in Hong Kong” sweat shirts that
J'd not meet the standards of the Flammable Fabric Acts. Their
' All-State Insurance subsidiary was found guilty by the Maryland
Insurance Commissioner of discriminating against inner city
residents in the sale of auto insurance and was fined $12,000. In
Delaware All-State was fined $1,000 when a policy was cancelled
because an investigator reported an insured as a “moral risk” and
as having a “bar” in his home, on the basis of finding him
drinking beer and watching TV when the investigator called, and
because of a single drunken driving arrest 12 years earlier.

General Foods has changed their advertising of “Toast’em
Pop-Ups” as a result of the FTC disclosure that two pop-ups did
not have the nutritional value of 2 eggs, 2 slices of bacon and 2
slices of toast. Earlier General Foods had signed a ‘“voluntary
compliance” agreement with the FTC to honestly disclose that
“Orange Plus” was a frozen concentrate of imitation orange juice.

King-Seeley Thermos Co. (subsidiary of Household Finance
which is represented on the Board) signed a consent order that
they would discontinue their practice of creating catalogs with
ficticious retail prices on camping products—which they then
distributed to retailers helping the retailers to mislead the public.

Coca-Cola has been charged by the FTC with making false
nutritional claims for “Hi-C.”” The FTC considers the very name
“Hi-C” to be misleading.

General Motors (Parent of General Motors Acceptance Corpora-
tion which is represented) paid a $50,000 fine for producing
350,000 1970 Chevrolets that did not comply with legal
~ quirements for backup lights. RT feels that this fine of 14¢ a
424, plus the cost of the recall and the correction of the small
percentage of cars that will come in, may have been less th:'n
complying with the law in the first place.

Young & Rubican Co. had the honor (jointly shared with

ANOTHER VIEW

American doctors are studying accupuncture—an ancient
Chinese medical procedure. There are more things about
China that Americans could study—and a starting point
might be Confucius. During World War I, a man met a great
many chinese while working on the Liberty Bond cam-
paigns. After becoming friends, they introduced him to the
teachings of Confucius. As a New Year Greeting for 1922
he printed his favorite quotations—and RT hopes to pass
them on for another 50 years.

“When we see.men of worth we should think of equalling
them; when we see men of contrary character we should
turn inwards and examine ourselves.”

“Fine words and an insinuating appearance are seldom
associated with true virtue.”

“Do not neglect to rectify an evil because it may seem
small, for, though small at first, it may continue to grow
until it overwhelms you.”

“Those who are without virtue cannot abide long either in a
condition of poverty and hardship, or in a condition of
enjoyment. The virtuous rest in virtue; the wise deserve
virtue.”

“The superior man does not even for the space of a single
meal act contrary to virtue. In moments of haste he cleaves
to it. In seasons of danger he cleaves to it.”

“What you do not want done to yourself do not do to
others.”

“Let a man’s labor be proportionate to his needs. For he
who works beyond his sirength does but add to his cares
and disappointments. A man should be moderate even in
his efforts.”

““As riches adorn a house, so does an expanded mind adorn
and tranquilize the body. Hence it is that the superior man
will seek to establish his motives on correct principles.”

“Be slow in speech but prompt in action.”
“The superior man thinks of virtue; the small man thinks of
comfort. The superior man thinks of the sanctions of law;

the small man thinks of favors which he may receive.”

“The cultivator of the soil may have his fill of good things
but the cultivator of the mind will enjoy a continual feast.”

“I will not be afflicted at men not knowing me; I will be
afflicted that I do not know men.”




Chrysler Corporation) of being party to the first FTC consent
order for violating Truth-in-Lending. Their national advertising
offered purchase terms that were not customarily available
thiough Chrysler dealers.

New York Telephone Company (a subsidiary of American
Telephone and Telegraph, the parent company, which is repre-
sented) was publicly censured by the New York State Public
Service Commission for their failure to comply with an order to
improve the pay phone service in New York City. An investiga-
tion disclosed that 13% of the outdoor pay phones and 6% of the
ind:« or phones were out of order.

Macy’s leased space to a concession, Vigilant Protective Systems,
Inc., who was forced by the New York City Department of
Consumer Affairs to refund $125,000 on contracts because Vigi-
lant took advantage of non-English speaking purchasers and did
not advise purchasers of the right to cancel door-to-door sales
during the 3 days following signing.

Consolidated Foods (represented through a subsidiary—Electro-
Lux) has had serious problems with their Hollywood Brands
candy bars. The FDA found rodent hairs in some of the candy—
but because of administrative delays (no voluntary recall was
made by Hollywood Brands) much of the contaminated product
was sold before being recalled. In California 1,250,000 Pay Day
candy bars were found to be short weight—as much as %2 0z. in a
2 oz. bar—or 25%.

RT should point out that the following firms are represented on
the Board of the Council of BBB—and RT did not, in the limited
check of the past 2 years, find corresponding situations in which
they were involved: Whirlpool, Parker Pen, Bank of America,
Hearst Magazine, Zenith Radio, CBS, Johnson and Johnson,
Cowles Communications, Goodyear Tires, Kraftco, General Mills,
New York Life Insurance Co., General Development Corporation,
Los Angeles Times, Gannet Co., and Union Carbide.

It seems that the larger number of firms for which no violations
were found indicates that there are companies that, for extended
periods of time, can operate within the law. Common sense
would seem to indicate that the Council of BBB would pick their
directors from among such firms.

BUSINESSMEN IN PANIC

The following is quoted from a bulletin prepared by an
association of collection agencies, for distribution by the agencies
to their clients. It is based on HR 10835 (Holifield) and S1177
(Javits-Ribicoff) that would create a Consumer Protection Agen-
cy (which the writer of the bulletin has dubbed ‘““Big Brother
super-Agency’’).

“This Big Brother super-Agency could, through its powers, its
subpoena rights, publicity ability, by virtue of its sheer strength
and unlimited government funding—this tremendous bureaucracy,
on top of all existing bureaucracies, could control every facet of
business lift. Confusion, fear, uncertainty—a Big Brother Govern-
ment.

“Consumer activists probably now have the strongest lobby in the
country. One reason for its strength is the fact that the average
business man has shrugged his shoulders. He has not been aroused
to be alarmed as to what is happening to him.

“NOW IS THE TIME TO ACT. Write to your Senators—the two
of them. You can tell them that you are not a party of the
Business-Government Conspiracy against the Consumer; that you
want your right to stay in business; as a consumer, you don’t
want to be killed by over-protection.

“You, too, are a citizen and are entitled to the protection of the
Constitution.”
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ARE YOU MAKING PHOTOCUOPIES OF RT?

You will be interested in a recent decision handed down in a suit
brought by a Baltimore publishing house, Williams & Wilkins,
against the Department of Health, Education and Welfare. It
seems that HEW had subscribed to several W & W publications for
their libraries—and then their libraries made photocopies of
articles for distribution to the persons concerned with that
subject matter or requesting the articles.

Williams & Wilkins took a practical approach and suggested that
each of the HEW libraries should pay a reasonable, annual license
fee for the right to make single copies of articles. The
Commissioner hearing the case for the U.S. Court of Claims
upheld the argument that the photocopies constituted an
infringement of the copyright of the publisher.

RThought: At the price charged for RT, it is silly to spend time
and materials making photocopies—when several people should
have their own subscription. Just recently I was in a major bank
talking to one of the Vice Presidents when he commented on an
article he had just read in RT. I knew he was not a subscriber—
which explained the fact that the issue that had just been passed
on to him was over 2 months old! He could have had the same
stimulus 2 months earlier—with his own subscription.

NEWPROCESS—AGAIN

In March, RT reported on the advertising of New Process
Company under the title “New Process Company—Hot Stock,
Cold Advertising.” The complaint about the advertising of
mail-order slacks was the cheerful letter reading “I am taking it
upon myself to mail 2 pair ...” and the claim that the slacks
“look like $20 a pair slacks” (RT commented that they did
appear to have 2 legs, one waist, etc.).

RT has again heard from Mr. Blair—as follows “Within the next
few days I’m going to send 2 pair of our miracle new “JB” shoes
to your home—yours to try FREE—with my compliments.” The
second time around I knew what was coming—like paying too
much attention to the “FREE” and too little attention to the
word “try.”

On the back of the page comes the hooker—‘“Now, there’s just
one thing. I can’t send your shoes until you tell me your size,
which of the 5 handsome new styles you prefer and whether you
favor brown or black or some of each.”

And in between we find that “. .. best of all; even though they
look like $30 a pair, our price is only $15.95! That’s not for one
pair, but for TWO PAIRS!”’

And I agree with Mr. Blair that they do look like $30 a pair
shoes—they have soles and heels and lasts and uppers and insoles.
And since Mr. Blair says they are $7.97% a pair shoes I’'m willing
to admit that he must know his merchandise better than I do. I
think this is confirmed by their policy of not doing mail order
advertising within 50 miles of their home town.

THE QUALITY OF CORNELL RESEARCH

In the March 1972 issue (Unforgiving Business, Prosecuting
Deans) RT reported the comments of retired Cornell President,
Dr. Dean Malott, about the effect on industrial grants to Cornell
as a result of statements made by Cornell Professor Michael
Latham supporting the analysis made by Robert Choate of the
non-nutritional nature of prepared breakfast foods. Dr. Malott, of
course, is a director of General Foods—so his objectivity on the
matter is subject to close scrutiny.

Now we have an example of Cornell research that probably
pleases Dr. Malott. Internationally known Cornell Aeronautical
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A FEATURE REPORT

FINANCING THE 1970°s

Where will retailers go when the banks run out of money?

Many retailers have decreased their liquidity over the past 10
years. Current ratios have dropped. The ratio of quick assets
(cash, temporary investments and receivables) to current liabili-
ties has dropped. And the ratio of total liabilities to net worth has
increased.

This is possible only because of reliance on funds from other
sources—and the big “other sources’ is the banking system.

But what happens when the banking system itself goes for better
performance of their stock? This requires high dividends—and
increased leverage.

If inadequate capital funds endanger a retail business, won’t it
also endanger a banking system? The answer is yes—and the
future problems are reflected in the number of talks now being
given on the subject of meeting the banking needs through the
Seventies.

The bankers are often in the position of dictating to a business
the steps that should be taken to protect the business. The banks,
on the other hand, have a great deal to say about the Federal
Reserve Bank which is their major regulator.

T would like to suggest that one of the ways in which banks
wuld help insure the availability of funds during the Seventies is
by protecting their lending capacity and safety—by maintaining
their ratio to total resources.

And this could be done by the simple expedient of eliminating
cash dividends!

Let us, as an example, use the figures for the Bank of America for
the past 10 years, as shown in their 1971 annual report. This is
not done to criticize the Bank of America—but because they
represent the largest single segment of our banking system. In
addition, they exert great leadership among all banks—if our
analysis is persuasive, a change in policy on their part would be
followed by major banks.

The table below shows the change in capital funds in relation to
total resources, and what capital funds would have been if the
Bank of America had not paid any cash dividends during the past
10 years:

Capital Funds as Reported Cumulative Adjusted Capital Funds

Year Total % of Total Dividends  Total % of Total
Ending  (000,000) Resources (000,000) (000,000) Resources
12/31/62 $ 804 5.99% $ 48 $ 852 6.35%
12/31/63 852 5.53 96 948 6.15
12/31/64 885 5.43 144 1,029 6.31
12/31/65 921 5.24 192 1,113 6.34
12/31/66 971 4.92 240 120 6.14
12/31/67 1,030 4.80 292 1,322 6.16
12/31/68 1,097 514 355 1,452 6.01

~31/69 1,145 4.74 431 1,576 6.16

31/70 1,247 4.19 507 1,754 5.90
¥2/31/71" 1,351 3.98 583 1,934 5.69

Looking at the figures, one would be inclined to say that the
Bank of America had done an excellent job during the past
decade by increasing their capital funds by 68%—from $804
million to $1,351 million. But if they had not paid any dividends
at all, the increase would have been 127% from $852 million to
$1,934 million.

But more important, had the Bank of America maintained their
ratio of capital funds to total resources at about 6% (this is true
except for the most recent year) it could face the accelerating
demand for bank funds with far greater peace of mind (theirs and
the economy’s) than is the case when the ratio of capital funds
had dropped from 6% to 4%!

One might raise the argument that the Bank of America had to
continue to pay out a substantial portion of their earnings each
year in order to maintain the market value of their common
stock—so that they could, if necessary, be in a position to obtain
additional capital through the sale of common stock at a price
that was not prejudicial to the existing stockholders. Yet the very
fact that so much was paid out in cash over the decade increased
the probability that new capital would be required.

The pattern of declining relative capital funds is shown in the
table below which shows a 50 year history by decades:

Year Capital Funds as %
Ending of Total Resources
12/31/21 1.73%
12/31/31 11.46
12/31/41 7.63
12/31/51 5.47
12/31/61 6.16
12/31/71 3.98

What can banks do?

It does little good for RT to suggest that something that has been
done in the past is wrong—unless there is an alternative that might
have solved the problem.

RT feels that the alternative, just as for other growth companies,
is to eliminate the cash dividend. If some form of return to the
stockholder is necessary, then it could be accomplished through
the form of a stock dividend. In the case of individual
stockholders, the sale of the stock dividends would have
produced capital gains income, at a lower tax rate.

Stock dividends, from the Bank’s position, has a minor disadvan-
tage in that some of the costs attendant to a stock dividend are
not deductible as ordinary and necessary expenses; on the other
hand, all of the costs of a cash dividend are currently deductible.
Yet a thorough analysis would probably indicate that the
unfavorable tax treatment of these costs does not have any
greater impact on the bank than does the cost of underwriting
(also not currently deductible) the sale of additional stock.
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A free enterprise system is based on a sound, independent
banking system. A sound independent banking system is based on
adequate capital funds in the banking system. And it appears
today that adequate capital funds are not consistent with a
continued and rising dividend payout by banks.

Some retailers won’t have a problem—they don’t stretch.
Federated Department Stores falls in this category. For years
they have enjoyed tremendous stature—because of their size and
their consistently high earnings on net worth. But they do this
with the most conservative accounting practices—reporting their
inventory values on LIFO, using conservative asset life, and
maintaining the highest ratio of net worth to total assets of any
billion dollar retailer.

Federated has come through the past decade with an excellent
record, as the table below shows:

Shareholders

Year Ending Equity Equity % Dividends

January (000,000) to Assets (000,000)
1971 $ 692 59.4% $43.5
1970 653 59.7 42.4
1969 612 63.0 40.2
1968 574 64.0 36.9
1967 526 63.4 36.3
1966 487 68.3 33.6
1965 449 70.5 3025
1964 (1) 391 733 22.1
1963 290 70:2 20.3
1962 274 69.1 19.0

(1) Acquired Bullocks (including I. Magnins) and Ralph’s Super-
markets on a pooling basis.

Had Federated paid no dividends over the past 10 years, the net
worth would have approximated the total assets of the Company!
Over a 12 or 13 year period, the net worth would have exceeded
the amount of assets required to operate the business!

Federated has two major advantages. First, because of their great
balance sheet strength, they will always remain a sought-after
customer—and when money is tight, the strongest firms have the
easiest time finding money (even though they may have to pay a
higher price than they think is reasonable).

Second, Federated could reduce or eliminate their dividends.
Over any of the 5 year periods shown, after the increase in net
worth and assets resulting from the acquisition (by pooling) of
Bullocks and Ralphs, the amount of the total earnings has greatly
exceeded the increase in total assets, with the result that all of the
increased assets required in the business, for their present rate of
growth, could have been provided out of earnings.

Sears will get their financing through tax deferral!

Sears, with the largest deck of accounts receivables in the
industry, gets a great deal of their financing, interest free, through
use of installment reporting on their receivables.

For every $10 of capital provided by a Sears stockholder, there is
another $2 provided interest-free, because of reporting their
receivables as installment sales, by the United States government.

The table below shows that while the ratio of deferred taxes ply”
stock equity to total assets has dropped over the years, t
deferred taxes has risen from 10% to 19% of Sears’ net worth.
And this has been accomplished even though the percentage of
their sales done on credit has continually declined.

Deferred Net Combined % to Total

Year Ending Taxes Worth Capital Assets
January (000,000) (000,000) (000,000)

1971 $ 690 $ 3,708 $ 4,398 57.7%
1970 658 3,440 4,098 57.9
1969 598 3473 30T 5745
1968 (1) 523 2949 3,462 57.6
1967 574 2732 3,306 62.6
1966 527 2,531 3,058 62.3
1965 453 2,339 2:792 65.4
1964 360 2,152 2,512 68.5
1963 289 1,999 2,288 81.9
1962 178 1,860 2,038 83.1

(1) accounting principles changed and starting in 1968 the value of
non-consolidated subsidiaries reflects Sears’ equity in their undistri-
buted earnings; in 1967 and prior years the unconsolidated
subsidiaries were carried at cost.

The differences in the level of equity to total assets between the
1968-71 years and the 1964-67 years basically reflects the
difference in reporting unconsolidated subsidiaries.

Had Sears retained all of their dividends for the years shown, thj
combined capital would have increased $6,074,000,000 ant(
would have then represented 76.8% of the total assets—probably
higher, on a consistent accounting basis, than was true at January
1962.

RThought: many businesses continue, intuitively, to seek greater
leverage. There is always the temptation to borrow more money
because you can earn more than the interest cost—and if you
don’t increase the number of shares, then the earnings are not
diluted.

There is a growing emphasis on earnings per share—rather than
sound growth. The files of the bankruptcy courts are clogged
with companies that were going to wait just a little while longer
until the price was higher—so that the dilution was less—before
getting more capital; or who borrowed at increasingly high—even
uneconomic—interest rates hoping that everything would work
out favorably.

The two periods of tight money during the 1960’s should have
taught retailers to place a higher value on a favorable debt to net
worth ratio (more net worth than debt). And also the wisdom of
those companies who got large amounts of money when an
opportunity presented itself—as far in excess of the current
need—just to insure that it was there for the plans that were
already underway.
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Laboratory accepted a $30,000 payment from Volkswagon to

analyse the safety of the VW Bug. In reporting on damage

resulting from seat displacement (when the seat comes loose),

Cornell said ‘“When damage occurred ... differences were not

statistically significant” when comparing the Volkswagon seat

with the seat in other cars. But Cornell did not see fit to mention,
‘was pointed out by Ralph Nader, that the seats in VWs were
aaged twice as often as any American car!

I presume that this is the type of research that Dr. Malott had in
mind to attract grants to Cornell.

RThought: RT has studied many reports of nationally known
firms projecting the volume that a given shopping center will
attract. Most research firms seem to have a pre-printed format
into which they drop assumptions and figures. The results tend to
be valid for any piece of property of suitable size within a 10 mile
radius.

Some of the concealments in these reports—such as failing to
differentiate large clusters of population that are non-customers,
yet including that groups’ gross disposable income as part of the
potential market—appear to be intellectually, if not actually,
dishonest. Yet one would expect, from the name on the cover of
the report, the highest integrity.

RT knows of no attempt to study the projections for shopping
centers that have been in operation for 2 to 5 years in order to
determine the reliability of the market studies of each of these
marketing research firms. A study of this nature might well drive
some of the unqualified firms from the field. Until it is done,
retailers will be solicited on the basis of these “pre-determined
conclusion” reports.

RT is pleased that in studies it has made of potential shopping
center locations, recommendations have been made that (1)
— hecause of the geography, the community will not have a regional
( nter within the next 20-30 years, (2) a center can not be
,Jdccessful unless it can be disassociated from the name of the
town in which the land is located, and, (3) a proposed shopping
center would be better suited for development as a motel-
transient eating-fast food center.

BLACK DIRECTORS

Business and Society (870 Seventh Ave., NY, NY 10019—8$75 per
year) has just completed their second survey of the number of
blacks serving as directors of major public corporations. In the
past year the number of such firms has increased from 16 to 48.
But there are still just two retail firms on the list—W. T. Grant,
Jewel Companies.

I suspect that the message is obvious. Firms like Sears, A&P,
Safeway, Penney’s, Kresge, Wards, Woolworth and others—as one
goes down the volume list—don’t have black customers or black
employees. If that is not the message, perhaps the message is that
these skilled retailers, who survive by serving the consumer, are
such expert and sensitive people that know all the answers—and
that no benefit would be gained from the input from a black
board member who just might see the corporation’s conduct in
the areas of consumer service, employee relations and community
responsibility in a somewhat different light.

EAKING OUT
P W
An editor should be allowed a few personal privileges. I have
selected as mine the mention of my public speaking endeavors—
on the subject of morality in the midst of retailings “‘beat last
year” frenzy.

In Febraury I addressed the Golden Gate Retail Controllers
Group on the subject of “Morality in Retailing.”” In March I took
part in two retail newspaper advertising seminars, one put on by
the Fairfield (California) Republic and the other by the Wood-
land (California) Daily Democrat, where, in the summary, I was
able to deal with success through ethics. In April I addressed the
Valleys Chapter (Pleasanton, California) of the Data Processing
Management Association on the subject “Does Ethics have a place
in Data Processing”; the annual meeting of the store principals of
the Independent Retailers Syndicate at Scottsdale, Arizona on
the subject “Legislation, Consumers and Ethics’’; and the Western
College Bookstore Association’s annual meeting at South Shore,
Lake Tahoe, on the subject of “Operating a College General Store
in 1972”—and this will involve the subject of ethics.

RiF?

Reduction in Force?

Not this time. RIF stands for ‘“Reading is Fundamental,” the
program started some years ago by Mrs. Robert McNamara in
Washington, D.C.—and which is now spreading throughout the
country.

Perhaps you have seen or heard Pinocchip plugging this pro-
gram—and know that ““Reading is Fun, Reading is Fundamental.”

