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NBDA Cos of Doing Business Survey

The Nationd Bicycle Deders Association (NBDA) has been conducting Cost of Doing
Business surveys for the better part of two decades. This unique research program for
U.S. bicycle shops represents the most- up-to-date comparative financia performance
information available anywhere. The Cost of Doing Business sudies are an invaduable
resource designed as an easy-to-understand tool for bicycle shop owners and managersto
evauate their own business operating results so that they can identify strengths and
weaknesses and more importantly take advantage of opportunities and improve
profitability.

It has been our experience that too few bicycle shop owner’ s purchase and use the Cost of
Doing Business surveys, despite the very favorable pricing offered to NBDA members,
and the affordable price to non-members. More bicycle shop owner’s and managers need
to acquire and use the Cogt of Doing Business surveysto objectively evauate their retall
businesses and to establish benchmarks for profit improvement and growth objectives.

Of equa concern in thistime of rgpid changeisthelack of support from channel
suppliers and brands for the Cost of Doing Business study and the invaluable data and
information that it represents to and for bicycle shop owners and managers. The greatest
asset our channd of trade has ... isit'sretalers. The better and stronger the retailers are
the better and stronger the whole channd of tradeis. It follows that suppliers and brands
should do everything they can to get as many copies of the NBDA Cost of Doing
Business survey into the hands of as many bicycle shop owners and managers as
possible.

The most current Cost of Doing Business survey was conducted during the last quarter of
2005 and has published as NBDA 2006-2007 Financial Survey: Cost of Doing Business
for Specialty Bicycle Retailers. Details and online ordering will be found at
www.nbda.com.

The Numbers

The Cost of Doing Business (CODB) survey reports cover key performance measuresin
three areas. profitability, productivity and financid management.

Mogt of the financid performance indicators included in the CODB reports are on the
basis of medians rather than averages or means. Unlike the mean, the median is not
digtorted by a smdl number of unusudly high or low vaues that are reported by the pand
of retailers and included in the sample. The median represents the mid- point of the



figuresfor a particular measure, with one-haf of the responding bicycle shop firms
reporting figures above, and one-haf below.

Most of the financia performance indicators are expressed as percentages of total

revenue.

Bicycdle Shop Reporting Segments

The CODB survey is organized into 14 reporting segments, as follows:
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We have focused this CODB andyss on the following 6 out of the tota of 14 reporting

segments.
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For All Respondents and High Profit Firmswe developed atrending report that
includes the following four financid categories for comparison of CODB data from seven
studies, 1993, 1995, 1997, 1999, 2001, 2003 and 2005 as conducted over the last 12-
years.

Sdes Data
o Totd Revenues Per Store

Margins And Turnover
0 Bicydes
= [|nitid Markup a Retall
=  GrossMargin
= |nventory Turnover
= Gross Margin Return on Inventory (GMROI)

Tota Operating Expenses
0 Gross Margin to Total Operating Expenses

Net Operating Profit (or Loss)
All Respondents (All Responding Bicycle Shops)
SdesData

Table 1 shows the growth in revenue per store for All Bike Shops from a median of
$327,154 in 1993 to a median of $549,000 in 2005.

Table 1.
All Responding Bike Shops: Median or Typical Total Revenue
1993 1995 1997 1999 2001 2003
Total $327,154 $402,500 $458,122 $411,688 $500,000 $450,000 $549,000

Revenue

per Store

Variance $75,346 $55,622 ($46,434) $38,312 ($50,000) $99,000
year to year

Variance 23.0% 13.8% -10.1% 21.5% -10.0% 22.0%
Y ear to year

Source: NBDA Cost of Doing Business Reports

This revenue growth over 12-years for All Bike Shops totas $221,846, which is about
double therate of inflation in the U.S. over the sametime frame.

Margins Bicydes

We have focused specificaly on new bicycle sales because this represents the biggest
single merchandise category for bicycle shops, with 47% to 49% of tota annud revenue.




Asyou will dso see asthisanayss progresses, new bicycle saes represents the single
biggest chdlenge and opportunity for bicycle shops going forward.

