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OPERATING RESULTS OF RETAIL
FOOD CHAINS, 1947

Content of the Bulletin

This publication contains the results of a survey on the
operations of retail food chains, in 1947, including grocery, com-
bination grocery and meat, and meat market chains. The study is the
first detailed inquiry made by the Dominion Bureau of Statistics into
operating costs of this phase of retailing.

There are two other publications in the 1947 chain store
operations series, one outlining ratios for four types of clothing
chains - nmen's, women's, family clothing and shoe chains - the other

= I = £ P = L i ey LT L S S RS sl
cantaining data i9r veriety ., JorNdooe S STuUR Cadina.
L . k wd

Purpose. of. the Sunvay

The costs of distribution, and the allocation of these costs
has become the focus of attention of merchants, the general publie
and government in recent years. Wwhile distribution expenses are by
no means confined to middlemen and retailers, the approach to the
problem of assessing these costs must be made throush these types of
business organization., The Bureau has carried on extensive studies
into the operating expenses of independent retailers, first for the
vear 1938, and again for 1944, 1945 and 1946,

A5 a result of requests from the trade, from individuals
ard from trade associations, it becare apparent that the remaining
distributive agencies should be surveyed for operating costs. The
result has been studies on the operations of retail chains and whole-
salers proper covering the year 1947,

16-7070



What is Distribution?

The three major channels of distribution -- independent
retail firms, chain store firms and wholesalers -- leave untouched
much of the field of distribution costs.

The conversion of zoods from raw materials to finished
products, and the placing of commodities before consumers involves
the processes of production and distribution. The distinction be-
tween the two terms as rade by economics seems quite clear cut.
Production involves the addition of physical or form utilities to
goods, by means of such acts as processing, fabrication, anéd trans-
formation. Distribution, on the other hand, invclves the addition
of time and place utilities to goods, by such means as transportation,
storage, merchandising, display, advertising, expenses of carrying
stocks (spoilage, shrinkage), losses from bad debts and financing.

It becomes evident from the consideration of this distinc-
tion that distribution costs aro not limited to the handling of
finished consumers' goods, and that a large part of such expense is
borne by primary producers and manufacturers during the early stages
of fabrication or processing of commodities., The transportation of
raw materials, expenses of storapge while awaiting processing, fi-
nancing of inventories, are ull distribution costs incurred before
the end-product is ready for the ultimate consumer.

While the producer and processor assume some of the costs
of distribution, the retailer end wholesaler may take on certain
productive functions., wholesulers may package and repack commodities
while certain retailers such as clothiers finish off semi-ready
garments or make alterations on finished clothing.,

Although the distinction between production and distribu-
tion is a useful one, and serves to separate major functions, there
are costs which are not clearly one or the other. J3ome of these
difficult to allocate are insurance, financing, taxes, service de-
partment costs, and executive salaries. The 1ist is not exhaustive,
but where it is impossible to make a clear-cut division of funetions,
costs are often apportioned on a pro-rata basis, decided upon by the
relative expense ratios of more easily allocated functions, such as
selling salaries, store occupancy expense, advertising etc.

Distribution costs, therefore, are not limited to middle-
men or retailers but are a part of the interlocking distribution-
production system which prepares finished goods and places them
before the consumer. The practical distinction between distribution
and production is made, however, by dividing industry into units
which perform chiefly either productive or distributive functions.



bMajor distributive agencies may be classified as follows:

Wholesalers or the Intermediary Trade

Wholesalers proper

. Manufactures' sales branches or
offices
Petroleum bulk tank stations
] Agent s and Brokers -

Assemblers of primary products
Other types of operation

Retailers

Independent Retailers
Independent Consumer Co-operatives
Chains - Voluntary chains
Chains under central owner-
ship and control.
Retail co-operative chains,

Relative importance to total trading of chain organizations
is brought out by the table below.

Retail Trade Percent
Independents ......... Bilse 1
Source: 1941 Census,
Chains 0 8 L0 SO PO RN OE e 18.7 vol' x’ Table 15’
P 398
OLGHEETEYRE S ¢ o ofe s oo 0.2
100.0

A comparison between the three food classifications in
terms of the relative importance of chain and independent form of
organization in 1941 is demonstrated by the following table.