The problem is that 25% or more of the people in the United
States are functional illiterates (TIME’S estimate). And the
number appears to be growing—rather than declining.

In retailing we need people who can read—as well as write and do
arithmetic. As retailers we are in the forefront of our community.
As retailers we sell books—most of which are sold to readers (a
few are carefully placed on living room tables to impress visitors).

RIF is based on the premise that if young people own their own
books—books that they picked—they will become more interested
in reading. The more interested they become, the more they read;
the more they read, the more books they want to acquire. And
the more they read, the happier they become, because they can
live up to the capacity of their mind.

RIF grows only through sponsorship. Few retailers have joined
the rapidly growing list of sponsors—and RT feels that this is only
because retailers don’t know about the program. If you want
more information, write to READING IS FUNDAMENTAL,
Smithsonian Institution, Arts and Industries Building, Washing-
ton, D.C. 20560, and say RT sent you.

What difference does a book make? RT is aware of what
happened in a 6th grade class in a San Francisco School in the
edge of the ghetto when the teacher received an unabridged
dictionary as a present.

The teacher used the dictionary as a reward. If a child was good
he or she would get 10 minutes at the dictionary all by
themselves—looking up any words they wanted to!

The school your kids go to has a dictionary in every room—and
you probably have 1 or 2 at home. But many school districts
provide a dictionary for each room only when the school
opens—and this San Francisco school has been open for 70 years.

The thirst for knowledge runs deep—unfortunately, we manage to

dry it up in many people long before they get out of grammar
school.
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SHORT SHORTS

Thinking P.G.S.? If so, RT suggests that you write to Mr. L.
Duane Kirkpatrick, G.A. Saxton & Co., Inc., 100 Wall Street, NY,
NY 10005, and ask for a copy of his report ““Retail Point-of-Sale
Systems.”” Mr. Kirkpatrick had produced an outstanding summary
of the present situation—including analyses of American Regitel,
Documentor Sciences, Friden, Information Machines, NCR,
Nuclear Data, Olivetti, Pitney Bowes-Alpex, Sweda and Uni-Tote.
He carefully separates opinion and fact—and his report indicates
considerable contact with many facets of both the retail industry
and the POS industry.

The measure of consumerism. The Businessman & The Law (Man
& Manager, Inc., 87 Terminal Drive, Plainview, NY 11803, $42
per year) in their April 1, 1972 issue attempted to measure the
urge of state legislatures to protect the consumer: 57 bills in 19
states to ban false advertising; 67 bills in 24 states to regulate
games and contests; 46 bills in 17 states to control package
labelling; 39 bills in 15 states to regulate trading stamps and 113
bills in 23 states to create or expand consumer protection
agencies.

Cutting the risks of high risk retailing. A special group insurance
policy has been developed for protection against ‘“‘felonious
assault,” especially for firms engaged in the liquor industry—
including retail stores, suppliers or servicing firms. The policy
pays owners, partners and executives $250 weekly indemnity for
up to 52 weeks if disabled as the result of a felonious assault
during or in consequence of the commission of a robbery,
common law or statutory larceny, theft, holdup or attempt
thereat or hijacking. It also pays $25,000 in case of death as well
as for loss of both feet, both eyes, etc. For all other employees
the coverage is $100 per week and $10,000 in case of death or
disability. And at a cost of just $3.30 and $1.32 per month,
respectively.

Moneysworth coaches the customer. This very aggressive publica-
tion, which calls itself “The Consumer Newsletter,” is going
further and further into rating products—and in the process is
urging their readers to fight the one-price system. For ex-
ample, in the April 14, 1972 issue they reported on lawn-
mowers—and after some very sound user advice, ended up with a
list of models that they recommended. On all models, except
Sears and Sunbeam, they listed both the normal price and the
price the reader should try to get—for example “Normal price:
$119.95. Try for $100.” One of these days we may need another
Rowland H. Macy to re-establish the one-price system.

A replacement for Elbert Hubbard? Perhaps. For years 1 he.w’e;
kept a supply of small booklets containing “A Message to Garcia
by Elbert Hubbard. All through World War II and Korea, when I
was required to read the Articles of War to men under my
command, [ took a few minutes extra and read them “A Message
to Garcia.” Do you remember the name of the Lieutenant who
carried the message? In any case, I had the same response to “Bits
& Pieces” published by The Economics Press, Inc., 12 Daniel
Road, Fairfield, New Jersey 07006. The Economics Press
publishes material for employee reading—or for distribution to
customers. “Bits & Pieces” fits both categories. And it reminds
me of Elbert Hubbard. Write for a sample copy and rates. Oh!
The Lieutenant’s name was Rowan. He died in Oakland,
California—in the 1930’s.

Stealing is the name. Pennsylvania Retailers Association is to be
congratulated on their poster which says, “What’s another word
for shoplifting? STEALING.” It shows a young girl wearing a new
serial number. 30 x 46 posters are available at $2 each—request
from 234 State Street, Harrisburg, PA 17101.
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There are other cash registers. A recent issue of UPDATE, a
newsletter for subscribers to Buyers Laboratory Incorporai-d
(the “Consumers Union” for business equipment) quoted a letier
from the State of Wisconsin’s Purchasing Office as follows:

“The Sweda and Anker cash registers have 1ound good
acceptance with state agencies. They provide good service
and reliability at much lower cost with NCR machines. We
have had no problems with service, as trained servicemen
are available through dealers.”

Union Oil Company improves. Mr. Fred Hartley, President of
Union Oil Company of California, may still be annoyed with RT
(see December 1971), but his accounts receivable computer is
now well trained. On a recent over-payment test, the word
“Credit” appears in one of the “Minimum due” boxes, and the
other is overprinted “Refund on Request.” Now that I can trust
the computer, there is no need for a refund—I will just buy some
more gasoline from them.

Bank credit cards are preferred. This is confirmed by a question
in the “‘Consumer Buying Patterns in <Self-Service General
Merchandise Stores” study conducted in 1971 by Mass Retailing
Institute. 26% of 3,035 shoppers interviewed had credit card
privileges (this low percentage reflects the fact that the customers
are predominantly blue-collar (49%) and with incomes below
$10,000 (55%) and thus many are not eligible for bank credit
cards). However, of those with credit card privileges, 55% said
they preferred bank credit cards, 42% preferred the store’s own
card, and 3% had other credit preferences.

And more people will use bank cards. A long-time RT reader
forwarded the Nov-Dec 1971 Bulletin of Arthur D. Little, Inc.,
containing a brief observation on bank credit cards. Pointing to
the 1965-70 increase in issuing banks from 79 to 9100,
cardholders from S to 30 million, participating merchants from
14,000 to 1,000,000 and annual volume from $330 million to
$6.5 billion, they forecast that by 1975 users will be charging
between $12 and $20 billion. A key point of interest is that
banks see credit cards as a key step in their future “direct fund
transfer system” (the moneyless society). But the consumers and
businesses do not! The users and participants in bank cards are
satisfied with the present system. So bankers probably will try to
convince users that instant withdrawals are what they really
want—like chrome on GM cars and new hemlines every year.

POEMS TO MANAGE BY

Often an executive is lost in reveries—dreams of what will come in
the future, or recollections of great days in the past. But the great
past is wasted if nothing is done today; and the future will never
arrive, if nothing is done today.

The poem that follows was sent to me by a reader—who says it
has no name and the author is unknown. So RT will call it . . .

TODAY IS HERE
by Anon

Live life today, as though today were all,
As though this very morning you were born.
Your yesterdays are days beyond recall.
Tomorrow does not come until the morn.

Rest not upon the victories you have won.
If you have lost, surrender not to fear.
Your yesterdays were ended with the sun.
Tomorrow has not come,today is here.

g
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A MATTER OF ETHICS

A new situation is developing in retailing (and other companies)
where management has not thought through the ethical implica-
tions.

Most large employers have company-paid group insurance plans.
In many cases these policies are written on a participating basis. If
benefits paid are below a certain level the insurance company
pays a dividend after the end of the year. And in some cases these
dividends can run as high as 60% of the premium. If the book rate
is 40¢ per $1,000 of insurance per month, it could be reduced to
a new cost of 16¢. The employer welcomes the dividend.

But these same employers have been expanding their group plans
so that employees can purchase a matching amount of insurance
at the same rate. And at the end of the year the employer receives
a larger dividend check—which includes the dividend on the
coverage paid for by the employees.

The employer, in cases that RT has checked, pockets the entire
premium—and could end up with no net cost for the insurance
provided by the Company.

But what about the employee who took out $10,000 worth of
insurance and paid $4.00 per month? If the dividend is 50% and
the employer keeps it hasn’t the employer stolen $2.00 per
month from that employee? $24.00 per year? Is this the way we
have to operate to make money—sell life insurance to our
employees and then steal the dividend they did not know
existed?

RThought: Here are two possible solutions that meet the test of
ethical conduct. Advise the employees at the time they take out
their individual coverage that the policy is a participating policy.
Explain that the expense of tracing individuals and allocating the
dividend to them, some 4 to 8 months after the anniversary date,
is prohibitive and the Company therefore will retain any divi-
dend. Or, where this is an active employee association with
wide-spread participation, contribute the portion of the dividend
applicable to employee-paid insurance to the employee associa-
tion.

DO YOU KNOW OSHA?

OSHA is ‘“‘someone” that everyone is going to know better,
sooner or later. OSHA is the Occupational Safety and Health Act
which became effective July 1, 1971 (See RT Sep 71).

One purpose in mentioning it now is to disclose what has
happened to companies that didn’t bother to comply. There are a
large number of firms that feel that they can safely disregard such
legislation—‘nobody is going to make me do all that work™ is the
brave expression voiced before the inspector arrives.
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0.: WHAT WOULD HAPPEN IF MARRIOTT
OPERATED STORES?

A.: All other retailers would have to raise their
standard of service.

I have stayed a dozen times at some 5 or 6 different
Marriotts—and have never had a bad experience. Recently, I
was in Chicago at their hotel near the airport. The pleasures
of good service were immediately apparent. When I an-
nounced that I had a reservation, the clerk pulled a partially
completed form from a file at the center of the desk—and
within 15 seconds I was signing my name on the form and
she was imprinting my credit card. None of the shuffling
and questioning that happens in almost every other hotel.
And no extra forms to fill out at the desk—which always
seemed foolish when reservations are made days in advance.

As the bellman was taking me to my room, he asked where
I came from and when I said ““San Francisco” he imme-
diately asked, ‘“‘Have you visited our new hotel that we just
opened in Berkeley?”’ I was startled—a bellman, 2000 miles
away, working in 1 of a chain of 14 hotels being sufficient-
ly informed to know that (1) the Berkeley hotel had opened
3 weeks earlier, (2) that Berkeley was near San Francisco,
and (3) wanting me to know about it.

Knowing a bit about the Marriott organization, I asked if he
was in their profit-sharing plan and he immediately, and
proudly, showed me the pin on his lapel and announced
“Four years!”” He then told me about their training pro-
gram, describing facets from the college students during the
summer (no envy), to the lad in the kitchen who had been
coached in English by others on the hotel staff and who
was now ‘“Manager of Dishes.”

At lunch the next day my waitress asked, when I ordered
pie, “Would you like some ice cream on it?” I said
yes—following a multi-decade old rule of always buying
something when there is suggestive selling. (I buy something
extra about twice a year). When serving the man next to
me, who asked, “Is the corned beef lean?” she replied, ““I
served one portion and it was, but why don’t I bring you
some and if you don’t like it I can take it back.”

Three contacts—a desk clerk, a bellman, and waitress—and
all of them producing good vibes. But that has happened
every time [ have stayed at a Marriott.

If any retailer could accomplish the same results with his
staff that the Marriott organization has accomplished with
theirs, even firms the size of Sears and Penneys and
Safeway would have to watch out.




During the July-December 1971 period, the U.S. Department of
Labor—

Inspected 9,300 establishments

Found 20% in full compliance

Followed up on 686 employee complaints

Issued 5,636 citations

Covering 19,578 violations (3.5 per citation)

Proposed $361,692 in penalties ($64 per citation,

$18 per violation)

Things like this can add up—and they don’t include the cost of
meeting with the inspector—and explaining to the local news-
paper/radio/TV station why they received notice of your citation.

But this is not the entire story. Regulations under OSHA are in
the process of being released and include such choice items as the
following:

“Toilet facilities shall be provided as to be readily accessible to all
employees. Toilet facilities so located that employees must use
more than one floor-to-floor flight of stairs to or from them are
not considered as readily accessible. As far as is practicable, toilet
facilities should @ be located within 200 feet of all locations at
which workers are regularly employed.” — (try that last sentence
on your warehouse!).

“Lunchrooms—general: in all places of employment where em-
ployees are permitted to lunch on the premises, an adequate
space suitable for that purpose shall be provided for the maxi-
mum number of employees who may use such space at one
time.” (A simple solution is to ban eating on the premises but this
hardly helps the employees).

The result of such unrealistic rules, plus the arrogant manner in
which some inspectors are operating, has prompted a flow of
letters of complaint, mainly from small businessmen, to their
Senators and Representative who, in turn, are printing the stories
in the Congressional Record. Most Congressmen indicate that this
is not what they intended when they passed the act.

RThought: It appears that the inspectors are starting with
construction companies and factories, leaving retailers for later.
But it would be wise to insure that top management is kept
informed of all contacts made by OSHA inspectors, including a
report on the attitude and reasonableness of the inspector and the
authority behind the rules and regulations he is seeking to
impose.

FUNDAMENTALS OF CONSUMERISM —
FIRST YOU TELL THE TRUTH

In the past RT has complimented the programs started at Giant
Foods under Esther Peterson, the first Consumer Advisor to a
President (LBJ) and now to a major food chain. Much of what
has been reported here—as elsewhere in the press—has been based
upon what Giant Foods said they are doing.

Of course, if what Giant Foods says is not the truth—then much
of the praise has been unearned. And Giant Foods has raised
serious question about the accuracy of their statements.

Let’s quote Senator Bennett (from a retailing family in Utah) in
the April 7, 1972 Congressional Record, when he said “The Giant
Food chain received much publicity recently when its consumer
adviser . . . took full-page ads urging housewives not to buy meat
and implying that the strengthening of farm beef prices was to
blame for higher over-the-counter prices. Mrs. Peterson ...
neglected to point out that Giant Food and other retailers could
actually purchase beef carcasses cheaper in March of this year
than in August last year, when the price freeze was imposed.”

Senator Curtis, on the same day, provided the following data: on
Friday, August 13, 1971, the average price of Midwest choice
beef carcasses, 500 to 800 lbs., was $54 per hundred weight and
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on March 21, 1972, when the Peterson ad ran, the price was

$53.25; “When they (Mrs. Peterson and Giant Food President

Danzansky) told Mr. (Assistant Secretary of Agriculture Dick)

Lyng that they did not believe his information was correct, he

suggested that Mr. Danzansky call in the company’s beef buyep~
and ask him. I understand that Mr. Danzansky did this, an(/
Giant’s buyer confirmed this information in the presence of Mr:

Lyng, Mrs. Peterson and Mr. Danzansky.”

Senator Curtis then proceeded to quote from Giant Food’s
current annual report in which emphasis was placed on higher
costs—followed by increasing margins.

Congressman Skubitz of Kansas put on the record the following:
“The ultimate in gall, in chutzpah, came when the Giant super-
chain lifted, with permission, of course, a commendatory editor-
ial from the Washington Post. That editorial made the Giant and
its consumer adviser out to be saints, whose primary devotion is
to the public weal.” Mr. Skubitz pointed out that the Post had
neither printed nor replied to his letter correcting the facts.

On April 13th Congressman Rarick of Louisiana entered some
extended remarks including his observation, “Mrs. Peterson’s
Giant Food store ad was not only false and fraudulent but was in
reality exactly opposite from the existing facts and conditions
readily available to any economist or true friend of the consumer
... Farmers and consumers alike are entitled to know just who
Mrs. Peterson is—this woman who served as an advisor to two
Democratic Presidents and is being promoted by the left-wing
news media as Ralph Nader in the grocery store.” Mr. Rarick then
continued into one of the classic “‘guilt by association” indict-
ments that occur so often under the protection provided to the
floor of Congress, including quotations from Congressional test-
imony as far back as 1948.

RThought: There is no place for dishonesty in retailing—whether
expressed by a consumer advisor or a retail executive. It is evepf’
worse when the dishonesty is perpetrated by a person holding th
position of “Consumer Advisory.” Mrs. Peterson may have been
unaware of the facts when she wrote the ad. If that is true, she
had no right to write the ad. To excuse every inaccurate retail ad
because the writer did not have the facts is to condone and
encourage incompetency and disregard for the truth.

It is even worse when such incompetency is evidenced by a
person wise in the ways of the political administrations in
Washington. Surely Mrs. Peterson must have been aware that
there were Senators and Congressmen who would protect their
cattle-raising constituents from such an attack as she mounted.

The result is that retailing, at least in Washington, has a black eye
and Mrs. Peterson has two black eyes. And RT is likely to
question closely future statements by, about, or involving Mrs.
Peterson or the Giant Food organization. It will take a long time
to earn back the position forfeited, even though it may have been
forfeited through ignorance; and the reaction of RT is probably
similar to that of many Giant Food customers.

ANOTHER APPROACH TO PER DIEM

Even the “‘junk mail” can contain thought starters. This happened
with a sample mailing of UPDATE, the monthly supplement to
equipment reports issued by BUYERS LABORATORY. The
April 1972 issue contains a suggestion from RayMcNeill of the
Association of Internal Management Consultants on per diem:

“We use a per diem rate to cover food and laundry only.

This rate is established at $10 per day or $5 per half day v
with noon and midnight being the cut-off points. Actual
expenses are reimbursed for items where you would nor-
mally get a receipt, such as hotels, air travel, and rented
cars. We find this per diem rate for the meal allowance to

be very easy to administer and it minimizes any questions
regarding expense reporting.”
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A FEATURE REPORT

i USURY AND EQUAL PROTECTION OF THE LAW

During the past year or so there has been a spate of suits charging
that the finance charge on revolving credit accounts constitutes
an interest charge in excess of that allowed by the state’s usury
limit established either by law or constitutional provision.

The first defense of retailers is that the finance charge is a form of
time-price differential and thus is protected from classification as
interest—but merely represents an alternative pricing system, with
one price for cash and the other for credit. Some states have
accepted this argument; others, such as Wisconsin, rejected the
argument.

There are two additional arguments that RT has not seen
raised—and which appear to be significant.

First, in view of the typical (average or median) balance on
revolving accounts, there is serious question as to whether the
lending of money is actually involved. Moderate price specialty
stores tend to have typical balances below $100 per account;
family clothing and junior department stores probably average
about $100 and full-line department stores might average up to
$200. One would be hard put to find lending institutions with
such small average loan balances outstanding—and who regularly
make additional advances in amounts averaging about $20-$25
per advance. Most of the small lenders (small loan companies,

w. pawn-brokers) are already exempt from usury limitations.

1)

Jlecond, and more important, is the fact that retailers are subject
to the “equal protection of the law’ provisions of the 14th
Amendment, the same as all other residents of the United States.
One case on usury, under the 14th Amendment, did get to the
U.S. Supreme Court—and that was Griffith v Connecticut, (218
US 563 (1910)), where Giffith argued that the usury law in
Connecticut was unconstitutional because it exempted from the
limitations ‘‘Any national bank, or any bank or trust company
duly incorporated under the laws of Connecticut,” and “a pawn
broker.” Mr. Justice White, in his decision, said that States could
establish exemptions from the usury rate limit “‘so long as such
classification has a reasonable basis and is not merely arbitrary
selection without real difference between the subjects included
and those omitted from the law, and does not deny to the
citizens the equal protection of the laws.”

Mr. Justice White then went on to find that national banks, state
banks and trust companies, and pawn brokers were, under
Connecticut law, adequately regulated in other ways (although
the defense of the pawn broker, on the basis that entry into the
field is restricted to persons of suitable character, seems weak).

With this background, let’s look at the rate limitations allowed
under Wisconsin Law—the state that found Penney’s in violation
of the usury provisions with a 1% per month finance charge
computed on the adjusted balance. The general limitation is
expressed as $12 per $100 on the declining balance (12%) or $6
per $100 add-on (10.85% (Note: all percentage rates in brackets
have been computed by RT on an actuarial basis so as to produce
L comparability).

iz)ne is allowed $14 per $100 (14%) on secured loans under the
Collateral Loan Law (this includes debts secured by mortgages,
bill of sale, pledge, assignment of wages, etc.).

Licensed companies making discount loans that are payable in
less than 36% months and for not exceeding $3,000 were
allowed, prior to July 1, 1971 9% per year discount (17.75%) on
the first $300 and 8% (17.25%) on the balance; and after July 1,
1971, 8% (17.25%) and 7% (15.6%) respectively. In addition,
lenders are allowed a service fee that is the lesser of 2% of the
original amount or $20, plus a late payment fee of 1% of any
default amount for each 10 days to a maximum of 5%. (36%). !

Pawn brokers may make loans not to exceed $150 at rates of 3%
per month (36%) with a minimum charge of $1 the first month
and 50¢ per month thereafter.

Rates for small loans ($300 or less) are set by the Office of
Commissioner of Banking, with no maximum set in the law; and
the same is true for Savings and Loan Associations.

Finance companies are allowed, when lending on cars, to vary the
rate according to the age of the car. The maximum for new
vehicles if $7 per $100 (12.7%); for up to 2 years old $9 per $100
(16.2%); for 3 to 5 year old cars $12 per $100 (21.5%) and for
cars over 5 years old $15 per $100 (26.6%). It is hard to
understand why the interest rate should vary with the age of the
car.