Table 2 showsthe initid markup (or mark-on), the redlized gross margin and the gap
between what gross margin bicycle shops wanted to achieve, and what they actually
redlized on the sde of new bicycles over the last 12 years.

Table2
All Responding Bike Shops: Median or Typical Initial Markup to Gross Margin: Bicycles
1993 1995 1997 1999 2001 2003 2005
Initial 36.0% 37.0% 38.0% 40.0% 40.0% 40.0% 40.0%
Markup
Redlized 33.0% 34.0% 34.4% 36.0% 36.0% 37.0% 38.0%
Gross
Margin
Variance -3.0% -3.0% -3.6% -4.0% -4.0% -3.0% -2.0%

Source: NBDA Cost of Doing Business Reports

The gap between initid markup and redlized gross margin has remained between —3%
and —4% until 2005 when the gap improved by 1% to —2%, which is trending in the right
direction, and the median redlized gross margin of 38% is the highest it has been over the
lagt 12 years. However, aswewill cover in more detall later in thisandyds, theinitia
markup of 40% is by itself problematica because for too many bike shopsit fals below
the cost of doing business, or total operating expenses.

Turnover and GMROI: Bicycles

Table 3 showsthetypica turnover for bicycle inventory, dong with the gross margin
return on inventory, or GMROI — cdculated by dividing gross margin by inventory.
GMROI indicates whether an adequate gross margin is being earned compared to the
investment in inventory required to generate the gross margin dollars.

Table3
All Responding Bike Shops Median or Typical: Bicycle Inventory Turnover and GMROI
1993 1995 1997 1999 2001 2003 2005
Bicycle 2.8X 26X 25X 26X 25X 25X 25X
Inventory
Turnover
GMROI NA $1.28 $1.31 $1.52 $1.38 $1.38 $1.46

Source: NBDA Cost of Doing Business Reports

Bicycle inventory turnover has been stuck a 2.5 turns per year snce the beginning of this
decade, and the highest turnover was reported in 1993 at 2.8 turns per year. |Isthis good,
or bad? We will do acomparison with High Profit bike shops, but the answer is— not
good. Annud hicycle inventory turnover of 2.8 to 3.0 contributes to actualy making a
profit on the sale of new bicycles — which is something that the typica bike shop has had
difficulty with over the lagt 12-years, as we will explain shortly.

The GMROI on new bicycle sdes has fluctuated, but the $1.46 achieved in 2005 is
definitdy in the right direction. Thetypicd bicyde GMROI for high profit bike shopsin




2005 was $1.94, and this is another operationa metric that contributes to making a profit,
or at least breaking even on the sde of new bicycles.

Redized Gross Margin Bicydes vs Total Operating Expenses

Table 4 shows redized gross margin on the typical sde of new bicycles againg the

typicd tota operating expenses and the shortfdl, which equates to the typica loss on the
sde of new bicycles.

Table 4.

All Responding Bike Shops Median or Typical:
Bicycle Gross Margin; Total Operating Expense; Profit or Loss

1993 1995 1997 1999 2001 2003 2005
Gross 33.0% 34.0% 3A.4% 36.0% 36.0% 37.0% 38.0%
Margin:
Bicycles
Total 36.7% 35.4% 36.6% 37.7% 39.9% 42.5% 43.3%
Operating
Bxpenses
Profit or -3.7% -1.4% -2.2% -1.7% -3.9% -5.5% -5.3%
Loss

Source: NBDA Cost of Doing Business Reports.

The Phillips Rule. Harley Phillips, former President of the NBDA and retired bicycle

storeowner spent the better part of 25-years educating bike shop owners and managers
about the smplerulethat “...you never sdll anything at retall below your cost of doing
business!” We are looking at 12-years of thetypica bicyce shop violaing or ignoring

The Phillips Rule, and taking aloss on the sde of just about every new bicycle sold in the

channel. High profit retallers have been doing better until recently, and as we will show,
this Stuation is prevaent among al four of the revenue categories covered by the CODB
sudies— s0 it doesn't get any better with more revenue or the size of the business.

Net Operating Profit (or Loss)

Table 5 shows the typica store operating margin, total operating expenses and net

operating profit for al reporting bike shops. This can be looked at as the nationa

median, or the typica U.S. bicycle shop. (Please note that the median percentages will
not always add up to the exact tota.)