Comparison of Chain Saleg to Total Sales, 1941 1
Percentage
. 1 1941 1941 3
Kind of Business P Bie i S Be Chains to
Total
$ $ 3
y S T R 266,027,500 26,523,300 9.97
Combination eccecesvcsceee 301,351,000 145,794,100 48,38
J ﬁjft ST B ble opeiaYs e islihefe 3 33 €0, 064,400 5,088,500 6,36

g

Source - 1941 Census, Vol. X,



The Schedulc

A sample questionnaire was drawn up in the Bureau and des-
patched to the firms in the various trades surveyed. An accompanying
letter requested that the companies make suggestions in order that .
the form be designed in such a way that it could be filled out with
a minimum of effort from existing accounting records. The suggestions
received were invaluable in the format of the final form. t

A facsimile of this final schedule is presented on page <
to help clarify neanings of terms used,

Methods

The ten kinds of business in the survey were selected for
their importance in the field of retail distribution. As the major-
ity of firms indicated that they could not give results for individ-
ual stores, a consolidated report only for each firm was required.
When received, some returns could not be used for such reasons as
manufacturing activities or outside wholesaling for which expenses
could not be separated from retailing costs. Where the number of
reports was sufficient, the results were tabulated according to the
most suitable sales-size range. In most reports, no clear distinc-
tion between head office, warchouse ard store expense was made, so
that results for these functions are shown separately for only e
few kinds of business. The salaries of proprietors of unincorpo-
rated firms are included with executive salaries. Income tax tabu-
lation was made pnly for incorperated firms.

As with all surveys conducted by the Bureau, averuage re-
sults only are shown, and all information submitted by the co-on-
erating firms has been kept in strictest confidence. This study
does not replace the regular annual survey of retail chains which
takes in all kinds of business and covers such items as: number of

‘stores, net retail sales, salaries, store and warehouse stocks and

custoners' accounts outstanding.



RESULTS OF THE SURVEY.

A3 ¥aown chail Jirn®) in LhHE SEENE-pNTELl U] Wradds Yems
canvassed vy mail in this survey. A few were excluded because of
inability to complete the form or to separate outside wholesale
isiness from their warehouse operations. The coverage, however,
was nearly complete and the results shown are considered as quite
average.

Chain firms were classified according to their overall
business as separate reports were not requested for individual stores.
For this reason, grocery chains include any meat business conducted
in some of their stores and combination chains include some straight
grocery stores. The rate of stock turnover is based on the average
of beginning and year end stocks which is divided into cost of goods

gold., This stock average is not a 12 month average. A comparison
of major expense and profit iteiw in the three kinds of business is
shown below,

No detailed written analysis of the results is offered,
since it is felt that the figures themselves are the portion of
the report which will be used to greatest advantage. Summary state
ments point only to major items, and accompany the tables to follow

Retail Food Chains - Main Profit and lLoss Items Compared, 1947

- =
Kind of °2§:;a§§r Gross | 3ulary | Occu- | Total hegeiigglt
b (%] "
Business A Profit | Expense | pancy |Expenses it e (e
& % % % % %
CTOCOTY «oseose &g ,739 16,80 9.42 il 3277 14.44 2.36
Combination ... 319,713 15.99 8,58 0.88 135283 2t
- 85,179 o I ET T 1.23 17.24 3.27

Combination chain ratios are undoubtedly generally smalle
because of greater volume sales. By comparing chains of zimilar si
reange in the three kinds of business, the effect of meat handling
costs may be observed. Grocery chuins handle only smsll amounts of
meat, combination chains are characterized by a meat department and
meat market chains sell this commodity principally. (See table bel

1l
2€

ow).

