FINANCIAL TECHNIQUES FOR NON-FINANCIAL CATALOGUE MANAGERS: 

Part Eight: Ten Top Tips for More Successful Catalogues

This month I am going to take time out to step away from the usual barrage of numbers and formulae I normally present in this column and give some more general financial advice.

In the last few years I have seen many mail order businesses and have found that all of these ten points are relevant.   So whether you are business to business or consumer, big or small it will be worth running down this checklist.   Some of the points may seem pretty obvious but in the hurly burly of life in the catalogue fast lane it is all too easy to forget the obvious.

1.    Make a Plan

You should be looking at least 3 years into the future.   Yes, you will almost certainly be wrong in your forecasts but how else can you get an idea of the resources you require to manage your business?   By resources I mean cash, people, warehouse space, telephone lines etc.   The financial plan should consist of Profit and Loss Accounts for each Catalogue, each year, monthly Cash Flow and Balance Sheets.   Activity plans for fulfilment will translate sales into orders, units, parcels, space, telephone ordertakers and so on.

2.  Start with enough Cash
Catalogues are very cash hungry in the early years.   An understanding of the cash requirement is critical to success.   If you have the right product offer and discover good sources of new customers you will want to expand quickly to gain economies of scale in catalogue production and fulfilment.   This expansion is unlikely to be profitable short term and the cash out flows can be significant.

Even in the course of normal trading in a business that has reached critical mass, the cash out flows in some months will need to be financed by short term funding.

3.  Evaluate the Profit or Loss of each Activity

We have covered this subject in previous articles.   Whether you rent a list or advertise for catalogue requests you must determine the profit impact.   To do this you must know the key parameters for your business - sales per book, returns, level of service, margin, cost per book, etc.

4.  Make a Weekly Sales Plan for each Catalogue 

It is important for forecasting stock requirements to estimate total sales from your catalogue.  Compare actuals each week against the same catalogue last year, the plan and the forecast.   Do this every week and you will develop a “feel” for the way a catalogue is performing.   It amazes me that some catalogue managers do not know whether they are up or down on plan or last year.  But then again, maybe they do not have a plan to start with (see point 1).

5.  Monitor Back Orders, Cancellations and Returns

There is many a slip between taking the order and banking the cash.   You must understand the impact of your stockholding on back orders and cancelled items.   Returns rates can edge up over time - watch them.

6.  Prepare Accurate, Timely and Relevant Reports
None of these tips is possible without information.   Not data - which I am sure you have lots of, but information presented in a consistent way, clearly leading you to the vital messages.  For day to day management of a live catalogue there are 4 key reports – a daily “flash” sales report, a weekly sales summary, a circulation performance report and a merchandise sales stock and intake report.

7.  Reconcile Sales to Cash

One test of the financial integrity of your computer system is to take the reported sales in a period and try to reconcile this figure to the actual cash received.   Let your accountant do this, they enjoy this sort of thing and they get very excited when there is a difference.   Quite why there might be a difference can be difficult to explain and more likely than not the sales you have been reporting are greater than the cash you actually received.   After thorough investigation make sure you know why and if it is a software problem, get it fixed.   Otherwise all your reporting and analysis will be wrong.

8.  Monitor Old Stock

I often hear owners of catalogue businesses in their first year tell me:  “We don’t have a problem with old stock - just a few odds and ends, that’s all.”   Funny, I do not hear them say that in the following years.   More commonly they ask me about  how best to clear stock.

Old stock is like the scale in your kettle.   You do not notice it at first but over time it builds up, reducing your efficiency of operation and absorbing cash.   In the extreme, it chokes your business and failure follows.   So monitor your old stock and de-scale it regularly.

9.  Control your Costs

Catalogue costs can be difficult to contain.   It is so easy to spend extra to avoid sacrificing the creative ideal.   The Production Manager must be held responsible for the catalogue costs.   Catalogues must be produced on time and within budget.   If not, all the profitability analysis of activity is invalid.

The Operations    Manager must control fulfilment costs, accepting that many of these are variable.  So, set a variable budget - cost per order, call, parcel, etc. Then flex the total cost of each activity according to the volume of business.

10.  Review Monthly Management Accounts
A review of the actual and forecast sales, margins and costs will let you know when variances to your plan occur and give you time to take corrective action.   If you do it regularly you will develop a real sense of where your business is going.

All of the above is not intended to stifle entrepreneurial flair and creativity for which the catalogue industry is justly well regarded.  Rather, it is a framework for establishing a sound business where that flair can be injected most effectively.   The catalogue market is not an easy market in which to make money.   However, an understanding of the key financial drivers will undoubtedly help you reach your profit goals.

Good luck with the ten top tips and have a successful 2003!
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