Mobile home dealers have a special exemption allowing them 15%
per annum, (15%). Motor vehicle auction dealers have the same
limit. It appears to RT that Wisconsin has created so many
exemptions to their usury law that they have denied the equal
protection of the law to all businessmen (including Penney’s)
operating in the State of Wisconsin. Thus, the present situation in
Wisconsin appears to run contrary to the criteria established in
Griffith v Connecticut and the usury law of Wisconsin should be
struck down.

It won’t be struck down if no one introduces-this argument. This
approach has been brought to the attention of firms involved in
suits. RT presumes that there are good reasons not to argue this
point although they have not been communicated to RT.

Wisconsin, in the opinoin of RT, violates equal protection in
several ways:

1. Certain common secured tranactions are allowed a higher
interest rate (14%) than that applicable to unsecured transac-
tions (12%).

2. Certain lenders have no limit other than that set by an official
of the executive branch of government (savings and loan and
small loans).

3. The variation of the interest rate allowed based on the age of
the motor vehicle being financed certainly cannot meet the
test of “is not merely. arbitrary selection without real
difference’ set forth by Mr. Justice White.

Most states have these myriad exemptions from the usury limit.
RT hopes that one of the current cases being argued will raise this
point; perhaps all usury restrictions are already unconstitutional.
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RETAILING TODAY — STATISTICAL SUPPLEMENT
CREDIT OFFICE RATING
This is a land-mark month for the Credit Office Rating—not because of the improvement in performance but because it is the first

month when we had to run two columns to accommodate the reporting stores. There is room for even more (if you wish to report (
your store, write to RT). \

HONOR ROLL
Gus Mayer (Beaumont) 2.0 Mervyn’s (N. Calif.) 3.9 Sears (N. Calif.) 4.6
Berkeley’s (Fresno CA) 2.5 Wineman’s (Huntington Park) 3.9 Holman’s (Pacific Grove) 4.9
A. Sulka (NYC) 3.0 B. Altman (NYC) 4.0 Dayton’s (Minneapolis) 5.0
Harzfeld’s (Kansas City) 3.3 1. Magnin (Calif.) 4.0 Hink’s (Berkeley) 5.0
Miller Bros (Chattanooga) 3.4 Maison Mendessolle (SF) 4.0 Lord and Taylor (NYC) 5.0
Gus Mayer (Louisville) 3.5 W & J Sloane (SF) 4.0 Podesta & Baldocchi (SF) 5.0
Gus Mayer (Memphis) 3.5 Wineman’s (Monrovia) 4.0 Gus Mayer (Jacksonville) 5.0
Gus Mayer (New Orleans) £ o Roos/Atkins (N. Calif.) 4.5 RT would welcome additional reporters
from major cities. If you are interested, drop
a note to P.O. Box 343, Lafayette CA 94549.
CREDIT OFFICE RATING
FEB-MAR 1972 DEC-JAN 1972 FEB-MAR 1972 DEC-JAN 1972
Information From No. of Days to Bill No. of Days to Bill Information From No. of Days to Bill No. of Days to Bill
Reporters Reports Average Range Reports Average Range Reporters Reports Average Range Reports Average Range
B. Altman (NY) 1 4.0 4 2 4.5 4-5 Penney’s (Minn.) 1 6.0 6 2 6.5 6-7
Brooks Bros. (NY) 1 11.0 11 1 13.0 13 Penney’s (Phil) 1 6.0 6 e 2l e
Brown-Mahin (Stockton) 3 8.3 7-10 4 10.5 9-12 Penney’s (St. Louis) 1 7.0 ; -- -- --
Capwell’s (Oakland) 9 5.6 3-7 9 V.3 4-10 Podesta Baldocchi (SF) 1 5.0 5 1 5.0 5
Daytons (Minn.) 1 5.0 5 1 6.0 6 Roos/Atkins (N. Calif.) 2 4.5 4-5 2 5.0 5
Donaldson’s (Minn.) 1 7.0 7 2 8.0 7-9 Saks (NY) 1 10.0 10 1 12.0 12
Emporium (SF) 6 10.5 7-18 3 13.0 11-15 Saks (SF) 2 5.5 5-6 5 6.6 6-7
Famous Barr (St. Louis) p 6.0 6 1 5.0 5 Sears (N. Calif.) 5 4.6 3-5 4 5.0 4-6
Grodins (N. Calif.) 1 7.0 T 1 12.0 12 W & J Sloane (SF) 1 4.0 4 Sh L 5,
Gump’s (SF) 3 9.3 7-12 4 173 16-19 Smiths (N. Calif.) 1 7.0 ) -- -- -
Hastings (N. Calif.) 2 5.5 5-6 2 8.5 8-9 Stix Baer & Fuller
Hink’s (Berkeley) 3 7.0 6-8 1 9.0 9 (St. Louis) 2 7.0 59 1 5.0 §
Liberty House/Rhodes A. Sulka (NY) 1 3.0 3 -- -- -- ‘(
(N. Calif.) 1 5.0 S 1 9.0 9 James K. Wilson (Dallas) 1 13.0 13 -- -- EETAN
Livingston Bros. (SF) 1 15.0 15 2 155 15-16 Wolff’s (St. Louis) 2 6.0 5-7 2 8.0 7-9
Lord & Taylor (NYC) 1 5.0 &4 3 6.0 6-8 TOTAL 73 6.5 3-18 76 8.1 4-19
Macy’s (SF) 7 6.3 5-8 12 7.3 6-9
1. Magnin (N. Calif.) S 4.0 4 5 4.4 4-5
Maison Mendessolle (SF) 1 4.0 4 s -- --
Penney’s (Oakland) y o &5 5-6 2 6.0 57
Information Direct Information Direct
From Stores - From Stores
Berkeley’s (Fresno) & 2.5 2-3 2 3.0 1-5 Gus Mayer (Baton Rouge) 1 7.0 7 2 6.0 57
The Blum Store Mervyn’s (San Lorenzo) ! 3.9 3-4 10 3.5 3-4
(Philadelphia) 2 8.5 4-13 2 13.0 12-14 Miller Bros. (Chattanooga) 13 3.4 34 14 3.4 3-4
Brock’s (Bakersfield) 40 7.1 5-11 31 9.2 6-12 #* Oshman’s (Houston) 8 9.0 811 23 9.7 7-12
*Harzfeld’s (Kansas City) 3.3 2-4 -- -- -- Walker Scott (San Diego) 12 6.9 6-8 2 6.8 59
Holman’s (Pacific Grove) 10 4.9 4-6 8 11.4 8-12 Wineman’s (Monrovia) 8 4.0 3-5 8 4.3 3-6
Levee’s (Vallejo) 22 7 4-7 22 1§ | 6-17 Wineman’s
Levy Bros. (San Mateo) 32 72 213 16 9.5 7-13 (Huntington Park) 8 3:9 3-5 8 3.8 3-5
Gu's Mayer (Nashville) 2 9.0 4-14 2 4.5 8-15 Worth’s-Burton’s (Conn.) 32 9.5 5-15 32 11.9 9:-16
Gus Mayer (Beaumont) ') 2.0 2 2 3.5 2-5
TOTAL 211 6.5 2-15 204 8.6 1-17
Gus Mayer (Louisville) 2 3.5 34 2 8.0 3-13 *Initial report not computed by RT
Gus Mayer (New Orleans) 2 % 3-4 2 8.0 3-13 **First computer statements
Gus Mayer (Oklahoma) 2 9.5 811 2 75 7-8
Gus Mayer (Jacksonville) 2 5.0 5 2 8.0 5-11
Gus Mayer (Memphis) 2 35 34 2 5.3 4-7

WHY A CREDIT OFFICE RATING? The Unruh Act (in California) controlling revolving accounts went into effect about 1963 just as the Office of Consumer
Counsel was created. Consumers were complaining that they received statements so late that they had an additional service charge before they could pay their bills.
Consumer groups were proposing laws that would have been impossible to meet with equipment and procedures in major stores. The CREDIT OFFICE RATING /

was initiated to bring this problem to the attention of influential people within store management. \(

WHAT HAPPENED — THEN AND SINCE? Initially, I was criticized for publishing the data and especially for naming stores. Since then the reports have been
accepted for their intended purpose and many stores have sought to attain the Honor Roll objective, established from the beginning, at 5 working days between
cycle closing and postmark date. Many stores have reported pride — both to management and credit and data processing personnel in being listed on the Honor Roll.

HOW IS TIME COMPUTED? We do NOT count the cycle closing date but do count the postmark date, and then deduct Sundays and those holidays observed by the
preponderance of stores.
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RThought: The hotel room rate has always been the big problem
in establishing fair per diem rates for buyers and others when
traveling. Airline tickets, car rentals, and the like have never been
included in per diems. Hotel room expenditures can be controlled
many other manners—such as specifying the hotel at which the
ple are to stay or the general level of room to be taken. In
me cases the company can enter into contracts with hotel
chains giving a fixed corporate rate—often at a reduction from the
standard rate. If the hotel has to fill a confirmed reservation with
a higher rate room, the agreed rate is charged; if with a lower rate
room, the lower rate is charged. Limiting per diem to meals and
laundry will greatly simplify the task of keeping the rate equit-
able.

“SUE THE BASTARDS"

Carl Hawver, Washington representative for The National Con-
sumer Finance Association, said on his editorial page, “Pipe Lines
from Washington” (Consumer Credit Leader, April 1972,
1000-16th Street NW, Washington, D.C. 20036, $6.00 per year)
that everybody knows Ralph Nader—but that a brash law profes-
sor at George Washington University Law School is more to be
feared.

The man is John Banzhaf ITI—and even with this knowledge, most
people will not recognize the name. An MIT electrical engineering
graduate who turned to law because he saw the possibility of
solving problems through aggressive law practice; he has a large
“law staff” to work with. These are his students. He divides them
into teams and lets them follow through on reform programs.

So far he has produced ASH (Action on Smoking and Health)
which got the Federal Communications Commission to require
‘se time for anti-cigarette commercials. His students formed
JUP (Students Opposed to Unfair Practices) which took on
Cambell Soup for putting marbles in the TV demonstrations to
make the soup thick; PUMP (Protesting Unfair Marketing Prac-
tices) which is going after the gasoline industry; CAP (Collection
Agency Practices), and LABEL (Law Students Association for
Buyer’s Education and Labeling).

When an unfair situation is discovered, he often advises “Sue the
Bastards.”

MARKET PENETRATION THROUGH EXCESSIVE
UNION CONTRACTS

An experienced observer of the labor situation on the West Coast
points out that GEMCO, the discount arm of giant Lucky Stores,
is attempting to break much of their discount store competition
by the practice of giving the union increases that are substantially
more than the union really wants. This procedure worked in the
food field when Lucky and Safeway led the way in giving the
grocery store unions (clerks and butchers) one-year increases of
almost 20%—and then delaying their price increases. The pressure
on independents was almost unbearable. Their loss statements are
not published—so much of the impact was concealed.

The success in the discount field has been somewhat less—but it

may force out at least one major chain and many of the

independents. RT’s expert observer feels that the gap will be

filled with such operations as Payless and K-Mart which operate

“~on-union stores. This loop-hole did not exist in the supermarket
eld where non-union supers are many miles apart.

But this may well kick back on GEMCO—Lucky. Because the
union can not get 100% unionization of GEMCQ’s competition,
GEMCO may end up the loser because of their high wage rate.

VATISV.A.T.?

“V.A.T.” stands for ‘“Value Added Tax,” sometimes called a
national sales tax. This is what is being propdsed by the Nixon
Administration as the source of money subvention to state and
local governments to provide relief from local property taxes.

RT will leave to the economists the analysis of the impact on the
economy as a whole—although, to date, most economists are
projecting a negative impact (higher prices, increased unemploy-
ment, reduced exports) during the first few years, with a neutral
or slightly positive impact in the later years.

VAT is usually explained as a serial application of a sales tax. In
retail terms, you will collect the VAT on your net sales, and you
will then determine the total VAT that you paid on your
purchases (merchandise, supplies, services purchased, new fix-
tures, building rent, etc.) and remit the net difference to the
Federal government.

Let’s look for a moment at the impact of a 3% VAT on two
competing stores, and for further comparison we will structure
one as a discount store and the other as a conventional depart-
ment store.

Discount Department
Store Store
Cost of goods sold $ 6,000,000 $ 6,000,000
Gross margin 25% 40%
Net Sales 8,000,000 10,000,000

Assumption No. 1: No change in inventory level, no plant
expansion or replacement.

Discount Department
Store Store
Net Value added $ 2,000,000 $10,000,000
VAT @ 3% 60,000 120,000
Pre-tax profits before VAT % 1%% 4%
$ 120,00 450,000
50% Income Tax 60,000 225,000
Impact of VAT:
Pre-Tax profits $ 120,000 $ 450,000
Less VAT 60,000 120,000
Tax subject to Income Tax 60,000 320,000
50% Income Tax 30,000 ¥ 160,000
Combined Income and VAT 90,000 280,000
Former Income Tax 60,000 225,000
Net additional Tax $ 30,000 $ 55,000

Note: It should be pointed out that the VAT tax is payable even
if the store operates at a loss, whereas income tax is not.

Assumption No. 2: Both stores increase inventory by $1,000,000
and both buy $1,000,000 of fixtures for a new store.

Gross Sales subject to VAT $ 8,000,000 $10,000,000
Deductions on which VAT paid:

Cost of Goods Sold 6,000,000 6,000,000
Net inventory increase 1,000,000 1,000,000
Fixtures on which VAT 1,000,000 1,000,000
TOTAL $ 8,000,000 § 8,000,000
Net subject to VAT -0- 2,000,000
VAT tax at 3% $ None $ 60,000

There are several points that retailers should keep in mind when
considering the impact of VAT on their relative position in the
retailing spectrum.

First, the tax will have less impact as a percentage of sales (both
basic and net of income tax savings) on the lower margin stores.
To the extent that parity is developing between the large chains
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in each camp (and within the split-personality retailers who
operate both types of stores), the imposition of VAT will assist
the discounters in protecting their price advantage (based on
reduced ‘‘value added”) over conventional stores.

Second, there is a marked tax advantage to growing organizations
(in the case of explosive growth like Levitz, it might be possible
for them to pay out more VAT than they collect). The secret is
that there is an immediate benefit from the increase in assets
(inventory, fixtures, buildings, supplies) that have been purchased
subject to VAT.

Third, since VAT is a one-time payment on the purchase of fixed
assets, while the reduction of local property tax rate will repeat
every year (at least, the theory states this), the property tax
savings works to the benefit of the rapidly growing firm who
would be adding large amounts of fixed assets at current prices
(the old stores will continue to get some advantage from their old
fixtures which are usually assessed at lower values with increasing
age).

Fourth, future equipment leases are going to find the lessees
arguing with lessors over who gets the VAT credit, and I would
suspect that the VAT credit, if permitted by law, would be
transferred to the lessee as is done with the investment credit.

Fifth, the small firms are going to be hurt. The VAT that they
collect—based on net sales, is easy to determine; the credit they
get for VAT paid is more difficult to document (other than on
goods purchased) and to the extent that documentation is not
done, excess net VAT will be remitted to the Federal govern-
ment.

Since VAT is essentially a tax paid by the consumer, at the end of
the distribution cycle; and since the retailer represents the last
step in that process—it would seem that retailers would be more
interested, and would be doing some research, to attempt to
estimate the impact of VAT in re-distributing customers among
competing types of stores.

FEDERATED BETTER KEEP AN EYE ON RALPH'S

Federated Department Stores had better do some indoctrinating
at Ralph’s, their supermarket arm in Los Angeles (who, inci-
dentally, are moving into the San Francisco area through acquisi-
tion of the Lo-Ray chain). The Lazuri clan have been leaders in
the relative small consumer protection activity going on in the
retail field.

RT would suspect that Federated headquarters would be sur-
prised to learn that, in response to a Bill in the California
legislature (SB 234) mandating that certain milk and dairy
products be marked with the date upon which such products are
normally removed from the shelf, Martha Randall, Ralph’s Con-
sumer Affairs Manager, has written: “If national, state, and local
governments set up dating codes, stores will be faced with a
tremendously increased overhead, for government codes have
rarely been consistent. Many stores already have open dating, and
others will undoubtedly follow their lead. The open coding issue
could make stores which resist it appear guilty of hiding some-
thing from an already suspicious public. Just remember that open
dating has nothing to do with health and safety of consumers,
only with freshness of products. If temperature is not properly
controlled, putting an open date on the item has no value
whatever. Temperature is seven times as important as time in
maintaining freshness.”

Let’s look at what Ralph’s “consumer’s friend” is saying. Stores
and suppliers do have consistent dating codes. No grocery has
anything to hide. Spoiled dairy foods won’t make you sick or
cost you money. Ralph’s does not acknowledge that laws already
control the storage temperature for dairy cases.
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A few more “Consumer Affairs Managers’ like this in multi-billion
dollar Federated Department Stores and there will be open
consumer revolt.

NAMES IN THE FTC FILES (

Spiegel, Inc., because of their subsidiary, Fairfax Family Fund, a
mail-order loan firm operating out of Louisville, Ky. Charge:
violation of Truth-in-Lending. Specific misrepresentations al-
leged: loan application form is as nogotiable check; that
consumer’s credit has been pre-checked when it has not been; that
borrower can select own credit life insurer when form has no
place for selection.

Standard Oil Company of California and Union Oil Company of
California on a proposed complaint alleging restraint of competi-
tion as a result of their arrangement with new car dealers whereby
SOCal and Union agree to pay the BankAmericard and Master
Charge discounts (ranging up to 5%) when the new car dealers
purchase all or most of their petroleum products from either
company.

Associated Dry Goods Corp., for marketing products which do
not meet the requirements of the Flammable Fabrics Act, but
since the complaint is joined with one against Fujisawa Interna-
tional Corporation, this may represent a case where the problem
arose because of an inability on the part of the buyer to
determine independently the flammable qualities. (See RT March
1972 “We Can All Learn The Lesson Gimbel’s Learned™).

POEMS TO MANAGE BY

For several years I have closed out a packaged advertising
seminar, conducted for small local merchants by the local
newspaper, with a presentation on “If I had a store in . ..” Thi
went beyond newspaper advertising to the basics of retailin{
particularly emphasizing how the small store could so easily takc
advantage of the big store through better service. And the closing
portion of the talk is the following poem, which has been
circulated among retailers for years, but which is still new to
many.

IF IPOSSESSED A STORE

If I possessed a shop or store

I’d drive the grouchers off my floor.
I’d never let some gloomy guy
Offend the folks who come to buy.

I’d never keep the boy or clerk
With mental toothache at his work.
Nor let the man who draws my pay
Drive customers of mine away.

I’d treat the man who takes my time
And spends a nickel or a dime

With courtesy and make him feel
That I was glad to close the deal.

Because tomorrow (who can tell?)
He may want the things I have to sell.
And in that case how glad he’ll be

To spend his dollars all with me.

The reason people pass one door
To patronize another store,

Is not because the busier place
Has better shoes, or gloves, or lace

Or lower prices, but it lies (
In pleasant words or smiling eyes.

The greatest difference, I believe,

Is in the treatment folks receive.



June 12, 1972

Mr,Hiirlan Swain, Vioe President \/\M ﬂ/l

. ~~TANDY CORPORATION
12727 West Seventh Street, /
Fort Worth, Texas 76107

Dear Mr. Swain:

I am most pleased that you shared my appreciation of the poem
. O"If I Possessed A Store" and I am sorry that I failed to make
¢ elear that the author is unknown. I intended to do that with
' “the phrase "which has been circulated among retailers for years'.
: I uhauld have indicated "Anon" below the title.

I agssure you that I would not be embarrassed if you did mention
REPATLING TODAY in connection with distributing this poem -- but
certainly I claim no title to it.

Sincerely,

Robert Kahn



“ EXECUTIVE OFFICES
TANDY CORPORATION [&

2727 West Seventh Street ¢ Telephone (817) 335-2551 « Fort Worth, Texas 76107

Harlan Swain
VICE PRESIDENT

June 8, 1972

Robert Kahn & Associates
P. 0. Box 343
Lafayette, California

Dear Sirs:

Your poem "If I Possessed A Store" contained in the May issue
of "Retailing Today" we think, very well capsulizes the secret
of running a successful store.

As an operator of more than 2,000 retail establishments across
the country we would 1ike to be able to imbue all our people
with the philosophy contained in your poem. Accordingly, we

would appreciate your permission to reproduce your poem and
distribute it to our stores.

Very y.yours,
ﬁio RATION
i é:z:[

//ﬁirTan Swai

Vice Pres1dent

HS:h
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APOLOGY AND CORRECTION

Several readers have written for permission to reproduce, “If I
Possessed a Store,” from the May 72 RT. No permission is
necessary. The author is unknown—not me. I found it on a sheet
of paper, without reference to printer or source, author or date. I
intended to convey this thought with the words “The following
poem, which has been circulated among retailers for years. . . .”

And to the more than several readers who have written about my
arithmetic in the article “VAT is V.A.T.?” in the same issue, let
me explain that there are many steps in preparing RT. There is
the initial draft which I prepare, the corrected draft, the final
clean-typed copy from which the final copy is set, and, of course,
the final copy. In tracing backwards I found that the typesetting
was true to the clean-typed copy which was true to the corrected
draft which was true to the initial draft—which puts the blame on
me.