Kind of AeTage Gross |Salary | Occu-| Total flets Fho£30, kot
Business Sales per|y . ey Expense| pancy|Expenses ity el
store Income Taxes| over
$ i % h 4 4 %
Grocery (under
§960,000 .o.ooe.| 71,326 | 16.26] E.46 | [1.18] 13.07 3.09 9.0
Combination(under
$1,000,000) ....| 107,978 | 16.20] 9.36 ' 1l.18| 15.00 1.20 10.7
Meats (under |
900,000) 'v.....| 62,320 [ 12.08| 12.45 | |1.47| 18.85 2.20 36+%
|




OPERATING RESULTS
OF
RETAIL FOOD CHAINS, 1947

GROSS PROFIT = NET PROFIT + SALARIES + OTHER EXPENSES

ANNUAL SALES PERCENTAGE OF NET SALES
VOLUME o 5 10 15 20

UNDER $ 750,000
$ 750,000 AND OVER

ALL SIZES (COMBINED)

UNDER $ 1,000,000

$1,000,000—4,000000
$10,000,000 AND OVER
ALL SIZES (COMBINED)

UNDER $ 500,000

OVER *500,000
ALL SIZES (COMBINED)

20




GROCERY CHAINS.

Seventeen reports on the operations of retail grocery
chains were completed satisfactorily and were used in this survey.
The eleven incorporated and six unincorporated companies operated
245 outlets. Tabulation was made for two size-of-business groups,
$750,000 annual net sales and over,and under $750,000, with 7 firms
in the larger and 10 in the smaller range., In the group of smaller
firms, 5 were unincorporated compared to only one of the large size
class,

1. The most striking feature of the reports received was
the similarity in expense ratios from firm to firm.
While there were sizable differences in certain ex-
penses, the uniforriity was general, and was true of
conbination and meat chains as well as of the grocery
chain firms,

2, Operating profits (before income tax deductions)
amounted to an average of $3.09 out of every $100
sales in the smaller chains and $2.21 in those with
net sales over $750,000 in 1947. Gross profits were
remerkably consistent in the firms included in the
survey - $16.16 in the smaller and $16.93 of each
$100 ret sales in the larger chains. Employees'
wages were the main factor in the higher expense
ratios of the larger firms.

3, More than half the expense dollar was absorbed by
employees' salaries, the larger size stores expending
.81 per cent and the smaller 6.90 per cent of net
sales on this item. Head office executive salaries
made up 0,80 and 1,56 per cent respectively,

4. Althoucsh average sales per store were greater in
the larger sized firms, larger inventories were
maintained than the average store stock of the
smaller class, with the result that their rate of
stock turn was less than that for firms under
750,000 sales - 8,2 and 9.0 times respectively.

In both classes, inventories at the end of the year
nad increased over those held at the beginmning, a
"function of the upward trend in the trade rather
than a typically seasonal characteristic.
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Table 1. - OPERATING RESULTS OF GROCERY CHAINS, 1947

By Size of Firm i
e

e
—

===

Under $750,000 !

o $750,000 and over A -

Number of Tirms ......cs-ei00ess 10 s L7

Number of StOreés .ecessceccesnsse 49 196 245

Average sales per chain ...... $ 349,496 2,396,591 1,192,418

Average sales per Store ...... $ 71,526 85,593 82,739

Average cost of goods sold ... $ 59,802 71,099 68,840
Average inventory per store

Beginning of YE8T «eeceevees $ 4,438 5,779 S SHR

Bl 0 YOl R i ol of e sy § 5,839 6,861 6,656

3tock turnover (times per year). 9.0 8.2 8.3

Gross margin or profit .........
Operating expenses:
Salaries - executives .......
- BMPlOYyEe8 ..vsasee-
Employees' benefits .......c...
ertehe st v AR O, B b e 3% %0 L
PoBell B o dbdnlOUE 2 o . o8 oo 3
Regaipad LAY su T 1R, oo ooliv'dd
DeprdaiAdninl DL .otleeecl oan
SUPPliBS sevecssvescccsscecasn
Heat, light and power «..s.e..
Advertising cececececveceococcas
Travelling eXpense ...seceeess-
CommMIRHCETETON =/ sTetats 501t ool o o' ¢
Bad debt 1088€S sescsccacroons
All other expenses ....<e«.. e

