FINANCIAL TECHNIQUES FOR NON-FINANCIAL CATALOGUE MANAGERS: 

Part Nine: There’s many a slip ‘twixt the cup and lip

Have you ever wondered at the end of a long, hard month when the telephones have been ringing off the hook and the warehouse has been working three shifts, why the financial rewards seem rather less than you expected for all that effort?

There is a whole range of reasons why that initial telephone call does not translate into sales. This month’s article looks at the rather neglected and frankly unglamorous world of sales adjustments.   We examined Returns in part seven of this series so I will not discuss that topic here.   

Both catalogue management systems and accounting systems vary so you may find your treatment of these adjustments varies from that presented here.  It is worth checking with your accountant exactly how the profit impact of these adjustments is handled in you accounts.

Telephone Calls (  Demand

Only a proportion of phone calls results in orders placed.  Do you measure this?  It is worth doing so on a weekly basis:

Order to Call %      =   Total Phone Orders       x      100




Total Telephone Calls

If you do not measure this as a matter of course you will be surprised how few calls actually produce orders.  When a catalogue is launched the Order to Call % may be 60-70% but over time it usually falls and towards the end of a catalogue’s life it can be as low as 25-30%.   This is because when you first mail a catalogue, most items are in stock (hopefully!) and queries are low.   Over time, as stock-outs and back orders increase, customers are calling to enquire about delivery, returns and account issues.   If you have a chain of shops, be prepared for retail enquiries as they will lower this percentage.  Also, if you suffer service failures this measure will plummet as more and more customers call to complain. The percentage will also decline if you are advertising for catalogue requests.

A low Order to Call percentage may explain why those phones are ringing off the hook but relatively few orders are placed.

Demand (  Sent

The difference between Orders Placed (Demand) and Goods Despatched by the system (Sent) can be explained by two forms of Cancellation.  Orders can be cancelled by the Customer or the Company.

The Customer can cancel for a variety of reasons but usually it is because the item is not in stock and they are not prepared to wait for it.   This can happen at the time of placing the order or later when the customer has waited part of the time but has ultimately lost patience.

When the item is sold out and is not able to be supplied later, the Company effectively cancels the order.   Some systems do not capture the demand for this item although it is desirable to do so because you learn what you could have sold if you had the stock.   Some of the same systems that cannot capture this “shadow” demand do so when the item is on back order, the order is taken and then subsequently cancelled because the supplier cannot deliver.  Make sure you know exactly what your system actually does.   Balancing the level of service (percentage of Demand met) against your stock holding is one of the most difficult  problems for a catalogue business to solve.   Any help your system can give you is very welcome.

You should also know how your system handles “phantom demand”.  Some systems can only determine if an item is in stock by the order taker keying in the order.  It is possible for a customer who only wants to buy one unit of a specific item (e.g. a red sweat shirt) to register additional demand if their first choice is out of stock.   For example, if the red sweat shirt is sold out, they may request their second choice, yellow. Does the system count demand for sweat shirts as two when in reality the customer only wanted one sweat shirt?   It is possible to overstate demand for an item if this phantom demand is included.

Ordertakers sometimes operate their own system of cancellations.   They will often know (sometimes with greater accuracy than the computer!) if an item is sold out and can be tempted to tell the customer without keying any details.  While this response might improve the service levels in the call centre by reducing call times, it does not help the merchandiser or circulation manager to track demand.

The other reasons for cancellations include customers' orders that have failed credit card authorisation and where cheque clearance has failed before passing orders to despatch.   Sometimes it is also possible that for legal, quality or other reasons the Company decides not to meet an order for an in stock item.

Sent (  Net Sales
Once the system has accepted the order and has allocated stock, the items are ready to be sent out.   Errors in the warehouse can negate the recorded sales.   We have all experienced the situation where the picker goes to the shelf to select an item and discovers it empty.   The computer thinks there is stock available but the reality is different.   

We call this a “Warehouse Not Sent”.   If the item cannot be found, the recorded “Sent” figure must be adjusted.   Effectively this is a cancellation of the original order.   Measure the extent of the problem by the following ratio:

Warehouse Not Sent %  =  Sales Value of total Warehouse Not Sent
   x    100






Net Sales (tax exclusive)

You will find that the Warehouse Not Sent % will increase as stocks are depleted.   A stock error of 1 unit only affects Warehouse Not Sents when stocks of that item are down to 1.   Then it can make the difference between a service failure and a successful despatch.

Another Warehouse error occurs when the item that the customer has ordered (and been charged for) has not been sent because another item has been sent in its place, in error.   There are two adjustments here - “Sent not invoiced” and “Invoiced not Sent”.   The first increases sales by the value of the item actually sent and the second decreases sales by the value of the item that was not sent.   In the case of a mix up on sizes, these values are usually the same.   Ultimately the customer will receive the wrong item and return it for a replacement.

Our final warehouse related adjustment concerns delivery.   An item that is ordered, charged, despatched and then not received by the customer is a “Lost in Transit”.   Assuming the customer does not want a replacement, a refund is given, reducing sales. The profit impact is equivalent to the cost of the item lost, less any claim on the carrier.   Items that arrive damaged can be treated the same way.

These cost adjustments will usually appear in either the Margin section of the Profit and Loss Account or Fulfilment costs.  Making them the responsibility of your Operations Manager can help persuade him to pursue wayward parcel carriers and improve the packing function.

Other Adjustments

There are other sales related adjustments to consider.   Goodwill compensation given to unhappy customers can be charged as a discount to Sales when it is directly related to an item.  When money is paid to a customer to compensate for a more general problem it is probably best charged directly to fulfilment costs.

Provision for Bad Debts will be made against Margin or Fulfilment costs.   If credit checking is a function of the Operations Department then I would suggest the cost is charged to that area.

One final point - make sure that when you plan your annual Sales, Margin and Costs you identify all these adjustments in the same place that your accounts department will charge them.   Failure to do so will result in a great deal of confusion!

Good luck with tracking all these adjustments.  It may seem like a lot of trouble to monitor these reductions in sales but over a year they can be very significant.   In order to maximise profitability a catalogue company has to work on every component.  Even improvements of 0.1% points can add up to considerable bottom line profits.
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