In “Assumption No. 1,” in the column headed ‘“Department
Store,” the corrected figure should read:

Net Value Added $4,000,000
Income subject to income tax 330,000
50% income tax 165,000
Combined Income and VAT 285,000
Net additional tax 60,000

MEASURING THE QUALITY OF YOUR
ACCOUNTS RECEIVABLE

That’s the title of a talk I gave recently to the 52nd Financial
Executives’ Division National Convention in Beverly Hills. In case
you don’t recognize the name, it used to be called Controllers’
Congress—and is still part of the National Retail Merchants
Association (which used to be the National Retail Dry Goods
Association—and which does not represent all retail merchants).

I tried to make several specific points. First, the present “‘aging
reports”’coming out of credit offices are worthless—like measuring
your height with a rubber band. Second, that most credit
managers and controllers—pardon, financial executives—don’t
have the slightest idea of how valuable their receivables are.
Third, there is a simple way to present the condition of accounts
in a single figure. Fourth, with all the computer information
available, why doesn’t some one use it to say “thank you’ to the
good accounts. And finally, a financing plan for growth can be
built on your accounts receivable.

Let’s look at each of these points.

Aging reports are worthless.

ing is based on the assumption that accounts will be paid off—a

-concept that fit the old 30 day account, the conditional sales

contract, and even the Colonial times crop-year plans. But when
most stores (the exceptions are usually the higher price specialty

STEALING AGAIN

RT has fought a long battle against the practice of stealing
credit balances on charge accounts. Some of the finest
names in retailing formerly indulged in this practice.

In the months since this campaign started, many stores have
reviewed and changed their policy—some after being caught
by RT and others hoping not to be caught.

In the meantime, there was a certain degree of smugness on
the part of discounters and food retailers—because they did
not have charge accounts.

So let’s look at an area where all forms of retailing indulge
in stealing—stealing from their suppliers. The question that
senior executives should be asking themselves is a simple
one: do I apply the same standards in seeking to pay
vendors for overshipments as I do in claiming shortages on
undershipments? RT would venture the guess that in more
than 50% of the cases—for all types of retailers—the answer
is that management makes little or no effort to make
payment for overshipments.

RT recently listened to a discussion by a store controller
who explained that all overshipments were properly re-
corded as received so as to insure the accuracy of comput-
ing inventory shortage under the retail method—but that no
contact was made with the supplier to indicate that an
over-shipment had been received. If the supplier did dis-
cover the overshipment (a most unlikely event when not
notified) the record of the receipt would authorize the
additional payment. If the supplier did not discover his mis-
take, the open items became additional income to the store
at the end of the year.

RThought: check your own receiving department and
controller’s office to see what happens in the case of
overshipments. Insist that all vendors be advised of over-
shipments—in detail (number, style, quantity). Follow up
the original notification at least twice to force the ven-
dor to bill you for the overshipment. If the value of the
overshipment is relatively small (measured against the size
of the vendor), RT would not criticize clearing such items
at the end of the year; but if the amount is significant,
additional efforts should be made to accomplish pay ment.

If an annual analysis of overshipments indicates a recurring
problem with a particular resource, RT feels that the store
management has an obligation to bring the matter to the
attention of a top official of the vendor firm.
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stores) have most of their accounts receivable dollars tied up in
revolving accounts, the one thing the merchant does not want is
to have his accounts pay off. It would seem, therefore, that his
report should be structured to tell how likely the customer is to
keep paying (and thus keep buying).

The problem starts with the terms used in monthly accounts
receivable status reports—terms that seem simple, like “30 days
past due.” Let’s look at what a typical comparison might show in
an aging report of revolving accounts:

Status January January December

1972 1971 1971

Current 60.3% 59.4% 65.3%

30 days 25:1 26.1 23.0

60 days /0¥ 7.3 5.4

90 days “t 2.6 21

120 days 3% 1.4 1.0

150 days 0.7 0.8 0.8

180 days 0.6 0.6 0.5

Over 180 days 23 1.8 1.9

I will now ask you, as a reader, just as I asked the collected
financial executives: were these accounts worth closer to face
value in January 1972 than in January 1971? Than in December
19717 The current group appears to be better—but the over 180
days appears to be worse. There is no single figure that represents
the status or value of all of the accounts. This type of report is
worthless to the supervisor of credit, to the supervisor of that
supervisor—and to the top executive who worries about the fact
that he has more dollars tied up in accounts receivable than in
any other asset.

If the columns headed January 1972 and January 1971 were
figures for the same month—but for different stores—any com-
parison would be completely worthless. Because no one agrees on
what constitutes a 30 day or a 90 day past due account. The
variation of standards is worse than the situation facing retailers
50 years ago when Professor McNair went to work on the
question of standardizing the definition of gross margin.

Let’s use an “x” to indicate a skipped payment, “10” to indicate
a full payment and “7” to indicate a 70% payment. With these
symbols we can illustrate a variety of payment patterns which, in
different stores, cause a customer to be rated as 90 days slow.

10 10 &30 X % %
10: 10 210 7 7 7
10 X 10 X 10 X
X pSUE (0 X 10 10
7 7 ik T b A0

Anyone who can take the above combination of payment
patterns (and the many more possible ones) and classify all of
them as accounts “90 days past due,” a classification that
conjures up almost complete worthlessness, must take real satis-
faction in producing obfuscation rather than information.

The only value in the present consistent aging reports is that they
can, perhaps, be compared with the piles of old reports. I can
recall when my daughter measured me one day as I lay sunning
myself on the beach and said to me with surprise, ‘“Daddy, you
are more than 3 strings long!” Such is the information we now
have on the value of our biggest asset.

How valuable are your accounts receivable?

I wrote on the blackboard the figures 70%, 80%, 90%, and 95%. I
then asked the collected financial executive a question. If your
firm went out of business today and your accounts were turned
over to someone with a regular billing department (another store
or a bank), what percentage of your accounts would you expect
them to collect?

The answers ran approximately as follows:

2 — RETAILING TODAY — JUNE 1972

% Ultimately Collected % of Votes
70% 50%
80% 40%
90% 10%
95% none

What was your estimate? Was it the one for which no one voted?
If it was, you are correct. In the past several years the Sa

Francisco area has witnessed the demise of the White House'
(department store, San Francisco and Oakland, $20,000,000
volume), Simon Stores, Inc. (Hardware, 3 stores, $20,000,000),
and H. Liebes (7-unit women’s better quality specialty chain,
$10,000,000). In all cases the collection ran close to 95%.

In the case of the accounts collected by the bank in bankruptcy,
no allowance is made for interest on indebtedness during the
collection period. The bank could not cost-justify the amount
collected as finance charges and about 40% of the finance charges
were added to the approximately 95% collected. And finally,
there is the value to be obtained from the sale of names, files, and
credit information.

All told, one should be able to realize 100% of the face value of
accounts receivable in a reasonably run retail establishment—a far
higher realization than can ever be obtained from inventory or
fixtures.

This fact—which is rapidly being recognized by major banks—
should come as no surprise. Studies of credit losses during the
1930-32 depression showed that department store charge ac-
counts had the lowest percentage of loss among all types of
credit. People still pay their obligations—as shown by the fact
that most stores collect over 90% of all their credit sales with
either no nudging or a slight nudge when a single monthly
payment is skipped.

Now that we have rediscovered this fact, it is possible to

construct an entire financing plan for an expanding business on (

the basis of accounts receivable financing.

Measuring your accounts with a single figure.

If we forget the concept of “paying off an account” and think in
terms of ‘“keeping an account open,” we can then change our
thinking about how to evaluate an account. Under these circum-
stances, the most important record is the most recent; whereas
under aging, the oldest information is considered the most
important.

And the most important information is, “Did the customer make
a payment during the last cycle?” By payment, I mean any
payment—not a full payment or an 80% payment or any other
artificial criteria. When a payment is made three important things
are confirmed: (1) the address is current, (2) the amount owed is
confirmed, (3) the customer intends to pay.

When a payment has been made, the retailer can assume that the
balance is not at risk.

When is the balance at risk? Not until there are two consecutive
cycles without-payment. It is not until the end of the first cycle
without a payment that we are even aware there is no payment—
and with some billing programs there is only a “‘gentle reminder”
included with that statement. At the end of the second consecu-
tive cycle we know we have a problem. Now I would classify the
entire balance as ““at risk.”

This is a simple figure to compute every month for every cycle,
even when on a manual billing system. There is a flasher card in

front of any account where 2 or more cycles have passed without&
a payment. It is placed there by the biller. As each tray or cycle is

completed, someone runs an adding machine tape of the balances
on all cards behind ‘“Collect” flashers. It takes a matter of 5
minutes or less per tray.

1
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A FEATURE REPORT

DISCOUNTERS IN CONVENTION

The annoucement said, ‘“Mass Retailing Institute” but the people
there talked about themselves as ““discounters’ and spoke of their
industry as ‘““discounting.” In prepared talks someone might refer
to “‘self-service mass retailing stores’”’—but they were in the
minority, particularly when the speaker was not one of the
national officers, directors or staff.

RT feels that ““discounting” is not a nasty word—usage has given
it a relatively precise meaning. Actually, it is much more descrip-
tive than are the terms ‘‘department store’” and “‘specialty store.”
Who cares whether a store is divided in departments, divisions,
boutiques or regiments—and aren’t many specialty stores as
minutely divided as are the so-called ‘““department stores”? If the
“other type” of store can be identified on the basis of their
internal organization structure (which offers no benefit to the
customers), why are not the discounters happy being called
discounters (a term with far more implication of benefit for the
customer)?

General Comments

imes are changing, but retailers are not. MRI (Mass Retail
\:1stitute) is predominantly male, predominantly white. There are
a few women—but no blacks, browns, or yellows. To this extent
they are no different from the other retail organizations. But time
is marching on and one hopes that ultimately the management of
retailing will be more representative of the people that make up
the United States—all of whom are customers of our stores and
many of whom are our employees (usually at a low level).

MRI tends to follow more closely the industry cooperation
pattern of the supermarket operators than the department stores.
The banner at the head of the room said, ‘“‘Progress through
dedication to shopper and community.” It may sound corny—but
I don’t recall that the National Retail Merchants Association says
anything close to this. Supermarket Institute (SMI) has long had a
slogan “More For All.”

The delegates present kept telling themselves that they are doing
innovative marketing, that they are leading a retail revolution. It
was George Santayana who said, “Those who cannot remember
the past are condemned to repeating it”’—and since most retailers
don’t know that 80 years ago the department stores held the
position now held by discounters (see RT Jan 1972 “Re-inventing
the Wheel”’), the discounters have succeeded in re-inventing the
original department store.

Why people shop at discount stores.

"55 in 1971, the convention started out with the presentation of
1 industry study—this year entitled, “Personal Activities and
Related Purchases of Self-Service General Merchandise Shop-

pers.” As it was last year, this MRI study was supported by the
DuPont Company and the actual survey was conducted by Ralph
Head and Affiliates, Ltd. The presentation was made jointly by
John Swajeski of DuPont and Jim Head of Ralph Head &
Affiliates.

The same team, at the 1971 convention, presented ‘“Consumer
Buying Patterns in Self-Service General Merchandise Stores” in
which they supplied why people bought where they did—and
concluded the general order of importance was quality, assort-
ment and price.

This year Swajeski and Head tried to show that price was really
most important—because the most frequent reason given for
buying at a discount store was price.

The study covered a wide variety of products and in each case the
report shows what percentage of customers purchased certain
categories of merchandise at discount stores, at other stores or
not at all—and in the first two groups, the reasons for purchase.

For example, on the question of baseball merchandise, 65%
purchased their needs at a discount store, 29% elsewhere and 6%
did not purchase baseball items.

For those who purchased at a discount store, 69% gave price as
their reason and 12% gave convenient location. For those who
purchased elsewhere, 36% indicated they did so because of good
quality, 21% because of a preferred brand, 15% because of better
variety and 10% because of convenient location (11% also
reported a better price elsewhere).

The impression gathered from the report was summed up by the
article in the “Daily Convention Reporter”: “Price appears to be
the major factor causing shoppers to buy at discount stores, John
Swajeski of DuPont and Jim Head noted in their presentation,
‘However, shoppers feel they can find better variety and quality
in other type stores.”” The same impression was conveyed by
newspaper items and trade paper reports.

RT says that this interpretation is wrong. It is fortunate, perhaps,
for conventional retailers that this report is being so widely
mis-interpreted. There can be no better boost for conventional
stores—and disservice to discount stores—than to believe that
customers go to discount stores for price and to other stores for
quality and assortment.
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Those who have accepted this interpretation have failed to apply
to this report what they already know about the consumer—and
which was confirmed in the MRI report released in 1971.

Ask a man who has just bought a Chevrolet Impala why he
purchased it from a certain dealer and he will tell you, “I got a
good price.” If price was the only factor involved, he would not
have been looking at an Impala in the first place—he would have
looked at a Datsun pickup. In this situation we all understand
what happened—the man decided that the quality that he wanted
was an Impala with air conditioning, automatic transmission,
power-disc brakes, power-steering, AM-FM stereo radio with
8-channel tape and cassette player, power antenna, white-wall
radial tires, power doorlocks, 6-way power seat, a three-tone
paint job, and the deluxe trim package. Having decided on this
quality, he then went out to get the best price.

And this Impala buyer—who didn’t want a Buick or Mercury or
Chrysler (even though they may have cost less)—is exactly like
the discount store customer who wanted some baseball equip-
ment and went down to the convenient neighborhood discount
store to buy it. On the way out the interviewer asked him why he
purchased it at the discount store and he said “price.”

But he implied—and the interviewer and the interpreter were not
smart enough to understand—that he would not have purchased
at a discount store if he had not been satisfied with the quality
and assortment offered. Having accepted that quality and assort-
ment, the final evaluation before parting with his money was
“price”’—and when that was acceptable, the transaction was
closed.

Other sessions of interest.

Although drugs are undoubtedly a major problem among retail
employees, they are not as bad as Dr. David Sohn indicated when
he said that in the 1970 New York State Labor Force, ‘“Sales
workers had the highest rate of regular users.” Dr. Sohn was
talking to retailers—and he assumed that “‘sales workers” were
“retail employees.”

“Sales workers” is a major division (1 of 12) in the Dictionary of
Occupational Titles and covers about 7% of the work force. Less
than 40% of the ‘“‘sales workers’ are in fields considered to be
retailing. The largest portion include people who sell to other
than consumers (the traveling salesmen), insurance, stocks and
mutual funds, real estate, telephone order clerks at a wholesaler
or manufacturer, traveling magazine salesmen and hot dog ven-
dors at the ball park. Even when one considers salesmen in
retailing, they forget that this includes restaurants and eating
places, automobile dealers and gas service stations—as well as
department stores, discount stores and apparel stores.

With this understanding of the word ‘‘sales worker,” we realize
that the pattern for “‘sales workers” may not apply to ‘‘retail
employees.” We have long known that alcohol (a drug) has been a
problem for outside salesmen of all types—and much less of a
problem for the sales workers in our retail stores. Since the major
drug among “‘sales workers’ is barbiturates, the concern is much
less.

Perhaps New York State will one-day report on employees by
industry rather than occupation—and then we might find out just
how serious the drug problem is among our retail employees.
Most studies indicate that the problem is less serious among
females than males—and the discounting industry is a very heavy
employer of women.

This is not intended to down-grade the seriousness of the drug
problem (RT has written on it often) but it is intended to put it
in proper perspective for the retail industry.

Discounters are concerned about the quality of their building. (
evidences itself in concern about signing 25 year leases on
buildings that will last 15 years. And the question about how to
handle the midlease remodeling that will be necessary. Some of
the profits in the early years of the location are going to be
overstated because the occupancy costs are understated. It is easy
to depreciate a car over a 15 year life; it is hard to get the car to
last 15 years. The same problem arises with buildings.

There is concern about irresponsible discounters—and the way
they reflect on the industry—but there is no movement to expose
them or counteract them (discounters have learned this from other
retailers who enjoy having their image impugned by association
with undesirable fellow retailers).

The new FTC rules, orders and utterances on advertising will have
a great impact in years to come. Can the term “discount” be
used? Discount from what? When is a ““Sale” a sale? How can
comparative prices be used on unbranded merchandise? How does
the industry provide the independent testing facilities to match
those of Sears or Penney’s—or even of Macy’s?

Additionally, discounters are concerned about the poor quality of
the salespeople. Customers are asking more questions—and un-
trained salespeople can not answer them. And finally discounters
complain about the cost (3% discount) of bank credit cards.

All of which confirm that discounters of today are the depart-
ment stores of tomorrow—as their occupancy cost, advertising
cost, credit cost, and payroll costs rise to the level of present
department stores.

The department stores had better watch out. Discounters are
moving ahead of conventional stores in their use of EDP. Not
being burdened down with a stock of fully depreciated NCR
Model 1500, 21, 22, and 6000 registers, discounters are taking a
serious look at their equipment and systems—because they have
to buy it now, for the first time.

A number of discounters are making double pass entries at the
checkout registers—while conventional retailers hypothesize
about the cue-up problem at area registers. The discounter’s
answer is simple—If I have a cue-up problem, I will open more
checkouts.

But the double-pass gives the discounter information the conven-
tional retailer is still talking about getting. Many discounters are
in the process of assigning SKUs to substantially all merchandise
in their stores and some are already using point-of-sale input by
SKU to prepare staple stock replacement orders from their
central warehouse.

The advance installation of point-of-sale equipment in discount
stores, combined with the fact that fewer such machines are
needed when most of the sales are handled at a checkout, and
with the declining relative cost of on-line computer hookups, will
probably lead to further review of the question of offering credit,
particularly since firms like General Electric Credit Corporation
stand ready to finance receivables and operate credit departments
for volume retailers.

The disappearing difference disappears faster. (
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The ““balance at risk” then represents the total on such accounts
expressed as a percentage of the total billings for all cycles. A
significant management report might look like this:

MONTHLY BALANCE AT RISK REPORT

1970 1971 1972
February 4.9% 4.9% 4.5%
( March 53 5.0 5.4
April 4.2 33 5.1
May 3.6 3.6 5.0
June 3.8 4.7
July 3.2 37
August 4.5 6.0
September 43 6.4
October 4.4 5.8
November 34 4.7
December 4.5 4.9
January 4.8 6.1

Report preparation is simple. Each month add a single figure,
make new photocopies, and forward to top management. Top
management will throw out the prior report and keep the current
report. And in a single figure they will be able to interpret
whether the quality of their investment in receivables has in-
creased or decreased—they don’t even have to look at any dollar
figures. It seems to me that top management would demand such
a report.

Why not say “Thank You”?

A much better use for all this payment record manipulation
would be to identify those accounts who didn’t miss more then 2
scheduled payments—so that at the end of the year you can send
them a nice thank-you note. These are the customers you depend
on for your volume each year. You spend a great deal of time
dunning the slow pay—and in the process make new enemies and
drive some customers to other stores; why not say ‘“thank you”
to the fast pay and perhaps he will be a bit happier to spend his
ey with you.

And finally, there is a financing plan.

Most financial analysts have forgotten one of Roy Foulke’s key
ratios—the quick ratio or ‘““acid test.”” This is the ratio of cash,
cash equivalants and accounts receivable to total current liabil-
ities. A 1 to 1 ratio here, despite any other ratios, shows the
liquidity necessary to properly handle your trade activites.

When accounts receivable become substantially larger than inven-
tory, it is very possible that a firm that does not have a 2 to 1
current ratio can still have a 1 to 1 quick ratio.

RT feels that some new standards can be established for sound
financing of an expanding retail business. All credit raters have
long since abandoned the idea that a retailer is weak if he does
not own his building—and now more and more finance institu-
tions and analysts accept the fact that the retailer does not own
his fixtures (there is a much smaller claim on the assets of the
business under an equipment lease than there is under an
equipment contract).

That leaves just inventory and receivables to be financed. Inven-
tory is partially financed by interest-free current payables and
accruals—often to the extent of more than 50%. Receivables,
since we have shown that they have a value close to face value,
are properly bank business. Thus the use of an accounts receiv-
able line of up to 80% of receivables (with 20%plus of the
receivables being financed through equity) represents sound
"~ancing. Under the Uniform Commercial Code, receivables can
e both a long-term or a short-term obligation, with the
combined total being the limit of the advance by the bank. That
limit, incidentally, can be higher than one would expect. We have
negotiated agreements where the permitted advance for a period
of 90 days each year is set at 110% of eligible receivables!

Under an accounts receivable financing plan, the interest rate is
higher than that charged on short-term notes. But since an
accounts receivable line does not require a compensating balance
and since payments and borrowings can be made daily, so that
the average amount borrowed during the year is less, the total
interest expense at the end of the year is normally less under an
accounts receivable line.

With the amount available under an accounts receivable line
growing as the business grows, the retailer can grow much faster
than when borrowing on a note basis and then making paybacks
out of earnings—while struggling to handle the increasing ac-
counts receivable that arise from the expansion.

THE SECRET OF SUCCESS AT LEVITZ

Levitz Furniture Corporation is certainly the glamour stock of
the retail industry, having reached and passed a price/earnings
ratio of 100 (before S.E.C. accusations). The first great impres-
sion one gets comes from their sales growth—49% for the year
ending January 31, 1969, followed by successive increases of
70%, 49% and 84%! In a 4 year period their sales increased by
593%

Others are more impressed by the growth in earnings per share,
which show successive increases of 62%, 46%, 53%, and 93%. In 4
years they increased by 600%!

But RT is impressed most with the following tables which show
the gross margin, sales per sq. ft. (new stores weighted based on
opening month) and cost value of inventory per square foot at
year end:

Gross Income Sales per Inventory
Profit Before Sq. Ft. per Sq. Ft.
Taxes
January 31, 1968 32.95% 6.54% $70.69 $11.28
January 31, 1969 34.68% 8.78% 68.90 13.97
January 31, 1970 36.21 8.43% 58.78 9.26
January 31, 1971 38.14% 8.98% 54.39 8.06
January 31, 1972 38.91 9.47 54.49 8.93

The pattern for success appears to be increased gross profit to
cover increasing expenses (gross profit increased by 5.96 percent-
age points while profit before taxes increased by only 2.93) while
adding space faster—space that produces less in sales per square
foot of gross space—and reducing selection by providing less
inventory per square foot.