Total operating eXpenses ...... 3

Operating profit before income
LaXkesi]: s s e Skl o folE s e oelehs

Profit and Loss Data

(Items expressed as percentage of net sales)

16.16

3,09

16.93

0.80
8,81
0.13
1.29
0.09
0.18
0.31
0.76
033
0,37
0.15
@, 17
0,06
1.27

14.72

2.21

16.80

. . . .

e ¢ ®» o ©

"ioNoNoNeoNeoNeoRoReoNel LEoN Ne
*

DV Ot bt LI 900 DO DO =0

ST OPdMCIOHOSID O

14.44

2.36

(1) Excludes amount attributed to real estate which is included in

ocecupancy .

ae



COMBINATION CHAINS.

Twenty-four firms in this classification submitted satis-
factory reports which were used in this survey. While these firms
sold both fresh meats and groceries not all of the stores operated
carried both lines.

For tabulation, the firms were placed in three sales-size
groups; 6 over $10,000,000, 7 between $1,000,000 and $4,000,000C
(none between 4,000,000 and $10,000,000), and 11 under $1,000,000
annual net sales. The latter group consisted of 4 incorporated
companies and 7 individual proprietorships or partnerships while
the other two size classes were entirely composed of incorporated
companies,

All the firms in the largest size class were able to pro-

vide a breakdown between store expense and head office and warehouse

expense, the latter two functions combined (see table 3). Too few
in the other sizes separated these expenses to permit analysis.

1. The three size classes differed very slightly in
gross profit from the average for all stores of
15.99 per cent of net sales. Operating expenses,
however, were greater in ratio in the amaller
stores to net them an operating profit of 1.20
per cent as compared to 1,97 per cent in the
middle class and 2.84 per cent in the largest
group.

2. Salaries paid to employees absorbed over half the
operating expenses. Out of every $100 sales an
average of $7.96 went to employees' salaries,
slightly less in the smaller firms and a fraction
more in the two larger groups. Salaries paid to
head office executive formed a smaller proportion
of net sales on the average in larger firms than
in the smaller, ranging from 1.80 per cent in the
firms with 1947 sales less than $1,000,000 to
0.36 per cent in the class with sales at $10,000,000
and over.

3. The larger firms pald more proportionately for
employees' benefits, taxes, advertising and
travelling expenses while the other items decreased
in ratio with sales volume.

18
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The final net gain of the incorporated firms repre-
senting the two largest size classes, was reduced
by income taxes to 1,62 per cent and 1.15 per cent
of net sales from the operating profits of 2.84 per
cent and 1.97 per cent.

Inventories were greater at the end of the year than
at the beginnine in all sizes. The average stock in
combination chain stores in 1947 formed 4,95 per cent
of net sales at the beginning and 6.49 per cent at
the end of the year,

Stock turnover, based on the average ol the two
inventories divided into the cost of goods sold,
averaged 14,7 times per year. This rate increased
with volume of business from 10,7 times ir the
smallest to 14.9 times per year in the largest
size group.

The sale of fresh meats affects certain items such
as gross profit, stock turnover and some expense
items. The percentace of stores selling meats in
the groups was: largest size, 74 per cent; middle
size, 62 per cent; smallest class, 91 per cent.

The percentage of actual dollar volume of such sales
is not known,

In the largest size firms (over $10,000,000) for
every $100 net sales, head office and warehouse
expense absorbed $3.97 and store expense $9.18
to make up a total operating expense of $13.15.

One notable feature was the disproportionately
large ratio of employees' benefits in head office
and warehouges as compared to salaries. While
store-employee salaries were 6,14 per cent of

net sales head office and warehouse employees were
1,83 per cent, yet employees' benefits in the
latter were only slightly lower - 0.11 per cent

as compared to 0,13 per cent for store employees.



