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| get a lot of questions about inventory turns lsegthey can be hard to understand.
Even harder to understand or model is how turrecaffash flow. However, the
entrepreneur who measures turn and appreciatestimection is much more likely to
prosper in the long run.

First, defining inventory turns.

It seems simple: How many times did you turn yowentory? However, there are many
ways to view inventory turns -- including finandja{at cost or retail) and physically.

I will try to make it as simple as possible.

If we buy a widget for $1,000 and we sell that vétifpr $3,000 and we sell one every
three months, we have 4 turns annually at rete?l.njonths in a year, divided by three
months, equals four turns)

Now in the auto salvage business, if we pay $1fo0@ car, and we sell $1,000 in parts
off of it in 30 days, we have 12 turns at cost dAdlays to break even.

Let’s think about cash flows. If we pay $1,000 &ocar, and we sell $3,000 worth of
parts off of it in a year, our $1,000 produces tura at retail, and $3,000 in cash flows.
It also produces $2,000 in gross margin, with a 8% of goods sold and a 66% gross
margin.

Now if we buy a car, and sell $3,000 off of it i@ 8ays, we have 4 turns, the same gross
margin of 66% is applicable, but we produce $12j@0nhnual cash flows. This assumes
we take our $1,000 and reinvest it every 90 daymnither car.

In both cases we have a 33% cost of goods and ag@8s margin.

So, if you have 4 turns per year, you will prod$d®,000 in cash flow, $8,000 in gross
margin (That's what you pay bills with or buy mommaew car with!)

But, if you have one turn, you only get $3,000 aslt flow, $2,000 to pay bills with, and
in all likelihood, momma won’t get a new car.

The owner of any kind of small business can beffigfith understanding how quickly

inventory is turning, the different kinds of tur@s)d how much harder money works
when inventory can be made to turn a little bitdas

Remember, only you can make BUSINESS GREAT!



Please visit our web site www.MrMissionPossible.dorsee the last 5 year’s articles
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