RT recognizes that there are purchasing economies to be gained
with volume—so that part of the increased gross profit may be the
result of buying at lower prices rather than increasing relative
selling prices; and RT recognizes that building new buildings may
mean higher occupancy costs than taking over existing buildings
that are in trouble or have a lower cost basis to the lessor; and RT
recognizes that better computer control can improve turnover so
that less inventory per square foot is required to support the
sales.

But none of these trends suggest that Levitz is the same type of
operation that it was when it appeared on the scene. RT has
previously projected that by December 31, 2025, House of
Fabrics, if they continue their present trend, would have tc
produce a gross profit of more than 100%. Levitz will apparently
reach that point by the year 2013!

But Levitz has much better control of their inventory—the
opening inventory at cost as a percentage of cost of goods sold
for the following year was 18.37% as of January 31, 1968, and
18.92% as of January 31, 1972, a much better performance than
House of Fabrics.
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PREGNANT BRIDES AND JUMPING GROSS PROFITS

We all read reports that a high percentage of today’s brides are
pregnant at the time of their wedding. And for years we have
been aware of the unusual statistical situation—that so many of
the first babies are “premature.” I can recall a case of a true
premature arrival whose parents said they were going to name the
child “"Fingers” because either in front of them or behind them,
cveryone (when told the birth date) started counting.

RT has noticed some similar unusual occurances when companies,
particularly in a glamour field, go public. It seems that their gross
profit takes a sudden jump the last year before being offered
to all of us waiting eagerly on the outside. Of course, we
have always recognized (with the full approval of our fine
accounting friends) that there are two generally accepted ac-
counting valuations of inventory: private and public.

Sometimes one of the old stable companies goes public—and one
of the reasons they show nothing of the glamour of retailing is
that they don’t have a jumping gross profit. In recent under-
writings, this showed up in both Leath and Company (founded
1903) and Sage-Allen & Co., Inc. (founded in 1889). For the past
S years they showed the following gross profit percentages:

Year Sage-Allen* Leath
1971 37.2% 46.0%
1970 36.5% 46.0%
1969 36.7% 45.7%
1968 36.0% 45.5%
1967 35.4% 45.4%

*Year ending January following

Now let’s look at some younger companies—Danneman Fabrics
(apparently 1 store until 1967), Piece Goods Shops, Inc. (1 store
until 1963), and Naum Bros. (1 store until 1964). For their 1971
fiscal year these companies did $4 million, $10 million, and $12
million, respectively.

Fiscal Year Dannemann (1) Piece Goods (2) Naum (1)
1971 44.6% 35.8% 23.6%
1970 (3) 43.7% 33.4% 22.7%
1969 39.5% 34.0% 22.3%
1968 40.2% 28.9% (4) 21.4% (4)
1967 40.2% 27.6% (4) 22.7% (4)

(1) June 30th fiscal year

(2) July 31st fiscal year

(3) Because of a weakening market, many new issues planned
for late 1970 or early 1971 were delayed to 1972.

(4) Unaudited income statements

No special significance should be given to the selection of the
sample firms reported—a list of 50 or more ‘“‘new issue’ retail
firms could be documented. A few keep it up after going public
(see RT Dec 1971, “Fascinating Patterns” re. House of Fabrics,
and this issue for “The Secret of Success at Levitz’”). But by far
the most common pattern is a level or declining gross profit the
year after public issue.

COMPETITION ON THE WASH-DAY FRONT

Starting July 3, 1972, all articles of wearing apparel leaving a
manufacturing plant must have permanent labels clearly dis-
closing instructions for care and maintenance. The only exclusion
are footwear (other than hosiery) and articles used exclusively as
Leadwear or handwear. The FTC will consider requests for
cxemption for items that will be sold at retail for $3 or less and
which are completely washable under all normal circumstances.
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After 18 months (that would be about January 1974) the FTC
will review the experience under these first rules—and, in all
probability, expand the range of products covered (throw rugs,
curtains, drapes, etc.).

The action by the FTC cuts off a long-planned project by the J.
C. PENNEY CO. to get a lap ahead of their competition. Penney
started two years ago to develop such a program for their privat/
label merchandise. Their plan is broader than the present FTQ
order. The Penney program will cover 90% of all Penney soft
good items and by June 15th approximately 70% of the items in
the stores will have labels.

Thus, Penney will have such products on their floor long before
other stores—who rely on the manufacturer starting, as usual, at
the latest possible date (or even being late meeting the July 3,
1972 deadline). Penney will also offer their customers a home
laundry reference chart to post near their washing machines.

RThought: Is it possible that retailers will now start competing
for customers by stressing the availability of this new informa-
tion? Will ads now mention that garments offered for sale have
complete care and maintenance instructions permanently attach-
ed to the garment? Will retailers (and brand manufacturers) start
progressing along this line with merchandise not yet subject to
mandatory labelling? Or will retailing, as it usually does, wait
until the government acts on behalf of the consumer and compels
action through FTC regulation? At which time all of those
retailers who profess to be responsive to the consumer will band
together and cuss the “big brother attitude” of government.

NAMES WITH THE F.T.C.

The Southland Corporation is approaching $1 billion in sales—and
also a complaint by the F.T.C. Most of their stores are small—
thousands of 7-Eleven concenience stores—but their combined
power is great. And the FTC charges their top officials, Chairman
Thompson/President Hartfelder, with pressuring suppliers to The
Southland Corporation to purchase supplies from Southland’s
Chemical Division.

P

THOUGHTS TO MANAGE BY

This month’s thoughts, of which only one is a poem, come from
the personal collection of a loyal RT reader (my Mother)—each
carries a thought for all major executives.

Let me live in a house by the side of the road
Where the race of men go by—

The men who are good and the men who are bad,
As good and as bad as 1.

I would not sit in the scorner’s seat

Or hurl the cynic’s ban—

Let me live in a house by the side of the road
And be a friend to man

Sam Walter Foss 1858-1911

Some misguided enthusiasts have believed that by lengthening the
span of life they would confer a priceless boon on the human
race; forgetting that it is not the length of the day which makes
us love the summer, but the brightness of the sun, the beauty of
the flowers, the singing of the birds.

Johan Heinrich Cohansen 1665-1750

The most lovable quality that any human can possess is tolerance.
It is the vision that enables one to see things from another’s
viewpoint. It is the generosity that concedes to others the right t
their own opinions and their own peculiarities. It is the bignes(( 5
that enables us to let people be happy in their own way instead of
our way.

From a Rotary Bulletin about 1930.
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Take a tip from Marriott

Marriott Corporation was the only

motel-hotel operator

in the
Third Century “Quality

of Life” port-

folio (B & S, July 18, 1972). The

both ss a responsible company and as

a good investment.

Q.: WHAT WOULD HAPPEN IF
MARRIOTT OPERATED
STORES?

A.:Aﬂothamﬂulw&ﬂdhlve
to raise their standard of
service.

I have stayed a dozen times at some
5 or 6 different Marriotts — and have
never had a bad experience. Recently,
I was in Chicago at their hotel near the
airport. The pleasures of good service

.were immediately apparent. When I

announced that I had a reservation,
the clerk pulled a partially completed
form from a file at the center of the
desk — and within 15 seconds I was
signing my name on the form and she
was imprinting my credit card. None
of the shuffling and questioning that
happens in almost every other hotel.
And no extra forms to fill out at the
desk — which always seemed foolish
when reservations are made days in

advance.

As the bellman was taking me to my
room, he asked where I came from and
when [ said “San Francisco” he im-

mediately asked,

“Have you visited

our new hotel that we just opened in

Bezkeley?” | was startled —a

Ilman,

2000 miles away, working in 1 of a
chain of 14 hotels being sufficiently
informed to know that (1) the Berke-
ley hotel had opened 3 weeks earlier,
(2) That Berkeley was near San Fran-
cisco, and (3) wanting me to know
about it.

Knowing a bit about the Marriott
organization, I asked if he was in their
profit-sharing plan and he immediate-
ly, and proudly, showed me the pin on
his lapel and announced “Four years!”
He then told me about their training
program, describing facets from the
college students during the summer
(no envy), to the lad in the kitchen
who had been coached in English by
others on the hotel staff and who was
now “Manager of Dishes.”

At lunch the next day my waitress
asked, when I ordered pie, “Would
you like some ice cream on it?” I said
yes — following a multi-decade old
rule of always buying something when
there is suggestive selling. (I buy some-
thing extra about twice a year.) When
serving the man next to me, who
asked, “Is the corned beef lean?” she
replied, “I served one portion and it
was, but why don’t I bring you some
and if you don’t like it I can take it
back.”

Three contacts — a desk clerk, a bell-
man, and waitress — and all of them
producing good vibes. But that has
happened every time I have stayed at a
Marriott.

If any retailer could accomplish the
same results with his staff that the
Marriott organization has accom-
plished with theirs, even firms the size
of Sears and Penneys and Safeway
would have to watch out.

I
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Recruiting and
responsibility

In our July 4 issue we printed results of
a survey by the National Affiliation of
Concerned Business Students in which 50
corporations were rated on their social
responsibility by selected MBA students.
It would be interesting to determine
whether companies which were ranked
low are having any more difficulty in
recruiting top talent at business schools
these days. It’s impossible to make a con-
clusive statement, but Business & Society
did a quick check of those Stanford
MBAs graduating in 1972 who have in-
formed the Stanford Placement Office
that they have accepted jobs. Of the ap-
proximately 200 MBAs listed, five are
going to wesk for Bank of America, four
for IBM, four for Cummins Engine and its

reliated companies, two for Xerox, one
each for First Pennsylvania Bank, Pruden-
tial Insurance and Chase Manhattan — all
of which are ranked among the top 10
companies on the survey. Only three
MBAs are listed as working for companies
ranked from 17th to 50th.

Although not on the survey, Levi
Strauss, another company with a strong
reputation, picked up two MBAs. Walter
Haas Jr., chairman and chief executive
officer of Levi Strauss, has no doubt that
his company’s performance has helped to
give them the pick of the crop. “Ten
years ago,” he says, “we had difficulty
finding more than six MBAs who wanted
to talk to us at the Harvard Business
School. Today we have trouble fitting
everybody into an appointments sched-
ule.”

These data may not be very significant,
and they may only mean that MBAs rank
highly those companies shrewd enough to
give them jobs. On the other hand this
might be an indication that MBAs take a
company’s social responsibility into ac-
count when choosing a place to work.

Other interesting facts from the list:
McKinsey & Co. and Hewlett-Packard
(which has its headquarters near Stan-
ford) are named most often, with seven
MBAs apiece; and of those MBAs listed as
not going to work for corporations, four
are going to the Environmental Protec-
tion Agency.

The other FPL
(continued from page 3)

longer can be tolerated. In cases where
damage to the environment has occurred,
EPA has been tough.

“A foremost example is our enforce-
ment action against Florida Power and
Light, Inc., concerning its plant at Turkey
point. We estimate that the Federal Gov-
emment has spent between $1 million
and $2 million and at one time had as
many as 60 persons working on that case,
which was in litigation for a year and a
half before being settled last Septembes.
The abatement program approved by the
Court requires expenditures of roughly
$35 million by the company to mitigate
environmental damage, though such dam-

even then will not be completely
eliminated.”

in fact, FPL is so proud of its record in
the environmental area that it was one of
only two utilities that refused to cooper-
ate with the Council on Economic Priori-
ties in its-study of the environmental per-
formance of the utility industry (B & S,
May 23, 1972). And its ranking in that
study? Fourth from last.

We’re not sure whether Mr. McDonald’s
and Mr. Autrey’s presentation was con-
vincing to any of the assembled security
analysts, but if FPL’s environmental per-
formance is any np-off about its perform-
ance in other areas . . . we’d recommend
a sell order.
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Whaddya

Read?

O In the New York Times: Isadore Barmash
reports that a legal specialist in business fraud
warns that some $10 billion will “pass through”
this year from suppliers to buyers in a wave of
payoffs.

Of course the payoff in retailing is not new.
It is just larger because the economy is larger.
But more than that, increased centralized pur-
chasing for a flock of stores tends to cut down
the number of buyers who can control a sup-
plier’s life line. When a factory’s distribution is
spread over hundreds of accounts, two scalped
tickets to a Broadway hit is an innocent social
amenity. But when an assembly line moves at
the beck of a handful of central office buyers,
there is a whole new order of things. The pres-
sure on a manufacturer of non-brand lines, is
overwhelming. So much so that an offer of a
piece of the action may be the only way he can

_ get through a cardiac examination with a pass-

ing grade.

My own feeling, however, is that the $10 bil-
lion figure is grossly exaggerated. I doubt that
so much cash flows under the table. The payoff
takes more subtle forms: “Jack, my kid is
getting out of college this spring. I want to line
him up with a strong firm, like your XYZ In-
dustries. Do you have any ideas where he might
fit?”

“Sure, Joe, what about right here at XYZ, I
have a terrific spot for him in our marketing
department. And say, if he is anything like his
Dad, he can move, and move fast.”

And so it goes. After all, cash becomes an
IRS problem and subjects the taker to the
underlying threat of blackmail. Hiring his kid,
leaves him in the clear, except that the kid is
hostage.

What’s the answer? Vigilance, of course. A
plain-spoken attitude on the part of top man-
agement, regarding not only cash, but more
especially “favors” between suppliers and
buyers. Very few retail firms spell out a code
on conflict of interest. Most who express them-
selves at all, do so in an annual pre-Christmas
letter to the trade, explaining the company’s
policy against major gift-giving. Most retailers
treat the question of payoff as if it were VD,
not to be talked about in polite society.

In “Retailing Today”: Bob Kahn poses the
question, what would happen if Marriott oper-
ated stores? And his answer is, all other retailers
would have to raise their standards of service.
But let Bob, tell it in his own way: “I have
stayed a dozen times at some 5 or 6 different
Marriotts—and have never had a bad experience.
Recently, I was in Chicago at their hotel near

the airport. When I announced that I had a re-
servation, the clerk pulled a partially completed
form from a file at the center of the desk—and
within 15 seconds I was signing my name on
the form and she was imprinting my credit
card. None of the shuffling and questioning
that happens in almost every other hotel. And
no extra forms to fill out at the desk—which
always seemed foolish when reservations are
made in advance.

“As the bellman was taking me to my room,
he asked where I came from and when I said
‘San Francisco’ he immediately asked ‘Have
you visited our new hotel that we just opened
in Berkeley?’ I was startled—a bellman, 2,000
miles away, working in 1 of a chain of 14 hotels
being sufficiently informed to know that (1)
the Berkeley hotel had opened 3 weeks earlier,
(2) that Berkeley was near San Francisco, and
(3) wanting me to know of it.”

“At lunch the next day my waitress asked,
when I ordered pie, “Would you like some ice
cream on it?” I said yes—following a multi-
decade old rule of always buying something
when there is suggestive selling (I buy some-
thing extra about twice a year). When serving
the man next to me, who asked, ‘Is the corned
beef lean?’ she replied, ‘I served one portion
and it was, but why don’t I bring you some and
if you don’t like it I can take it back.’

“Three contacts—a desk clerk, a bellman, and
waitress—and all of them producing good vibes.
But that has happened every time I have stayed
at a Marriott.

“If any retailer could accomplish the same
results with his staff that the Marriott organiza-
tion has accomplished with theirs, even firms
the size of Sears and Penneys and Safeway
would have to watch out.”

My own experience at Marriotts’ matches
those of Bob Kahn. What makes the whole
question interesting is that the food and lodging
industry has had a tougher time recruiting capa-
ble personnel than retailers. How then does one
explain Marriott? Simple: two generations of
founders are still at the helm. The Marriotts are
so hung up on the importance of the human
values, that it takes top priority in the conduct
of their business. I think they feel that if you
can motivate your people, nearly every other
element in the business moves smoothly.

Most large retailers have to get along without
the presence of dedicated founders. The chal-
lenge is, how does professional management
hold on to the personal ingredient. I don’t
think they teach that course at Harvard or
Wharton. [
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‘The Most Frequent Reason Is Not Necessarily the Most
Important’—Price and the Discounter

Fifteen years ago, when
the discount department
store really started to make
its impact felt upon the
marketing pattern, price
was surely the runaway
reason why it diverted
hordes of shoppers away
from the high-markup
conventional stores. Yet, it is
hard to believe that now, in
1972, price is still the
overpowering reason why
shoppers still go to discount
stores. Has nothing
changed? >

Ask shoppers who go*fo
supermarkets why the§ buy
their food there and they will
tell you, “Good price.” But if
they did not buy their food{g\
a supermarket, where th
devil else could they go?
Today, forty years after the birth of the supermarket, the
question is no longer why people go to supermarkets.
Rather, the question that confronts the highly competitive
supermarket industry is why do the shoppers go to which
markets?

| would like to pursue the point of price and the passage of
time in relation to the discount field because a number of
discount executives are not satisfied with the central
conclusion of the 1972 Mass Retailing Institute-DuPont
study of discount-store customers. This reaction was noted
when we interviewed quite a number of discount presidents
about their companies’ fixture-buying and store-decor
programs.

HAROLD S. LARKIN

HOW CAN YOU MISS THEM?

They are part of an industry that grows at an annual rate of
10 per cent, compared to 2.9 per cent for the conventional
department stores. Even if the discount store has not gotten
there yet, it is evolving to the same ultimate stage as the
supermarket. Already well ahead of the conventional
department stores in total volume, with each passing year
there are many, many more discount stores within very easy
access to many, many more potential shoppers. It is now
difficult to avoid shopping in discount stores! Because in
1972 a shopper, standing on the discount-store sales floor,
says she is there because of ‘‘good price,” that is not
necessarily the reason why she is there.

Some discount executives are disturbed about the no-ifs-
or-buts conclusion of the MRI-DuPont survey for
substantially this reason: “If price is unqualifiedly why
shoppers come to discount stores (69 per cent), and if all

__Toget at the heart of why I betieve that price can't possibly

- Says Bob Kahn: “As in 1971, the MRI Convention started

can find better variety and quality in other type stores.’ The
same impression was conveyed by newspaper items and
trade paper reports.

* ‘Retailing Today’ says that this interpretation is wrong. It
is fortunate, perhaps, for conventional retailers that this
report is being so widely misinterpreted. There can be no
better boost for conventional stores, and disservice to
discount stores, than to believe that customers go to
discount stores for price and to other stores for quality and
assortment.”

other appeals don’t seem 1o matter, why are we knocking
ourselves out for better locations, better quality, and better
decor and fixturing?” On the other hand, if two thirds of
shoppers come to discount stores because of price, then why
aren't the largest and most profitable discount chains also
the cheapest priced?

There is a faulty premise to the 1972 survey when it
presents a 1955 conclusion to the reason why shoppers go
more and maore to discount stores. The discount chain
president knows that in 1972 more people shop in discount
stores than in conventional department stores. What he
wants and needs to know is how to make people come to his
discount store instead of to those myriad other discount and
conventional store competitors.

PROBE A LITTLE DEEPER

Those who have accepted this interpretation have failed to
apply what they already know about the consumer, which
was confirmed in the MRI Report released in 1971. Ask a
man who has just bought a Chevrolet Impala why he

rchased it from a certain dealer and he will tell you, ““I got
apood price.” If price were the only factor involved, he would

t have been looking at an Impala in the first place, he
-~ would have looked at a Datsun pickup.

In this situation, we all understand what happened: The
man decided that the quality he wanted was an Impala with
air conditioning, automatic transmission, power brakes,
power steering, AM-FM stereo radio with eight-channel tape
and cassette player, power antenna, white-wall radial tires,
power door locks, six-way power seat, a three-tone paint job,
and the deluxe trim package. Having decided on this quality,
he then went out to get the best price.

And this Impala buyer, who didn't want a Buick or a
Mercury or a Chrysler (even though they may have cost
less), is exactly like the discount-store customer who wants
some baseball equipment and goes down to the convenient
neighborhood discount store to buy it. On the way out, the
interviewer asks him why he purchased it at the discount
store and he says, ““Price.”

“But the implication—what the interviewer and the
interpreter were not smart enough to understand—is that
he would not have purchased at a discount store if he had
not been satisfied with the quality and assortment offered.
Having accepted that quality and assortment, the final
evaluation before parting with his money was price, and
when that was acceptable, the transaction was closed.”

Certainly, it is extremely valuable to know how much of
each merchandising category the consumer buys in discount
stores, as the 1972 study revealed to us. But at a time of
overcompetition, which has forced all prices down for all
types of retailing, it is difficult to accept a conclusion that
negates the upgrading values of good location, easy highway
access, easy and convenient shopping, good fixturing, and
pleasant decor and atmosphere as powerful considerations
which have brought more and more shoppers to discount
stores rather than “good price” alone.

| am certain that the researchers did not mean to suggest
that discount stores exist only because they offer the
cheapest prices. But it does seem to sound that way.

be the stark answer anymore, | will put thﬁ@w the's
hands of one far more capable than | at pointing out the
essential flaw of the 1972 report. He is Bob Kahn, the
bearded squire of Lafayette, Cal., and publisher of that lively
monthly newsletter, “Retailing Today.”

out With-the-presentation.of -an-industry-sttidy—this year
entitled, ‘Personal Activities and Related Purchases of Self-
Service General Merchandise Shoppers.’ As it was last year,
this MRI study was supported by the DuPont Company, and
the actual survey was conducted by Ralph Head and
Affiliates, Ltd. The presentation was made jointly by John
Swajeski of DuPont and Jim Head of Ralph Head and
Affiliates.