Table 2. - OPERATING RESULTS OF COMBINATION CHAINS, 1947

ize of Firm

By S
%1,000,000
Under |* ' . " " |$10,000,000

15

= -y $1,000,000 -giggg,ooo e e Bl b
Number of firms .ceeecbocccccoss 1L % 6 24
HumbEr Of USEOBEE  fe o's o dhd d aie olois o 55 86 691 832
Average sales per chain ..... §| 539,889 | 2,038,476 40,965,537 11,083,389
Average sales per store ..... §| 107,978 165,923 355,707 SUIN7 15
Average cost of goods sold .. § 90,484 139,58¢€ 298,824 268,592
Average inventory per store
Beginning of YEar cescecees $ 7,418 8,946 17,3%6 15,813
Rl Of ear cidhdicegtoccse™® 9,528 10,803 22,862 20,755
Stock turnover (times per year) TE. 7 14.1 14,9 14,7
Profit and Loss Data
(Items expressed as percentage of net sales)
GRasicpmarezdn o profiitd « oo oo oo 16.20 16587 15.99 15,99
Operating -expenses:
Salaries - executiveS eeecess 1.80 0,84 0,36 0.42
= eMployees seeveosas 7.56 Tl 797 7.96
Employees' benefits veeeeceee 0.08 0,08 0.24 0.22
OCIBIURENCH, ol«iolesis alo e s o osis No'ais LSl ik, A\ TE 0.86 0.88
AR R PO B R 0.10 0,18 0.23 0.23
T DR TR L ST 0,44 OR37 0.29 0.30
Depreciation (1) esvcececseas 0.31 0.43 o0&l 0481
SHPPISIEIS © charels o orarcione o o o oo BN 10, (07 0.96 0.69 08 7]
Heat, light and power .ccsocse 0.32 OBl Q)27 0.27
AdVvertising scee.csesecsccees 0.42 0.47 0,51 0.51
Travelling €XPenSe cecesceeses 0.06 0.08 0,09 0.08
Communicat ion eeceeecesescses 0.15 0.08 (0) gitle) )110)
BElebt 1033688 iciitdincaces 0.81 0,07 (a) 0.01
All other exXpenses ecescoeses l.18 0,95 B IRy l.22
Total operating expenses seeee. 15,00 13.90 1G5 15.23
Operating profit before income
FAKEIS, syere/'sie silems's = orivars s w0 o o8¢0 il S 1l 2,84 25476
Income taX secevevvoscosoe oosos 0.82 )
ST OB (sl olalal® s leis <'s sialsls » sro'e s 1D 1.62

(1) Excludes amount attributed to real estate which is included in

occupancy.
(a) Less than 0.005 per cent,
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Table 3. -~ OPERATINC EXPENSES OF COMBINATION CHAINS, 1947
Head office and warehouse compared with store expenses.

(Size range over §$10,000,000)

Item Fegd, OiEE Stores Total
and Warehouse
Operating expenses:

Salaries - executives ...ccee 0.36 - 0.36
- employees seosceaee 1.83 6.14 7.97
Employees' benefits ..oceevees 0.11 0.13 0.24
(0 ez e 210 Al RN N T TR I 0.15 015708 0.86
TERN L (LR WU 5o s P00 dnd o 0.08 0.15 0.23
SOBREEEL TRt adnmed bt s o *2" 0,06 0,23 0.29
Dapradintion! (1) <t vessteeenit 0.10 0.21 0.31
SIAEDISIOEE RIEI5 svetaronsonexs’s| s=sersnel /ol & 0.09 0.60 0.69
Heat), sliighiteand BOWET les .o o'ed ' (0] (0)74 0.20 0227
Adyien sl nedl B vkl @ T Bl ol b0 0.09 0.42 015111
Travelling €Xpense ....c.sececee 0.09 - 0.09
Conmunic alslEml . - .o Jofa ots 5 00 o std s 0.06 0.04 0.10

Beld iU DRSS ks v i sl (a) - (a)
All), ether:(eXpensSes Ly ss b « o s 0.88 0.35 i fE
Total operating expenses ....... 3.97 9.18 1516

(1) Excludes amount attributed to real estate which is included in
occupancy.
(a) Less than 0.005 per ceat.
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MEAT CHAINS.

