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Professionals should th ink in terms 
of the total profit picture to get 

an honest appraisal of how much 
it costs to run a shop 

We are now getting into that cycle of 
the year when the majority of golf 
professionals are starting to give a 
lot of thought to next year's lines. The 
new merchandising lines and the 
new equipment lines are now being 
shown and are available for sale. The 
old "wheels" are grinding away try-
ing to figure out what is going to be 
"good" next year. The astute profes-
sional realizes that the fall and win-
ter months are the most important 
months of the year. Why? Quite sim-
ple. Things ease off a bit and he real-
izes that he now has some time to 
think and reflect on his business op-
era t ion. As a professional you 
have to take advantage of this op-
portunity and put it to the best pos-
sible use. 

The present cycle you are in and 
how well you plan are going to dic-
tate what next year will be like: Pro-
fitable, unprofitable or maybe just a 
"sort o f ' type of year. You are get-
ting ready to gamble your invest-
ment money on future returns. It is 
vir tual ly impossible to do this 
planning, budgeting or buying un-

less you have an honest appraisal of 
what it costs to run your business. 

Let 's pose a simple quest ion. 
Before you buy do you actually 
think about how much merchandise 
you have to sell just to recoup your 
personal investment? Very few peo-
ple do. There is a general tendency 
to think only about the gross margin 
per unit rather than the net profit for 
that particular line of merchandise. 
By thinking in terms of specific 
units you may be blowing the total 
profit p ic ture . The following 
basically outlines just how easy it is 
to think in terms of the total picture 
for better profits. 

When anybody is involved with 
running a business on a day-to-day 
basis, there is a tendency to think 
about the separate little parts of the 
business rather than about the whole 
business. Ih is thought process is 
natural. We tend to think about facts 
such as, those slacks cost me $14.80 a 
pair ; my assistant is paid $375 a 
month; my phone bill last month was 
$63, and so on. How many of us can 
say, "It costs me $120 a day every day 

I open the front door of the shop." 
Profit and loss, whether involving 
specific item or the whole business 
operat ion, must be based on a 
break-even analysis of that particu-
lar item you sell in the shop. 

Basically, break-even analysis is 
concerned with developing those 
cost figures which you need to deter-
mine what sales and/or income fig-
ure you must obtain to make a profit. 
As was mentioned, it is applied to 
a specific items or to the entire oper-
ation. Preferably break-even anal-
ysis should be applied to major de-
partmental categories. In the golf 
shop operation this would include 
such areas as golf cars, men's ap-
parel, women's apparel, shoes, balls 
and clubs.* 

In any business operation you have 
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*The author is aware that this explanation oj 

break-even analysis will be out of context with 

true economic theory. However, small busi-

ness operations do not normally conform to 

formal theory, but rather to a more practical 

and usable approach. 



Finances 
cont inued 

fixed costs and variable costs. All this 
means is that some costs remain con-
stant over a long period of time and 
some costs fluctuate depending on 
the activities of the business. In big 
business an item such as rent would 
be considered a fixed expense; an 
item such as wages would be con-
sidered a variable expense. This is 
not true of the small operation. For 
the most part all expenses in small 
business are really fixed. In the golf 
shop, most merchandise is bought 
before the season starts; the number 
of employees will probably not 
change dur ing the calendar year, 
and ut i l i t ies are general ly the 
same. If there are variations in the 
operating costs of the shop through-
out the year they are usually mini-
mal variations. 

Let's look at a simplied example 
of break-even analysis as it applies to 
one specific item. Assume that you 
have purchased 24 pairs of slacks 
from a supplier. The retail price is 
$30; your cost was $18 per pair or a 
total investment of $432. (If we 
were fooling around with variable 
costs, we would also consider alter-
ations on the slacks and f re igh t , 
which would make total cost slightly 
higher.) 

Now the real question comes up. 
When you bought those slacks you 
knew they cost $18 a pair and that you 
had invested $432 of your hard 
earned money in them. Did you ever 
stop to think when you were buying 
them how many pairs you must sell 
just to break-even? Chances are you 
didn't. 

It is really a simple process to de-
termine how many. All you have to do 
is divide $432 by $30 and you get 
14.4 pairs you must sell to break even. 
To make this article academic, let's 
throw in an academic looking graph 
which proves the point of 14.4 pairs of 
slacks. 

You don't actually make a profit on 
the first, second or even third pair of 
those slacks you sell. You only start 
making a profit when you have sold 
more than 14 pairs. It's obvious that 
you will make a profit of $288 if you 
sell 24 pairs. Twenty-four pairs bring 
in $720. Subtract the $432 cost and 
you have a profit of $288. The graph 
also reflects this profit area. 

The whole purpose of this example 
is to prove one point. You must equate 
costs wi th potent ia l sales jus t to 
break even. You cannot, repeat can-
not, think of profit on a per item basis. 
Profit can be thought of when all costs 
are paid. 

Let's take a brief look at this prin-
ciple when it is applied to the entire 
business operation of a golf shop. 
We have included only the major 
items for the sake of simplicity. 

Assume that we have the follow-
ing expenses for one year: 

Salaries and wages $ 15,000 
Merchandise inventory $25,000 
Overhead $• 5,000 
Miscellaneous $ 5,000 

Total fixed expenses $50,000 
This obviously means that some-

how we are going to have to generate 
$50,000 in sales and income before we 
can even start to th ink about how 
much profit we are making. Take a 
look at the following graph: 

You may be sitting there thinking, 
"Well this really doesn't fit my situa-
tion." However, there is a lot of in-
formation in that one little graph. 

First, No profit is made on any-
thing until your income and sales 
reach $50,000. 

Second, It shows you how much it 
costs you to sell a cer ta in dol lar 
amount of goods. In a real case the in-
come line would be curved indicating 
that your costs are not proportion-
ate to sales. In other words, salaries 
are going to cost you the same 
whether you sell $5,000 worth or 
$50,000. 

Third, It shows you the profit po-

tential based on cost and projected 
sales and income. Likewise, the loss 
you might incur if sales are off. 

Fourth, It shows you what it costs 
to run your business. Let's say you 
have a nine-month operation at your 
shop and you are open six days a week 
and your expenses are $50,000 a 
year. Did you ever stop to think that 
you have to average $214 a day just 
to break even? So, it costs you some 
"dough" to turn that key in the door 
each morning. 

In conclusion we are not advocat-
ing that every golf professional sit 
down and draw charts and graphs and 
all that fancy stuff. We are simply 
advocating that you should think 
break-even analysis. There are no 
disadvantages with this kind of 
thinking—only advantages. Put it 
to work and see. 

If you take in $500 one day and you 
know that you have not reached that 
break-even point for the year, you are 
going to need part of it tomorrow to 
help you turn the key in the door. 

When you are buying merchan-
dise you don't think about the profit 
made on selling one of the items, but 
how many of these things you've got to 
sell before you get your money back 
and start making a profit. 

When you are thinking about new 
things which are going to increase 
your operating costs, think about 
how many dollars you have to come 
up with before the idea is profitable 
to you. 

Finally a point to consider. A ma-
jor difference between big business 
and small business is that big busi-
ness can afford to make more mis-
takes and still survive. You cannot 
make many mistakes and survive. 
So, the more sound business manage-
ment techniques you implement in 
your operation, the risks you take are 
proportionately reduced. 

Think about it. Take this year's fi-
nancial statement and see what it 
costs you to open your door everyday. 
Then, plan accordingly. d 
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