“The same team at the 1971 Convention presented
‘Consumer Buying Patterns in Seif-Service General
Merchandise Stores,’ in which they supplied why people
bought where they did, and concluded the general order of
importance was quality, assortment and price. This year,
Swajeski and Head tried to show that price was really more
important because the most frequent reason given for
buying at a discount store was price.

“The study covered a wide variety of products and, in each
case, the report shows what percentage of customers
purchased certain categories of merchandise at discount
stores, at other stores, or not at all, and in the first two
groups, the reasons for purchase. For example, on the
question of baseball merchandise, 65 per cent purchased
their needs at a discount store, 29 per cent elsewhere, and 6
per cent did not purchase baseball items. For those who
purchased in a discount store, 69 per cent gave price as their
reason, and 12 per cent said convenient location. For those
who shopped at other types of stores, the principal reasons
were better quality, better brands, and better variety (10
per cent even said that they found better prices elsewhere).

“The impression gathered from the report was summed
up by the article in the ‘Daily Convention Reporter': ‘Price
appears to be the major factor causing shoppers to buy at
discount stores,’ John Swajeski of DuPont and Jim Head
noted in their presentation, ‘However, shoppers feel they




Some Ways to Cut Costs...

(continued from page 1)
to original cost estimates.

2. Divide your fixture business
unless you really plan to pay more
to the package house for an overall
expertise that you feel you may
lack. However, an ability to break
down fixture needs in order to deal
directly with specialists for a
particular need can save a chain
quite a bit on a consistent basis. It
is a capacity that must be
developed.

3. Flexibility is a natural concern
of fixture buyers, but flexibility
costs a great deal of extra money.
And surveys will show that most
discount chains don’t use the
flexibility features that they have
bought to anywhere near a 100 per
cent degree. How much flexibility
do you really need? Take a check of
what you order in certain special
features and to what degree they
are being utilized on the sales
floor. If you don't need it, don’t buy
it and save money.

4. |Is that custom-made fixture
really necessary? Would a
standard fixture with a custom-
made look do just as well at less
money? If so, save the money and
buy the standard fixture, because
if you look around the fixture

market enough, you find that what
is one company’s high-cost custom
fixture is another company’s in-
stock low-cost standard number.

5. Consider that, in a very real
sense, your choice of fixturing is
also a method of either controlling
your stock or losing control of it.
The wider the shelf, the more
inventory is needed to fill it.
Failure to check space
requirements accurately on a sheif
area need basis can lead to
unconscious overbuying, especially
on small-ticket items.

6. Don't attempt to carry out a

fixture installation job on your own
unless your staff is really geared
for it. And if you have to choose
between the fixture vendor and
the local contractor to handie the
installation, you'll find that the
vendor is invariably cheaper on the
bill.

7. Try to assess your own store-
planning department and its
capacities and facilities in relation
to that of the fixture-maker's
services. The discount planning
people may be particularly weak in
the drafting areas, where
misconceptions and
miscalculations on specific size of
areas and fixtures can lead to

New Larkin Publications Exhibit:

major overspending and costly
corrections.

8 Longterm contracts with
fixture companies can save a chain
money in these inflationary times,
since contract prices hold firm
even though costs of labor and
materials may go up during the life
of the agreement. Ordering, as
many chains now do, on a per store
basis, leads to steadily escalating
fixture costs. You might give up a
little more earlier, but the fixture-
maker will be glad to give up the
more later for the security of
guaranteed orders.

9. Look more thoroughly into
the concept of knock-down
fixturing. It costs far less to buy
than the set-up variety, and the
expense of installation is so low
that it brings the total cost for the
fixture down most dramatically.

In the following pages, you will
read expanded views on these
various points, all designed
through the words of leading
chains and fixture-makers to give
you some directions where you can
save money on your fixturing
during this era of apparently
unabated inflation.

First National Volume Buyers Show
At Hotel McAlpin, N.Y.C,

NEW YORK, N.Y.—The first
edition of the National Volume
Buyers Show will make its debut at
the Hotel McAlpin, Sunday through
Wednesday, February 25-28, 1973.
This new market, geared to fill an
important merchandising gap for
volume buyers, will take place the
same week of the Gift Show at the
Coliseum and the New York Toy
Fair. This new trade presentation
is, therefore, timed for one of the
largest buyer invasions of the year
in New York.

The new exhibition is managed
by Larkin Publications, which also

B L ks Bt

publishes MODERN RETAILER,
BOUTIQUE FASHIONS, APPAREL
RETAILER, and the new four-color
national business magazine
MUSIC RETAILER. It also presents
conferences and seminars, and is
well seasoned in trade-show
merchandising activities.

The National Volume Buyers
Show will present about thirty-five
categories of merchandise in the
hard and softgocds field, geared
for the mass-retailing operation.
For the first time, private-label
vendors will appear in large
numbers reflecting the sharp

Feb. 25-28

vendors will make their first
appearance at a national trade-
show market. Recently, Dolph
Zapfel, managing director of the
National Housewares Exhibit,
noted that it is becoming
increasingly difficult to find large
enough accommodations to hold a
major market under one roof. He
suggested that even gigantic
McCormick Place is not really
sufficient to take on all the
resources who would like to
appear at these semiannual
markets.

Buyer attendance will cut across
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Oranges and Pineapples

1972 is the year of oranges and
‘pineapples. That is, if you are a
‘member of the power structure in the
‘Retail Clerks International
Association, AFL-CIO. You would have
been on your way, in mid-July, to the
‘pineapple islands of Hawaii, to the
RCIA Constitutional Convention,
which met there the week of July 24.

Had you been in the power
structure of another union with many
retail workers, the Amalgamated
} Clothing Workers of America, you
would have been, earlier this year, in
Miami Beach to attend the national
convention of that union. You might
have to look very hard for oranges in
the Miami area, and would have,
instead, found politicians and fellow
delegates in this national election year
walking the concrete paths of Collins
Avenue.

There are only minor changes in the

LABOR SCENE national top leadership makeup of the

Sidney S. Wolchok Retail Clerks Union. The president of

the union, James T. Housewright, notwithstanding some intense internal
union politicking, was easily reelected the head of the 650,000-member
union. The deep wounds and cleavage that greeted his first election some
four years ago, by way of a challenge from California’s powerful union
leader, Joseph T. DeSilva, was not a major factor at this year’s Convention.

The Hawaii Convention was to be the jewel in the crown of the
Housewright administration, with preliminary meetings a week before and
some great trips available to those able to go on to the Orient or back to the
West Coast mainland for vacations after the business of the meeting was
completed. Much of union leadership today is taken up with attending
meetings in both stuffy negotiating rooms and beautiful resort areas. It is
one of the fringe benefits of climbing to the top of today’'s trade union
power.

"However, there is plenty of gloom hovering in the clouds that hang over
the azure skies of the warm Mid-Pacific. The Union leaders are deeply
concerned with the power of the Nixon Administration and the effects that
the Pay Board had upon the Retail Clerks food unions and discount-store
unions. )

Only some weeks before, the Pay Board slashed a 19.5 per cent wage
increase in the Mid-Atlantic states, negotiated between the Retail Clerks
Union and food merchants all the way down to 5.5 per cent. This stunning
cut in a settlement, unprecedented for the Clerks Unions in almost twenty
years of bargaining, has caused dissension in the Union's ranks and
consternation to Union leadership.

Earlier this year, at the Amalgamated Union Convention, there was a
serious note as a wise but aging leadership stepped aside to allow for
younger men to take over the two top posts of the Union. The Amalgamated
Clothing Workers of America has a broad base of retail clerks in California
and the Northeast United States. It is a rival, in some ways, to the RCIA.

The two leaders stepping down in the Amalgamated, Jacob S. Potofsky
and Frank Rosenblum, literally have generations of service to the labor
movement. They yielded their posts to two lawyers with records of many
years of their own within the labor movement. Replacing Potofsky as
president will be Chicago’s Amalgamated leader, Murray Findley, once a
practicing attorney, but now a full-time labor leader. Replacing Frank
Rosenblum, as secretary-treasurer, will be Jack Shankman, distinguished

“==~nal varantly a vice nrecident nf the Amaloamated

WOLCHOK
VIEWS THE
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SOME THOUGHTS ON FINANCE CHARGES — |

Michigan started the trend permitting finance charges to be
computed on the average balance rather than the previous
balance. This had the obvious appeal of fairness—since most true
interest (mortgages, bank loans, etc.) is computed on the basis of
the average balance outstanding. Now other states are putting such
a provision into their laws—while at the same time banning the
use of the previous balance. Most studies that RT has heard about
indicate that over a period of a year the typical revolving account
in a department store will pay more finance charge when
computed on the average balance than when computed on the
previous balance.

A logical analysis of the nature of revolving accounts makes the
reason obvious. Purchases tend to be rather evenly spread through
the billing cycles with a slight bias toward the first half of the
cycle (those people who postpone a purchase just before their
cycle closing date in order to get an extra month’s credit).
Payments clearly tend to cluster in the last half of the cycle,
narticularly in the case of firms that do not get statements into
- hands of customers until the middle of the cycle.

In its simplest form we can look at an account with a previous
balance of $100 on which there was a $10 purchase on the 11th
day and a $10 payment on the 21st day. Using the previous
balance method the finance charge at 1%% would be $1.50. Using
the average daily balance of $103.33 the finance charge would be
$1.55.

If the amount owed on a revolving account increases during the
period of a year the additional finance charge paid under the
average daily balance method will be significantly higher. Even
when the balance declines nominally over the period of a year,
the finance charge on the average daily balance basis can be equal
to or higher than the finance charge computed on the previous
balance method. Only when the account is paid out without
further purchases (as when the customer moves) will the finance
charge be less on the average daily balance method than on the
previous balance method.

The alternative of using the adjusted balance (where the payment
is credited against the previous balance regardless of when paid)
has many obvious unfairnesses involved. The customer is paying a
finance charge on an amount substantially different from the
average amount of credit extended. In our example, the finance
charge would be 1%2% on $90 or $1.35.

Sears has taken a mid-point position, using the average balance

without regard to current purchases. In our example, with the

payment on the 21st day, the average balance would be $96.67
‘d the finance charge at 1%2% would be $1.45.

«. the long run, using either the average-daily balance or the
average adjusted balance will accelerate the installation of
computers, with the cost of the computer paid out of the
additional finance charges collected over the adjusted balance. It
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A MATTER OF ETHICS
In looking at ““miscellaneous income,” one is likely to find
an item representing ““‘uncashed pay checks.”

And if one looks in the big safe in almost any retailer’s
office, one is likely to find an envelope containing checks
made out to former employees that have been returned to
the company because the address was wrong.

Many of these represent final pay, vacation pay, or
retroactive pay mailed after the employee left. The most
recent address in the payroll office (after all, the payroll
office usually has no reason to correspond with an
employee) may have been the one given when the employee
was hired! Or the employee may not have left a forwarding
address, not yet knowing what his new address will be.

RT has observed that many of these checks are for amounts
between $50 and $200, an amount important to the: former
employee. Good ethics should prompt the employer to
make as diligent a search for the employee as if the
employee had owed the same amount.

RThought: Check yotir credit office—they do send mail to
the employee and may have a current address on his
account. Check fellow employees in his former department
—someone may know where he went. And finally, let the
skip-tracers in your credit department take a crack at
finding him.

RThought: The fact that in many states the right to claim
or sue for back wages expires before the time for escheating
to the state of unclaimed monies, does not make it morally
right not to try to pay your employee the money that is
rightfully his.

is hard to see how customers have benefited from such a law or
court decision.

SOME THOUGHTS ON FINANCE CHARGES — I

Much of the objection to the finance charge is based on the
concept that it is interest and that an annual percentage rate of
18% represents usury. In 1967, we issued an occasional paper
entitled “Do Customers Pay Interest on Revolving Accounts?’’ (a
few copies are still available) in which a comparison was made of
charges to a customer who had a bank credit card and a bank
account at the same bank.

If we assume that the minimum balance in the checking account
during the month was under $100, although the average was
above $100, and that 3 checks per month are written on the
account, the bank service charge would vary between 89¢ and
99¢. Nobody has ever thought of calling a charge for leaving your
own money in the bank “usurious.” In fact, everyone feels that



this is a reasonable charge for processing 3 checks and mailing a
monthly statement.

Since the bank may have earned 20¢ on the average money
deposited during the month, they really gained $1.10 to $1.20
without anyone raising the question of usury.

On the bank credit card, with a previous balance of $80 (the
average amount owed on a department store revolving account
according to a then current Touche, Ross study), regardless of the
number of transactions handled, the finance charge at 1%% per
month would be $1.20. Everyone calls it usurious—yet the
customer owes money rather than lends money to the bank, the
bank may handle more than three transactions, and must spend
the same on mailing a statement.

There are some other differences that should be pointed out. On
the checking account, you pay for the cost of your checks; but
on the bank credit card you do not pay for the sales drafts or
other forms used. The finance charge on the bank credit card is,
in most states, regulated, whereas there is no limitation on the
amount that a bank can charge a checking account (flat monthly
charges of $3.00 are not uncommon).

SOME THOUGHTS ON FINANCE CHARGES -1l

The answer to methods of computing finance charges may be
simple—allow different periodic rates for different methods of
computing the finance charge and let the individual store use the
method that is most appropriate to his available record-keeping
equipment.

For example, since most consumer groups accept the average
daily balance as a fair method, allow the store to charge the full
1.5% per month. The next fairest method would be the adjusted
balance and the rate here might be 1.4%. The least fair method
might be the previous balance method on which the periodic rate
might be 1.3%. This particular array of rates would obviously
encourage the use of average daily balance method as pointed out
in “Thought I’’ above.

However, a state or a group of states might well determine
statistically the difference between the three methods. Then,
using the average daily balance method as the fair method—for
which a rate of 1.5% would be applied, set the rate at slightly
below that (perhaps 1.45%) for the previous balance and
substantially above that (perhaps 1.65%) for the adjusted balance
method. Under this arrangement, the store would collect the
same compensation for a given average amount outstanding,
regardless of computation method. We have a precedent in this
when we equate a “10% per year add-on’ in our retail installment
contracts with 1%% per month periodic rate on revolving
accounts—both methods produce close to the same annual
percentage rate.

HOW DO CONCERNED STUDENTS RATE RETAILERS?

The National Association of Concerned Business Students
(NACBS) surveyed 300 students from the 23 major graduate
schools of business about their attitude toward 50 major
corporations. They were asked to rate each corporation on its
social responsibility—as outstanding, good, fair, poor, very poor,
or no opinion. The list included 5 retailers—who came in as
follows: Sears Roebuck, 6th; J. C. Penney, 11th; Safeway, 26th;
Kroger, 33rd; and A&P, 43rd.

The top 5 firms were, in order, Xerox, IBM, First Pennsylvania
Bank, Cummins Engine, and Prudential Insurance. The last §, in
declining order, were, Commonwealth Edison, LTV, Union
Carbide, Standard Oil (Calif.), and Consolidated Edison (NY).
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THE NEXT MAJOR APPLIANCE

Department stores (but not discount stores) managed to neatly
side-step the advent of the automobile. The billions of dollars
that go to new car dealers, tire and battery dealers, repair shops
and service stations elude the original mass retailer who profess to
be ‘““the purchasing agent for the public.”” If the purchasing agent

for General Motors was as careless, you would have cars delivere N

without minor things like tires or engines.

Department stores did manage to get a substantial portion of the
major appliance booms—the stove, refrigerator, washing machine,
dryers, deep freeze, radio, TV, and now hi-fi (Note: they missed
out when any installation was required—like dishwashers). But all
except hi-fi are now either replacement markets or growing very
slowly.

If our standard of living is going to increase (after all, our income
will so our spending should), we will need something in the major
appliance field to sop up the income.

Japan is working on it.

Japan, through their Computerization Commission, has outlined
the steps that will be necessary for “the Information Society of
the ’80s.” National goals that have been proposed include
computer-familiarity courses in the schools, a national time-
sharing network, and a variety of home terminals. People would
use computers like they use electricity or the telephone or TV.

" RThought: Conventional retailers have the credit facilities and

the billing setup to accommodate such a program. Although
discount retailers have a higher degree of computer utilization,
the big conventional retailers also have advanced systems. Both
have the advertising means of reaching entire communities and
entire metropolitan areas.

Other firms will set up the master-files—the entire Encyclopedia
Britannica, a summary of the contents of the library of Congress
all the statistics on baseball back to Abner Doubleday, plu.
100,001 recipes. But, RT suspects that others will sell the
terminals—not the conventional retailers nor the discounters.

RETAILERS IN THE F.T.C. NEWS

Big retail names continue to grace the news releases of the FTC.
Here are some of the recent cases.

Spiegel, Inc.: a hearing examiner has issued an order that would
prohibit catalog advertising of “free trial” or “amount off” offers
without clearly and conspicuously disclosing the credit restric-
tions involved. The offers were only available to credit customers
if the value of the item was within their credit limit, their account
was up-to-date, monthly payments had been made regularly, and
the account had been active within the prior 12 months—all of
which was disclosed in sections of the catalogue far removed from
the offer. The ruling can be appealed to the Commission.

Spiegel, Inc.: has signed a provisionally accepted consent order in
regard to their" mail-order loan subsidiary, Fairfax Family Fund,
Inc., agreeing to discontinue violations of Truth-in-Lending. The
complaint alleges misrepresentation that the loan application
form was a negotiable check, that the consumer’s credit had
already been approved and the loan authorized, that the
consumer could select 'a credit life insurer of his own choice, and
of the cost and benefits of making a debt consolidating loan with
Fairfax.

Food Fair Stores, Inc. and H. C. Bohack Co.: a hearing examiner~"™,

ruled that both firms would have to stop receiving illegs
brokerage on food purchases (services were rendered to an.
controlled by these two firms but the commission was paid by
the sellers). Further, the examiner held both firms in default




because they did not file answers on time as provided by FTC
rules. =

Goldblatt Bros., Inc.: a proposed complaint alleges violation of
T-in-L because “finance charge” is not printed more conspicuous-
ly, when customer’s homes were taken as security they were not
advised of their right to rescind the contract within three business

/" Ttays, annual percentage rates were inaccurately disclosed, and

stallment contracts failed to disclose “‘total of payments” and
the number and amount of monthly payments.

GREAT EXAMPLES FROM THE
BETTER BUSINESS BUREAU

My latest listing of the directors of the Council of Better Business
Bureaus includes Gardner Cowles, Chairman of Cowles Communi-
cations, Inc. Council President H. Bruce Palmer has indicated
personally to RT that he approves of his service on the Board.

The Federal Trade Commission, however, announced June 21st,
that Cowles Communications has accepted a consent order
forbidding it and five of its subsidiaries from selling magazine
subscriptions and collecting accounts through deceptive and
unfair means.

From his lofty position on the Board of the Council of BBBs,
Cowles apparently has watched his company’s salesmen misrepre-
sent the terms and conditions of contracts, collect higher monthly
payments than represented by salesmen, obtain signatures
through claims by salesmen that the customer is signing some-
thing other than a contract, and then harass customers by
telephoning at unreasonable hours and falsely claiming that their
credit rating will be adversely affected or that legal action will be
taken.

Of course, Cowles will claim an out—his firm signed a consent
order which states it is for settlement purposes and does not
onstitute an admission that the firm has violated the law. The
hove citations are what the FTC reported as being in evidence at
.ne time Cowles decided to sign the consent.

One wonders where Elisha Gray II and H. Bruce Palmer dig up
their directors? They must attend all the FTC hearings.

RThought: How can local BBBs be effective when the national
organization undermines their efforts by allowing persons such as
Gardiner Cowles to participate in the policy-making decisions?
+The better (translate that: braver) BBBs take on the big names of
retailing, albiet slowly and reluctantly. The San Francisco BBB is
to be commended for the campaign to correct the advertising of
Roos/Atkins, giant men’s subsidiary of billion dollar-plus
Genesco, that stretches along the entire West Coast. For years the
advertising of Roos/Atkins has been both suspect by the
consumer, and more than suspect by the competiiton (who, in
too many cases, stooped to meet the competition).

But let’s use the words of the SF BBB in their June 1972
newsletter, (with permission) ‘‘Venerable Clothing Store Puts
New Style in Advertising. Roos/Atkins, known for some time as
the store that announced a special sale at the drop of a hat (or a
doubleknit), has changed its advertising policies markedly during
the past two months. In October, 1971, Better Business Bureau
personnel instituted a concentrated advisory program directed
toward key people in the Roos/Atkins organization. The
program continued for six months as advertisements were dis-
cussed with the company on a point by point basis. The Bureau
commends Roos/Atkins, which has recently reorganized its in-
ternal structure, for making an advertising policy change. This

f\ﬂosmve step can only strengthen consumer confidence in

oos/Atkins advertising and serve as an example to other firms.”

RT now hopes that those who formerly stooped to compete will
now rise to compete.

DO YOU INDUCE DISCRIMINATORY
PROMOTIONAL ALLOWANCES?

For some years the FTC has been attempting to extend the
provisions of Section 5 of the Federal Trade Commission Act to
place a financial penalty on purchasers who induce special prices
or advertising allowances or other items of value out of their
suppliers. They are starting again—with somewhat better suc-
cess—in a provisionally accepted consent order against Buy-Rite
Foods, Inc., a New Hampshire grocery wholesaler servicing 7
chains and 65 supermarkets, and doing a volume under
$50,000,000.

The offense allegedly involved the opening by Buy-Rite of a
freezer unit. To announce the opening they solicited—and their
suppliers bought—advertising in a brochure at $700 for a full
page and $400 for a half page. The FTC argues that the amount
of advertising was disproportionate and discriminatory. Some
suppliers refused to participate (and probably one of them
complained to the FTC).