In 1947, 11 meat market chains submitted satisfactory re-

ports on operating costs, six of which were incorporated companies
and five individual proprietorships or partnerships. These firms
were divided into two sales-size groups for tabulation, under
$500,000 and $500,000 and over with 5 firms operating 25 outlets in
the smaller and 6 firms with 63 stores in the larger size group.
Too few firms divided executive and ermployee salaries to permit
separate tabulation.

l-

Gross profits of chain store meat markets were
higher than those of other food chains, as were net
profits. In the smaller class (under $500,000 net
sales in 1947) gross profit on $100 net sales was
$21,05, expenses $18,85 resulting in operating
profit of $2.20. The margin - $20.36 - was smaller
in the larger sales group (over $500,000), but the
expense figure at £16.8l1 was so much lower that net
profit in this group was greater than in the smaller
sales class, $3.55 on every $100 of net sales.

Salaries and wages were proportionately greater in
meat chains than in other food chains, reflecting

the greater amount of handling required in the sale
of meat. Salaries at 11,28 per cent of net sales
formed 65 per cent of total expenses. Smaller chains
reported salary expense as a greater ratio (12.45% of
net sales) than the large size group (10.97%).

The smalld $ise claks of mast ch&ips Said a gheatar
ratio for most of the other expense items ~ advertising,
travel, communication and the all other expense cate-
gory excepted - to net a profit, before income tax
deduction, of 2.20 per cent as compared to one of 3.55
per cent for chains with sales volume of $500,000 and
over.,

With comparatively small inventories - 1.92 per cent
at beginning and 2.11 per cent of net sales at end
of year - meat chains sold and replaced their stock
approximately 40 times per year. The larger firms
effected 2 greater rate of stock turnover than those
with sales under $500,000,



Table 4. - OPERATING RESULTS OF MEAT CHAINS, 1947~

BZ Size of Firm

———

Then Under $500, 000 Ar1
$500, 000 and over sizes
NumbeTs o AIRMESE AN .20 o o Y oHexshele ) 6 8y
Number G ISEORES (Vs o tleizs o s » oo 2ls 239 63 88
Averape sales per chain ...... $ 311,601 989,621 681,430
Average sales per store ...... $ 62,320 94,250 85,179
Average cost of goods sold ... § 49,203 75,056 67,711
(v
Average inventory per store
Beginning of Year .....ve... $ 1 10 1,848 i JeBw
g, &' Poa 4qn.« se 587 g s b 5 oo @ 1,603 1,874 1,797
Stock turnover (times per year). 36.3 40.3 39.4

Gross margin or profit .........

Operating expenses:
Salaries ond wageS ececssoccses
Employees' benefits .cceeessos
CelenBRaREN | oy hofs) o) iotta oo sad sre.sxals
Tanes W} | il B ig hiateny ol o =44
Repadite WIS Ly d s s b-e oo Baidspls
Depreeliat DPUREY ", o« o vco Foaltlofe
SuPPIES] 118 R s oxe ofexe er o1s
Heat,! 11zt ‘andSpaWer, o dih ok
Ad et o N o e e FeasressneR: e fenexs
Travelling eXpense .seecoseesen
ConmunEeATHION  a5v ate s o 39 telarotte
Bad *dielbt 1CSISES| 256 eioie o e baNE
All other expenses ...eceeeeos

Total operating eXpenses .esee..

Operating profit before income
EETEISE Lo RN - A S (axs e e o e e e .o

Profit and Loss Data

(Items expressed as percentage of net sales)

21.05

12,45
0.14
1.47
0.08
0.71
0.78
1.30
0.61
0.18
0.03
0.l8

0.91

18.85

2.20

20.36

10.97
0.16
1.16
0,08
0.58
0,38
0.96
0.33
0.42
0.17
0.20
0.01
1.39

16.81

3.95

20,51

11.28
0.16

o
Nor—-'r-l(ﬂ('ﬂa
O H Ok 30

(1) Execludes amount attributed to real estate which is included in

ocecupancy .
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