RThought: This is one area in retailing where the finest names in
the industry are not above using their economic power to take
advantage of (1) their weaker suppliers, and (2) their competi-
tion. The “great names” pride themselves on being ‘hard
bargainers.” There is hardly a retailer today in a company doing
$5,000,000 or more who is not doing this—extract discriminatory
prices from some small supplier. The argument used (all the other
suppliers allow us to do this) is often dishonest.

RT recently heard described, with admiration, the story of a
small store owner who claimed that for years he had taken 1% on
all net bills, 2% when 1% was allowed, 3% when 2% was allowed,
and so forth. The polite term for this is chiseling; the more
accurate term is stealing.

THE DEMANDS ON TOP MANAGEMENT

There seems to be a favorite explanation, on the part of many
people, for the failure of almost anything. I was struck by this
thought when reading an article about establishing a ““total
integrated common data base” for a company. The writer, in
establishing an alibi for expected failure, wrote “Top management
backing is the most important factor in gaining acceptance of any
data base proposal and implementation.”

This is the same thing that writers say about reducing inventory
shrinkage, installing an EDP system, maintaining inventory in line
with sales, maintaining employee morale, developing credit sales,
and on and on and on.

If one accepts the theory that “management backing” is the key
factor in the success of any corporate activity, then one must
argue that middle management is unnecessary. Apparently it is
unable to accomplish anything significant on its own. Yet to
listen to middle management, even at times when they are not
suggesting a salary increase, the company could not operate
without them.

RT would thoroughly enjoy reading more stories about how
middle management established a “total integrated common data
base” or cut inventory shortage without bothering top manage-
ment.

RThought: perhaps someone in top management should, twice a
year, assemble all of middle management and read to them “A
Message to Garcia” by Elbert Hubbard. Before World War I,
George H. Daniels ordered 100,000 copies and distributed them
to every employee of the New York Central Railroad. It would be
an effective middle-management piece today. And it might end
the crutch of ““Top management backing . . . is essential.”
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AND NOW THE HOME ECONOMISTS
ARE ANTI-CONSUMER

One of the speakers at the recent annual convention of the Home
Economists in Business (held in Detroit, June 1972) passed on his
impression of the home economists’ (HEs) impression of the
consumer.

Our speaker was from a consumer organization—and a very
learned man. When the HEs accosted him after his talk they, to
use his words, “harrangued me about how dumb consumers are!”’

For many years many of us have assumed that one of the
functions of the home economist was to educate the consumer. If
after all of these years of having home economists the consumer
is not educated, then this should be tacit proof that some, or even
many, of the home economists are failures. If these are failures,
then one can understand why they resent the consumers—because
their current state of ignorance is constant proof of the HEs own
ineffectiveness.

This is very much like the argument of educators that use the
product of our poorest ghetto schools (which have the poorest
teachers, the poorest facilities, the poorest language communica-
tions) as proof that the people in the ghetto are dumb and not
capable of absorbing an education. So why alter it?

There are many companies that have given publicity to their home
economists—and yet her guidance apparently never gets down to
such documents as instructions on how to assemble a product,
use it, make adjustments or minor repairs, or even return it for
service. Only in the field of mix-it-yourself foods does one
frequently find concise, clear instructions (I even made cookies,
once!).

One would think that a once-a-year gathering of home economists
would  be the place at which to exchange success stories—stories
of how they educated consumers—rather than blaming their own
shortcomings on the ‘“dumb consumer.”

THE HIGH COST OF DISCRIMINATION

The U.S. Labor Department filed an action against a Sears,
Roebuck store in Kentucky for failing to pay women the same
rates as was paid to men. The complaint covered people from
salespeople to division managers. Sears settled the suit out of
court—by agreeing to pay more than $50,000 back pay to 9
salespeople and 5 division managers covering back to 1967 (more
than $3,000 per person).

In addition, Sears is sending a special audit team through their
900 stores to see that pay rates are brought in line. If some of
your ladies leave to go with Sears, you might check your own pay
rates. Most of the reasons that RT hears to support discrimina-
tory wages (women can’t measure the inseam on men’s pants,
women can’t lift the heavy items, etc.) are great—until the chief
executive tries to explain them to the Department of Labor, and
finds that all of these arguments have been raised long ago—and
found to be lacking.

Perhaps Sears is learning—they ran an item in SPOKESWOMAN —
An Independent Monthly Newsletter of Women’s News (5464
South Shore Drive, Chicago, Ill. 60615, $12/yr.), seeking
“technicians for auto engine tune-ups, appliance, TV and other
electronic repairs, small engine overhaul, etc.” for the Chicago
area.

WHO MAKES THE BEST IN THE WORLD?

RT is always amazed at the number of people who will make very
positive statements such as “The United States makes the best . . .
in the world,” or ‘“We have greater freedom than any other
country,” or, “Everybody wants to live in the United States.”
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If one happens to disagree with such statements, they are likely
to be castigated by their associates; if they disagree in the public
press, the Administration takes them to task. The Administration
may even call such people (those, for example, who think
manufacturers like Volvo, Mercedes and Rover make safer auto-
mobiles) disloyal!

It might help us to look at an English poll asking about produ(
sold in England.

Which country makes the best cars? Britian 34%, West Germany
26%, U.S., France and Japan 5% each. Which country makes the
best transistor radios? Japan 43%, Britain 30%. Which country
makes the best butter? Denmark 38%, Britain 29%. Cameras?
Japan 29%, West Germany 27%. Watches? Switzerland 73%.

As to other thoughts, consider these questions and answers.

British workmanship is the best in the world? 43% agree, 46%
disagree, 11% undecided. British manufacturers are more con-
cerned than foreign manufacturers about the consumer? 44%
agree, 34% disagree, 22% no answer.

Perhaps, as retail executives, we should attempt to be completely
objective.

The United States makes the “best in the world” in some
categories—but not all. We have long recognized Switzerland for
watches, Germany and Japan for optics, Japan, Hong Kong and
Taiwan for electronics. Plus many other classifications. We would
be better merchants if we could see all products impattially.

SHORT SHORTS

Audit fees high? Perhaps competition will help. The American
Institute of Certified Public Accountants (AICPA) has long had,-
an ethical ban on members submitting cost bids to cliegnri
Despite the “ban,” it was always done to a greater or lesser de;
(that is, if the firm did not have the account, they found a way to
“estimate-bid” while the firm that did have the account found a
way to put a “maximum” on the fee). The Justice Department
challenged this rule—and the AICPA has consented not to enforce
this portion of the code. In October there will be a new code of
ethics—which will be mum on the subject. The final battle on this
subject will be fought out in state legislatures—some 40 states
now prohibit bidding—by law!

Whose second in advertising? The United States is the heaviest
advertiser in the world. Or is it? Based on the percentage of gross
national product spent on advertising we are not! We come in
3rd, with an expenditure of 2.11%. In Ireland they spend 2.2%
and in Switzerland 2.18%. But we do lead on a per-capita basis at
$95.72 per year followed by Switzerland at $68.15 and Bermuda
at $52.83. The distinguishing characteristics of the United States
are becoming less distinguishing.

POEMS TO MANAGE BY

There are many times when a top executive knows what he
should do—but knowing that no others know that he knows what
to do, he does nothing. Or does what he should not do.

We all know what is right—but for many reasons we do not do it.
Ralph Waldo Emerson expressed it this way.

SACRIFICE ( '
Though love repine, and reason chafe,
There came a voice without reply, —

“ “Tis man’s perdition to be safe,
When for the truth he ought to die.”


http://would.be

A FEATURE REPORT

RETAIL METHOD OF INVENTORY — THE PROFIT-MAKER

RT has, for many years, decried the dishonesty of the AICPA
(American Institute of Certified Public Accountants) who, with
disregard for the truth, continue to call the retail method of
aventory a ‘“‘cost or market” method. In July, 1947, (we did not
race earlier), the predecessor of the AICPA adopted Accounting
Research Bulletin 29 on ‘“Inventory Pricing,” which was restated
in 1961 into the final edition of the ‘“‘Accounting Research and
Terminology Bulletins,” and in 1971, was included in Accounting
Principles as Section 5121: Inventory Pricing.

Statement 3, therein, says in part, ‘“The primary basis of
accounting for inventory is cost, which has been defined generally

as the price paid ... to acquire an asset.” Statement 6 says, in
part, ““As used in the phrase lower of cost or market the term
market means current replacement cost . .. .. ” and then, under

“Discussion .10 the statement that exposes their ignorance of
the tool with which they work: “The committee considers, for
example, that the retail inventory method, if adequate mark-
downs are currently taken, accomplishes the objectives described
herein.”

This ““discussion” explains why so many annual reports contain a
dishonest statement—for example: “Merchandise inventories are
stated at the lower of cost (first-in, first-out basis) or market,
determined principally by the retail method.” (Touche, Ross &
Co., March 30, 1972, Atlanta, Georgia, in the annual report of
Rich’s, Inc.).

RT has discussed and exposed the weakness of the retail method
for many years (see RT Nov. 1969, “The Inner Workings of the
Retail Method’’). RT has discussed this point with top partners in
the major accounting firms who deal primarily with retail clients
and they all agree that the retail method overstates inventory cost
(and thus profits, assets, and property tax liability). But they
ppear to be unable to bring truth into accounting at this level.

Most retailers, placing reliance on their certified public account-
ants and on standard accounting textbooks (all of which are
wrong), think that the retail method does what the ‘““Accounting
Principles” say it does. However, RT has been able to get one
annual report correctly’ stated as follows: “Inventories are
determined principally by the retail inventory method” (Touche,
Ross & Co., March 15, 1972, San Francisco, in the annual report
of Mervyn’s).

It is not generally known, although RT suspects that each major
accounting firm has at least one evample, that the IRS has
accepted the fact that the retail method of inventory overstates
the value of the inventory and has allowed retailers to report their
income on the basis of a reduction of the value determined under
the retail method!

There is one group of retailers who are particularly pleased with
the retail method—and that is the fast-growth companies. Use of
the retail method boosts their profits—although it hurts when
inventories level off.

The two tables below demonstrate what happens under two
circumstances:

Year I: Comparison of gross profit between a single store
operation and an operation that buys inventory for a
store opened the first day of the following year.

Year II: Comparison of second year, showing difference between
buying inventory for a 3rd store to open first of the
following year and just for the two stores from Year 1.

The facts assumed are as follows:

1. The inventory at all times consists of
$100 Item A, cost $60, and turnover of 3 times a year.
$100 Item B, cost $80, and turnover of 6 times a year.
2. Sales of each store, each year, are
$300 Item A (3 x $100)
$600 Item B (6 x $100)
3. There are no markdowns and no shortage (proving that all of
this is imaginary)
In summary, the inventory method that the AICPA certifies as a
““cost of market” method provided these benefits to the retailers
in the example shown above:

1. In Year I, if he elected to stock a new store without selling
anything from that store, he could improve his gross profit by
.45 of 1%!

2. If the second year he stocked a third store, he could improve
his gross profit by .22 of 1% over not opening another store (if
he stocked 2 stores, thus doubling his rate of expansion, he
could have improved his gross profit by .45 of 1%).

3. If he opens one store and stops, then his gross profit drops by
.78 of 1% from the year when the second store was stocked.

4. In all cases, the true gross profit should have been 26.67%—
and it is overstated in every single example.

YEARI YEARII
Only 1 Store Stock 2nd Store Only 2 Stores Stock 3rd Store
Cost Sell Cost Sell Cost Sell Cost Sell
Opening Inventory: Item A 60 100 60 100 200 200
Item B 80 100 80 100 200 200
140 200 140 200 289 400 289 400
Purchases: For Sales — Item A 180 300 180 300 360 600 360 600
Item B 480 600 480 600 960 1200 960 1200
New Store — Item A — — 60 100 — — 60 100
Item B - - 80 100 - - 80 100
Total Purchases 660 900 800 1100 1320 1800 1460 2000
Goods Available for Sale 800 1100 940 1300 1609 2200 1749 2400
Cost % 72.73% 72.31% 73.14% 72.88%
LESS: Sales 900 900 1800 1800
Ending Inventory: Sell 200 400 400 600
Cost 145 ; 289 293 437
Cost of Goods Sold 655 651 1316 1312
GROSS PROFIT $ 245 249 484 488
% 27.22% 27.67% 26.89% 27.11%
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CREDIT OFFICE RATING

This month 24 stores are listed on the Honor Roll—an all-time high. It appears that the standards for the Honor Roll will have to be

RETAILING TODAY — STATISTICAL SUPPLEMENT

increased—just as the standards for the Olympic Games Tryouts are increased each 4 years.
RT is pleased with his result—and realizes that both competition and recognition have contributed to this performance.

HONOR ROLL

Berkeley’s 2.0 Gus Mayer (Beaumont) 3.4 Levee’s 4.6

Maison Mendesolle 2.8 Gus Mayer (Nashville) 3.6 I. Magnin 4.6

Gus Mayer (Memphis) 2.8 Wineman’s (Highland Park) 3.8 Sears (N. Calif.) 4.8

Mervyn’s 3.0 Montgomery Ward 4.0 Dayton’s 5.0

Roos/Atkins 3.0 Singer (NY) 4.0 Gus Mayer (Louisville) 5.0

Miller Bros 3.3 A. Sulka (NY) 4.0 Joseph Magnin’s 59

W & J Sloane 3.3 Sears (St. Louis) 4.0 Penney’s (Minneapolis) 5.0

Wineman’s (Monrovia) 3.4 Holman’s 4.2 Stix, Baer, Fuller 5.0

CREDIT OFFICE RATING
APR-MAY 1972 FEB-MAR 1972 APR-MAY 1972 FEB-MAR 1972
Information From No. of Days to Bill No. of Days to Bill Information From No. of Days to Bill No. of Days to Bill
Reporters Reports Average Range Reports Average Range Reporters Reports Average Range Reports Average Range
Breuner’s 1 7.0 7 = i . Parkview Gem (Kans. City) 1 6.0 6 - - -
Brown-Mahin 5 6.8 5-9 3 8.3 7-10 Penney’s (Oakland) 5.5 5-6 2 5.5 5-6
Capwell’s 10 5.9 410 9 5.6 3-7 Penney’s (Minn.) 2 5.0 5 1 6.0 6
Dayton’s (Minn.) 1 5.0 S 1 5.0 5 Peoples (Kans. City) 1 6.0 6 = - -
Donaldson’s (Minn.) 2 7.0 i 1 7.0 7 Podesta Baldocchi 1 8.0 8 1 5.0 5
Emporium 7 6.3 7-17 6 10.5 7-18 Liberty House/Rhodes 5 7.8 6-11 1 5.0 A
Famous Barr (St. Louis) 2 5.9 56 2 6.0 6 Roos/Atkins 2 3.0 3 2 4.5 4-5
G.E.T. 1 7.0 2 X3 i i) Saks Fifth Avenue (SF) 1 6.0 6 2 55 5-6
Goldman’s 2 15.5 10-21 £ - i) Sears (N. Calif.) 4 4.8 4-5 5 4.6 3-5
Gump’s 4 7.0 6-9 3 9.3 7.12 Sears (St. Louis) 1 4.0 4 g 5% g
Hastings 1 6.0 6 y 5.5 5-6 Shreve & Co. 2 9.0 9 — - -
S.S. Kresge (Chat.) 1 6.0 6 - = ey Singer (NY) 1 4.0 4 e | A
S.S. Kresge (Mich.) 1 9.0 9 - - = W & J Sloane 3 3.3 3-4 1 4.0 fi
Livingston Bros. 1 180 18 Y 15 Smiths 1 8.0 8 1 7.0
Lord & Taylor 3 10.0 5-20 1 5.0 5 Stix Baer & Fuller (St.L) 1 5.0 5 2 7.0 5-9
Macy’s (S.F.) 10 6.3 6-8 7 6.3 5-8 A Sulka (NY) 1 4.0 4 1 3.0 3
I. Magnin 10 4.6 4-6 5 4.0 5 Wolff’s (St. Louis) 2 5.5 5-6 2 6.0 5-7
Ji Magnin 5 5.0 3-12 - - ! TOTAL 101 6.2 221 63 6.3 3-18
Maison Mendessolle 2 2/5 2-3 1 4.0 4
Montgomery Ward 1 4.0 4 = e g
Information Information
From Stores From Stores
Berkeley’s (Fresno) 8 2.0 - o 2.5 =4 Miller Bros. (Chat.) 6 3.3 3-4 13 3.4 3-4
The Blum Store (Phil) 8 TS — 2 8.5 - Oshman’s (Houston) 8 7.9 6-9 8 9.0 811
Brock’s (Bakersfield) 40 73 3-10 40 7.1 5-11 Walker Scott (San Diego) 12 6.5 4-11 12 6.9 6-8
Holman’s (Pacific Grove) 11 4.2 36 10 4.9 4-6 Wineman’s (Monrovia) 5 3.4 3-4 8 4.0 3-5
Levee’s (Vallejo) 22 4.6 1-8 22 57 4-7 Wineman’s
(Huntington Park) 5 3.8 3-5 8 39 3-5

Levy Bros. (San Mateo) 28 52 3-7 32 T 2:13 Worth’s-Burton’s (Conn.) 32 8.0 6-10 32 9.5 5-15
Gus Mayer (Nashville) 8 3.6 — 2 9.0 - TOTAL 259 5.8 1910 91 9
Gus Mayer (Beaumont) 8 3.4 = 2 2.0 8 y ¢ .
Gus Mayer (Louisville) 8 5.0 - 2 33 -
Gus Mayer (New Orleans) 8 9.9 - P 8.5 -
Gus Mayer (Oklahoma) 8 7.5 - e/ 7.3 -~
Gus Mayer (Jackson) 8 5.8 - 2 5.0 -
Gus Mayer (Memphis) 8 2.8 - 2 3.5 -
Gus Mayer (Baton Rouge) 8 5.9 - 1 T.0 -
Mervyn’s (San Lorenzo) 10 3.0 3 7 3.9 3-4

WHY A CREDIT OFFICE RATING? The Unruh Act:(in California) controlling revolving acconnts went into effect about 1963 just as the Office of Consumer

Counsel was created. Consumers were complaining that they received statements so late that they had an additional service charge before they could pay their bills. ;

Consumer groups were proposing laws that would have been impossible to meet with equipment and procedures in major stores. The CREDIT OFFICE RATING
was initiated to bring this problem to the attention of influential people within store management.

WHAT HAPPENED — THEN AND SINCE? Initially, I was criticized for publishing the data and especially for naming stores. Since then the reports have been
accepted for their intended purpose and many stores have sought to attain the Honor Roll objective, established from the beginning, at 5 working days between
cycle closing and postmark date. Many stores have reported pride — both to management and credit and data processing personnel in being listed on the Honor Roll.

HOW IS TIME COMPUTED? We do NOT count the cycle closing date but do count the postmark date, and then deduct Sundays and those holidays observed by the

preponderance of stores.
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LEADING AND FOLLOWING

The United States both leads and follows the rest of the world in
matters of consumer interest. The major British newspapers have
regular consumer columns that are much more frank than those
in American papers. These columns have been exposing such
items as failures in warranty service on home appliances, naming
the company and office, and revealing the codes for canned baby
foods, revealing that some cans currently on the shelves were
manufactured more than 4 years ago! No wonder the Grocery
Manufacturers Association does not want open dating—they
haven’t even learned how to rotate their warehouse stock, a
fundamental procedure long ago adopted (and hopefully carried
out) by the U.S. Army Quartermaster Corps.

Great Britain is mulling over the Crowther Committee’s recom-

mendations on disclosing interest rates on Hire-Purchase

contracts—Truth-in-Lending in a different vernacular. (The cap-

tion on an Australian cartoon, showing a loan office, reads, “In

compliance with the Truth-in-Lending Act, I’'m required to tell

vou that if you miss over two payments you’ll wind up in the
spital”.)

Professor Gordon Wills, professor of marketing at Bradford
University, is suggesting that British universities establish a
Professor of Customer Relations whose teaching would be ‘“‘an
important starting-off point towards helping companies cope with
the growing power of consumerism.” He reasons that “Today
manufacturers and retailers think of their customers as purchas-
ing units—tomorrow they will need to treat them much more as
human beings.” (RT Note: We already have professors of
Computer Science at M.L.T.!)

Do you sometimes think, “If I could just get away from all this
consumerism?”’ It looks like there are fewer and fewer places to
go. Ralph Nader has already sojourned to Great Britain, the
Continent and Australia.

ECOLOGY IS WORLD WIDE

And in some countries the retailers are getting involved. Grace
Bros. Pty. Ltd., one of Australia’s major retail organizations, has
become the first to involve themselves as a bottle re-cycling agent.

Grace Bros., at their Bondi Junction branch, established a
re-cycling center on the rooftop level of their Car Park—accepting
glass bottles, jars and aluminum cans. Branded bottles are
returned to their owners for reuse. Unbranded bottles are crushed
for recycling. The money paid to the center for the contributed
materials is given to hospitals and charities. One organization, the
A.G.M. Hospital, through their Bottle Collection Scheme, has
~ised more than $250,000 for their members hospitals!

_center was dedicated by the New South Wales Minister for
Environment control, the Mayor of Waverly and other
dignitaries—and with appropriate newspaper publicity.

Perhaps “Down Under” they do better!

A MATTER OF ETHICS
Not every ‘“matter of ethics” is bad.

A reporter for RT recently told us a story—and as soon as
we can pass it on to Diogenes, he can douse his lantern and
take a long-earned rest.

Our reporter has been a widow for many years—and has no
knowledge of the technical points of house construction or
maintenance. Several years ago she noted some blisters on
her roof and after consulting friends, she called Star
Roofing Company of Oakland and asked them to come and
check her roof. This brought Mr. Sullivan into her life.

Mr. Sullivan looked at the roof and said she did not need a
new roof. Each year she called Mr. Sullivan and each year
Mr. Sullivan assured her she did not need a new roof—until
this year, when he said that the time had come.

He gave an estimate and she signed a contract for $650. A
few days later, when returning to her home at 8:30 in the
morning, after taking her car in for service, she found the
roofers hard at work. She was distressed—because this was
the very day she was entertaining at lunch and Star Roofing
had not called in advance. The girl in the office was most
apologetic—but with the hot tar pouring, there was nothing
to do. About 1 p.m. the workers left.

A few days later she received her bill-not for $650 but for
$515— with a note saying, “It took less time to do your
roof than we had estimated so we have adjusted your
bill-The Girl Who Forgot To Call You.”

My reporter has told dozens and dozens of people. And I
have called Mr. Sullivan and asked him to give me an
estimate on some repairs to my roof.

You see, this kind of advertising doesn’t need paid space in
a newspaper or on the airwaves. It is transmitted directly—
free.

DEPARTMENT STORES, SHOPPING CENTERS,
AND COMPETITION

Gimbel’s has responded to the charges of the Federal Trade
Commission (FTC) that their shopping center leases are anticom-
petitive. Actually, Gimbel’s is only one of several companies
involved in a major campaign by the FTC to end many of the
anti-competitive provisions of shopping center leases such as
restrictions on tenants, restrictions on merchandise range or
assortment, mandatory store hours, and other terms that are,
with increasing variety and frequency, being mandated through
shopping center leases.




Most of the retail industry is aware of the special terms offered
by shopping centers to major department stores—or extracted by
major department stores, depending on one’s point of view. As it
has become necessary to subsidize, progressively, two, and then
three and now four or five department stores, the compensatory
rent demanded from the smaller stores has become stiffer and
stiffer.

Let’s look at the response of Gimbel’s to the FTC charges, as
summarized by the FTC.

Gimbel’s protested that the action was not in the public interest,
because if successful (that is, if Gimbel’s could not get tenancy
restrictions, radius clauses, etc.),

1. Gimbel’s would channel future expansion to free standing
stores without adjacent competitive establishments.

2. Gimbel’s and other department stores would be deterred
from making the enormous investment essential to the
creation and development of retail shopping centers.

3. Shopping center developers would be impeded from obtain-
ing financing essential to the development of shopping
centers.

4. Local independent retailers and national chain store organi-
zations would be deprived of the opportunity to compete
with Gimbel’s and other large department stores for the
sales now generated by shopping centers.

5. Consumers would be deprived of the convenience, economy
and benefits of competition resulting from shopping
centers.

6. The investment of all tenants in shopping centers, which
investments were made in reliance on the success of the
center being based on a broad mix of competing tenants,
would be destroyed.

7. And as a result of these reactions, it would restrict, restrain,
lessen and prevent competition in the retail distribution of
goods and services in trading areas across the country,
rather than enhance, improve and encourage such competi-
tion (Bernard and Adam, you can now stop waiving the
flag from the grave.)

RThought: there are some obvious responses. One is hard pressed
to accept that competition and the future of retailing is
dependent upon Gimbel’s and others having special lease terms.
One would suspect that Gimbel’s does not believe that they could
do better with free-standing unsubsidized stores than they could
in a shopping center without restrictive clauses. Department
stores, after all, have done well in downtown areas without the
protection of such clauses and RT seems to recall that Gimbel’s
just built a new and expensive store on the Upper East Side in
New York City without the protection of these clauses; and some
years ago Alexanders and Korvette’s moved into Manhattan
without such benefit.

In response to points 2 and 3, the time might come when
shopping center developers might have to invest some of their
own money. That has, after all, been done in the past and might
be done again in the future. There is no special 1 1th Command-
ment that says that shopping centers have to be financed by
hypothecating leases of major tenants (leases which contain
bargain rates) rather than using the money and/or credit of the
developers. On the 4th point, local retailers have long been
discriminated against by shopping centers. As the major stores
extract greater bargains through their leases, more of the leases
for smaller stores were given to chain organizations whose credit
permitted the leases to be hypothecated.

As rents have risen in shopping centers and assortments offered
have been restricted by lease terms; and as free- standing stores
(including discount stores) have developed around the shopping
center, many customers are finding their greatest benefits at
stores outside the center. There certainly is convenience (if you
can avoid the trampling of the crowds) at successful
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1,000,000-plus square foot air conditioned centers (if you don’t
mind the half mile hike from the empty space in the parking
lot)—but “economy” is another matter, and purely subjective.

As to the 7th point, prophecies of doom have never been the
stock-in-trade of wise men. Of course, one may wonder about the
wisdom of the Gimbel organization which built a tremendous
original store in New York City thinking that because the people
of Vincennes loved Gimbel’s, that New Yorkers could not get
along without a Gimbel’s! If my memory is correct, this store
made its first profit in 1929 and its second profit in 1939 or
1940, partially as a result of selling off an art collection on the
6th floor. But then there have been hundreds of home town
merchants who learned that the people in the next town could
get along without them very well.

I suspect that if, as a result of pique and pout, Gimbel’s and all of
the other department stores decided that they would teach the
United States a lesson by not building any more department
stores, that (1), there would not be one additional ill-clothed
person in the United States because of lack of a retail store to
patronize, and (2), competition might be even more healthy.

RThought: department stores might begin to wonder how long it
will be before the FTC investigates the quantity discounts offered
by metropolitan newspapers—which constitutes another subsidi-
zation of the big stores. It appears to RT that without
tremendous subsidies (bargain rents, bargain advertising rates,
special deals from suppliers) department stores could not be
self-supporting.

ISENTHUSIASM FOR POLITICAL GIFT LOOPHOLE
IN GOOD TASTE?

A major accounting firm’s newsletter for July 1972, under a
headline, “IRS Provides Rules Under Which Large Political
Contributions Can Escape Gift Tax” points out that political

contributions of more than $3,000 to one political party or ™ ™

candidate are subject to Federal Gift Tax. It then explains that
this can be avoided by channeling them through different
committees or organizations and now we quote, “However, the
practical problem of determining the circumstances under which
political organizations will be recognized as separate donees by
the IRS has caused some concern. The Service has just issued a
very timely ruling that reveals its position in this connection.”

The newsletter then proceeds to explain the obviously unsound
ruling that uses the IRS rule-making authority to make a farce of
the “separate gift” concept—a ruling issued in an election year,
when money is flowing from big donors to the party in power.

Our national accounting firm, in their glee about the good news,
apparently did not wonder whether their ethical obligation as
members of a professional society might suggest that instead of
jumping to have their clients take advantage of this ruling they
should, instead, be publicly objecting to the ruling as being a
gross distortion of the law.

RT suspects that many other accounting firms have been
spreading the same good news—instead of protesting the unsound-
ness.

Because the tax experts of the accounting profession have an
ethical code—but apparently no political morality; and because it
appears they would rather curry praise from big political donors
by publicizing this loophole, rather than act for the public by
challenging the ruling; we find that the common man, not
concerned about making multi-$3,000 gifts without paying gift
tax, must turn to the uncommon man, John Gardner, who heads
Common Cause.

In due course, Common Cause will challenge this ruling—and
probably defeat it, just as they have recently been favored by a




Washington, D.C., District Court stipulation of dismissal of their
suit against TRW, Inc., requiring TRW to dissolve their TRW
Good Government Fund, a device designed to defeat the Federal
laws that ban political contributions by corporations (a similar
scheme is used by labor unions whose contributions are also
barred). Common Cause has been contacted by more than 100
ge=aprations who wondered about their similar funds—and
*bly all will have to discontinue them.

Those firms that were advised by their accountants that the
procedure was ‘‘perfectly proper” may now ask why they
received bad advice. And the accountants are likely to say such
things as ‘‘so-and-so did it and got away”’, or “how did I know the
courts would throw this out?”’—but what RT really fears is the
accountant who says, ‘““Here is another idea on how you can
defeat the direct statements of the law that corporations, and
particularly those involved in defense, can not make pelitical
contributions.” Those members of the accounting profession are
the ones who would destroy democracy in order to make a few
bucks for themselves.

POSTAL SERVICE NEVER CHANGES

Even changing the country does not bring happiness with the
postal service. RT’s European reporter sent the following two
stories which appeared as a letter in The Times (London).

1. “What do you think of the state of the British postal services?
I don’t know what innovations they’ve introduced, but all
organization is at an end and you simply can’t place any
reliance on it. An Englishman had one or two of his letters in
English go astray. He spoke to the post office here about it
and when nobody paid any attention to him, he addressed a
complaint to the head postmaster. He got a reply saying that
they accepted no responsibility; he had handed in his letter
and they had sent it off; it was not up to them whether or not

/"t reached its destination.”

2. “The post office department has gone all to pieces ... In
short, sending off a letter is a headache; it’s asking for trouble.
I’ve written this letter on 10th Muharram. Tomorrow I’ll send
for the necessary stamps, stick them on the envelope, and send
it off. It’s like. shooting an arrow in a dark room; if it hits, it
hits, and if it misses, jt misses.”

When was this? The first quote is from June 4, 1854 and the
second from October 3, 1854. Both appeared in the book
“Ghalib: Life and Letters (Harvard Press 1969).

It is 118 years later and these letters could be mass produced and
sold at 5¢ a copy to unhappy postal service customers.

AN INCENTIVE TO GOOD PERFORMANCE

Gus Mayer Stores have been contributing their data for the
bi-monthly Credit Office Rating since the first of 1972. However,
for a number of years they have been distributing a monthly
comparison of billing performance to each of their stores
throughout the country.

Management recognizes that their largest single investment is in
accounts receivable—and the proper management of that invest-
ment is vital. The report on billing also goes to its top officers,
starting with the President.

nagement considers four days between cycle closing date and
ling date is “par for the course”—but the stores did not reach
too often. However, since they have been reinforced by
RETAILING TODAY’s Credit Office Rating, which shows what
other stores are doing throughout the United States, they have
shown the following record:

Last Yr. This Yr. Improvement (decline)
December 1971 92 9 no change
January 1972 5.0 6.2 (-1.2)
February 6.0 7= (-1.1)
March 6.1 4.4 =7
April 6.1 5:3 .8
May 6.3 3.3 1.0
June 6.8 4.5 1.8
July Tl 5.0 2

Many people complain that today’s office worker.isn’t interested
in doing a good job; but the real problem is that many executives
don’t know how to set an attainable standard and stimulate a
desire to attain that standard.

SWEDEN FINDS A NEW TAX SOURCE

Most Americans when they think of Sweden, think of sun-tanned
blonde beauties, cars that last 11 years, and the heaviest coffee
drinkers in the world.

But retailers might be concerned about their innovations in tax
sources—a tax on advertising.

The Environment Monthly, (420 Lexington Avenue, NY, NY
10017. $35 a year) reports that Sweden has started to tax daily
newspaper advertising at 6% and all other ads at 10%—and will
use the money to give production grants to shaky dailies,
stimulating competition with the press monopoly.

The Royal Commission on Advertising made a study of Swedish
advertising and found many things that are probably true in the
United States:
1. A wide range of advertising percentages (the advertising
expense rate for toothpaste is 133 times the rate for eggs).
2. Half of all advertising was concentrated in 10
commodities—among them were tobacco, spirits, autos,
cosmetics, detergents, coffee, chocolate and gasoline.
3. The only ads Swedes watch systematically are the weekend
supermarket ads.
4. The major companies seldom make any analysis of their
advertising needs or productivity.

The Commision concluded that there was no ‘‘consumer de-
mand”’ for advertising. In addition, one-fifth of the advertising
was misleading. Therefore, no penalty would be placed on the
consumer (who was not demanding the advertising) and there
would be a benefit to the government (which needed the revenue)
from placing a tax on the cost of ads placed!

THE “OUTSTANDING” COMPANIES
REPRESENTED ON THE BBB

RT has long maintained the position that the Council of Better
Business Bureaus can never, in the minds of the consumer, be
other than a cover-up for deceit as long as they permit heads of
corporations to sit on their Board while their firms are being
battered by the Federal Trade Commisssion and various state
agencies for unethical conduct.

In the July 1972 RT we commented on the fact that Gardiner
Cowles is a director of the Council of BBBs and that his firm
announced June 21st the acceptance of an FTC Consent Order
banning conduct alleged by the FTC.

It is almost impossible to keep up with the many actions against
Cowles Communications and their subsidiaries—but RT has just
become aware that on October 22, 1971, in State of California v
Cowles Communications, et al (Superior Court, Monterey County
No. 67350) the Final Judgement shows that Cowles entered into
a consent order permanently enjoining Cowles, their subsidiaries
and franchised dealers from misrepresenting the purpose of their
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calls, representing that the agent is performing a service other
than the sale of magazines (I am in a contest to win a
scholarship’’), and on and on—for 6 pages (items “a’ to “p”’).

It further requires that Cowles’ subsidiaries enforce the terms,
and supervise and monitor their agents and franchisees, that all
promotional material be submitted to the California Attorney
General in advance, and that the Cowles’ subsidiaries pay $45,000
to the State of California!

I would not trust the Council of Better Business Bureaus any
more than I would trust a magazine salesman—as long as they
permit people like Gardiner Cowles to help formulate their
policy. It hardly takes any skill to project that one of these days
some Cowles door-to-door magazine salesmen will start using the
fact that Gardiner Cowles is a director of the Council of Better
Business Bureaus as proof that Cowles’ is an ethical operation.
The statement that Cowles is a director is certainly more honest
than many of the statements alleged by the FTC and the State of
California—statements which Cowles Communications has agreed
to discontinue while claiming they never made them.

DID SHOPPING CENTERS WIN OR LOSE?

In a recent 5 to 4 Supreme Court decision it was ruled that the
giant Lloyd Shopping Center in Portland, Oregon, could ban from
the center people who were distributing anti-war propaganda.
This was hailed as one of the great steps toward restoring the
rights of private property. The decision said, in effect, that just
because the shopping center invited everyone to come on the
property—they did not really mean everyone.

Thus, the Supreme Court defined one limit of the mixed
private-nonprivate property status of a shopping center. Many
years ago they defined the other limit—that unions can picket in
front of a store in a center and that they do not have to stay out
on the sidewalk thousands of feet away.

But knowing the extreme limits does not clarify the status of all
of those categories that are in between.

For example, we know that the people who work in the center
have a clear right to be there. So do the customers who make
purchases.

But what about people who say they came to buy, and have not
bought, and so are not yet a customer—it is not so clear.
Especially if, while not buying but looking, they may be doing
things that displease the center’s management. In this category
would be roving groups (gangs?) of kids, particularly ones that
might be called hippies.

And what is the status of all the community organizations that
have our permission to use the parking lot or the mall for their
particular “thing”? If we are going to let the Boy Scouts do their
knot-tieing and the local Coast Guard Squadron put on a display
of water safety and the hospital auxiliary solicit funds, we are
guilty of discrimination if we exclude people who wish to
advance their objections to the war or a bond issue or a
candidate?

Since the Lloyd Center decision there have been suggestions that
in order to come under the protection of that decision (that is,
retain the right to keep out anti-war and similar groups) you may
also have to refuse the requests of the Girl Scouts, Heart
Association, hospital auxiliary, United Fund, and many other
groups that you have a moral obligation to support.

Shopping Center owners may have gained some property rights
under the Lloyd decision, but RT is not certain that exercising
those rights will make for a better community—or will make the
shopping center a better citizen.
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SHORT SHORTS

Barriers to the 4 day week. The Department of Labor has rejected
an appeal to allow firms working 4 days of 10 hours each to pay
straight time for the entire 10 hours. The public hearings found
small firms and the U.S. Chamber of Commerce asking for it—and
the unions opposing. Labor Secretary Hodgson said, ‘A very tip~
part of industry may be enthusiastic about the shorter daily wq’

week, (but) almost all the rest have grave doubts.” \

The Automat is dead—but lives. Horn and Hardart is in
bankruptcy in the United States—and they were the operators of
the Automats in New York City. Not too many years ago both
kids and adults looked forward to the wonderful selection of a
wall full of cubby-holes from which one could select from among
dozens of dishes. Many a kid, when not watched too closely,
made an entire meal of desserts. But the Automat is newly -
appearing in shopping malls in Zurich and Frankfurt. The
merchandise goes far beyond the New York Automats—to include
chilled displays of wines and spirits, ready-to-drink hot coffee,
the assortment of a convenience food store and even a bit of
apparel. The wall of offerings is controlled by a central coin slot
with dial-a-number item identification. A first cousin to the
Keedoozle!

Day care centers, anyone? Dayton-Hudson is one of the few—if
not the only—retail firm to experiment with a privately operated
day care center for their employees. Actually, D-H operates a
center in Minneapolis in cooperation with Control Data and the
Federal Reserve Bank. It is part of a program to provide
long-term employment opportunities for Mothers residing in the
inner city area. If you are interested in the problems, D-H may be
able to advise you—but if you are interested in the idea, including
some case histories, write Joan Hutchinson, Social and Rehabili-
tation Center, HEW, 330 Independence Avenue, S.W. Washing-
ton, D.C., and ask for the report “Employer-Subsidized Child
Care,” by Don Ogilvie.

On American Airlines the concessionaire comes to you. A firm
called Rathcon is handling the ‘“Best of Everything” catalogs on
American Airlines, expects to do $1,000,000 in 1972, and pays
American a flat commission. One of these days you may find
your local shoe concessionaire serving you while safety-belted in
your seat.

Profit in ““gripe” forms. Infact Systems, Inc., (80 Boylston Street,
Boston, Mass 02116) has developed a new paper back—called
“Telegripe Complaint Kit.”” The first 29 pages tell you how to
make a complaint—and then there are 28 2-color, self-mailing
complaint forms (they recommend making 4 copies—for follow
up to the typical government-manufacturer-retailer who does not
reply). This will cover 7 specific complaints. The form is excellent
—in fact, it might give some stores ideas on how to improve the
customer suggestion slips that one formerly saw in stores. If you
want to see for yourself, send $1.29, the same price at which it
will soon be selling in stationery departments.

POEMS TO MANAGE BY

Before one can manage another, one must be able to control
himself. Let us consider for a moment .

MY PRAYER
by
Henry David Thoreau

Great God, I ask thee for no meaner pelf (
Than that I may not disappoint myself;

That in my action I may soar as high

As I can now discern with this clear eye.




A FEATURE REPORT

JUMPING GROSS PROFITS

he June 1972 RT carried an item, ‘“Pregnant Brides and
sumping Gross Profits,” that dealt with the pattern of greatly
improved gross margins in the last year before an initial public
underwriting. A comparison was made between two oldline
companies, Sage-Allen and Leath & Co., where this pattern did
not appear; and three potential glamour companies, Dannemann
Fabrics, The Piece Goods Shops, and Naum Bros., where this
pattern did appear. .

Even though the article closed with the comment, ‘“No special
significance should be given to the selection of the sample firms
reported—a list of 50 or more ‘new issue’ retail firms could be
documented,” RT feels this is not enough of a disclaimer to
remove Dannemann Fabrics, The Piece Goods Shops, and Naum
Bros., from what appears to be a special category.

RT attempts to obtain the prospectus on every public under-
writing of a retail company, and estimates that it does get about
75% or 80%. The tabulation on the opposite side of this page
covers the new underwriting during the year July 1971 to June
1972 for which RT had the prospectus on file. Forty firms are
listed.

The tabulation gives the following information:

1. The name of the retailer

2. The certified public accountant

3. The gross profit percentage—or the closest figure to gross
profit (the footnotes indicate that some firms, attempting
to conceal the gross profit, combine buying and/or ware-
housing and/or occupancy cost with the cost of goods).

4. Whether the statement was audited or unaudited; and if
audited, whether by a firm other than the most recent firm.

5. If there was a short period (usually 3 or 6 months), the
gross profit percentage for the short period, if disclosed.

6. The gross profit percentage for the last full fiscal year prior
to the underwriting (shown in the column headed “last™)
and for the prior 4 years (in columns headed -4, -3, -2, and

-1).

One quarter of the firms (10 out of 40) showed a lower gross
profit percentage in the last fiscal year than in the next to
last—with the largest drops being Pic ““N”’ Save at 2.20 percentage
points and Service Merchandise at 1.67 points.

On the other hand, we had such dramatic improvements as C&R
Clothiers which increased 12.70 points in the last year compared
with a net increase of 2.07 in the 3 prior years! Judy’s showed a
3.28 point increase in the last year compared with a 1.86 point
net drop in the prior four years (this is probably accounted for, in
part, by the problems of Beck Industries and in part by the
impact of the midi skirt length).

The table below shows some more of the “unusual” performers:

Firm Net Change Change
—4 to —1 —1 to last
Pic’N Pay 0.95 points 2.96 points
Barry’s Jewelers (5.51) 2.80
Wolohan 1.39 2.49
Fredericks .06 2.43
Weston’s 2.14 2.03
Grand Central .08 1.47
Piece Goods Shops 5.81 1.39
Bruno’s ( .26) 1.35

Net Change Change
Firms —4 to —1 — 1 to last
Eastern Newsstands 4.27 points 1.35 points
Heilig—Meyers 1.89 1.34
Combine Cameras 4.22 1.30
E&B Supermarkets 2.05 ) 45 &
Laneco 2.10 j B 5
Empire Apparel (.19 115
Danners £32 1.14

It would appear to RT that unusual factors exist when firms show
such dramatic changes of pattern. Frederick’s showed a net
increase over 4 years of .06 points (although they hit a peak the
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