Tableb.

All Responding Bike Shops Median or Typical:
Store Operating Margin; Operating Expenses; Net Operating Profit

1993 1995 1997 1999 2001 2003 2005
Operating 41.4% 40.3% 42.3% 425% 43.5% 44.4% 453%
Margin
Operating 36.7% 35.4% 36.6% 37.7% 39.9% 42.5% 43.3%
Expenses
Net 4.7% 50% 5.8% 4.8% 3.7% 18% 21%
Operating
Profit

Source: NBDA Cost of Doing Business Reports.




Thetypical bike shop generated a relatively modest 4.7 to 5.8% operating margin in the
1990's, but garting with 2001 net operating profit trended downward to the current 2%
levd. By comparison high profit stores generate three to four timesthis leve of net

operating profit.
High Profit Bicycle Shops

According to the NBDA CODB High profit bicycle shop firms are those in the upper
25% based on before tax return on assets.' The Nationd Sporting Goods Association
(NSGA) defines high profit firms as those in the upper 25% based on net profit before tax
to total revenues? In either case the high profit bike shopsin the U.S. are the best retail
performersin the channd. They stand out because of their profitability and productivity.
In the 2005 CODB 19% of the responding firms were identified as being high profit
bicycle shops.

Sdes Data

Table 6 shows the revenue growth of high profit bike shops over the last 12-years, from
$392,594 in 1993 to $799,000 in 2005. Y ou might recal the growth for al responding
bike shops was incongstent with two years of decline mixed in. High profit bike shops
on the other hand show steady, consistent growth with atota increase of $406,406 over
the seven years of the CODB studies. The increaseistriple therate of inflation for the
12-year time frame.

Table6.
High Profit Bike Shops: Median or Typical Total Revenue
1993 1995 1997 1999 2001 2003 2005
Total $392,594 $416,427 $447,083 $489,818 $558,403 $662,066 $799,000
Revenue
per Store
Variance $23,833 $30,656 $42,735 $68,585 $103,663 $136,934
year to year
Variance 6.1% 74% 9.6% 14.0% 18.6% 20.7%
Y ear to year

Source: NBDA Cost of Doing Business Reports

Margins Bicydes

High profit bike shops show the same initid markup to redlized gross margin trend as dll
responding bike shops — that is a consstent shortfal or gap between what owners and
managers wanted to achieve in gross margin, and what they actudly achieved as shown
in Table 7. The whole of the channel has been stuck at amedian, or typicd initiad
markup of 40% on new bicyclesfor the last 6-years, typica redized gross margins have
been consstently between 36% and 38% over the same 6-years (from 1999 to 2005).

1 2006-2007-NBDA Financial Survey: Cost of Doing Business Survey for Specialty Bicycle Retailers, page

2.
2 2004-2005 NSGA Cost of Doing Business Survey, page 4.



While thisisn't where high profit bike shops stand out from al other bike shops, we
believe increasing initid markup and redized gross margin on saes of new bicycles
represents and opportunity for growing retailer revenue and profitability going forward.

Table?.
High Profit Bike Shops. Median or Typical Initial Markup to Gross Margin: Bicycles

1993 1995 1997 1999 2001 2003 2005

Initial 36.5% 37.0% 38.0% 40.0% 40.0% 40.0% 40.0%
Markup

Redlized 33.0% 34.4% 35.6% 36.1% 36.2% 36.1% 37.4%
Gross
Margin

Variance 35% 2.6% 24% 3.9% 3.8% 3.9% 2.6%

Source: NBDA Cost of Doing Business Reports

The shortfal or gap between high profit bikes shopstypica initid markup and redized
gross margin istrending in the right direction if variance reported in 2005 continues to
narrow over the second haf of this decade.

Turnover and GMROI: Bicycdes

Bicycle inventory turnover and GMROI are two areas where high profit retaller’s
productivity and financiad management stand out. As shown in Table 8, the high profit
bicycle retallers came back from alow 2 inventory turnsin 1999 to 2.8 in 2001 and 3
turns per year in 2003 and 2005. This comparesto the 2.5 annud inventory turnson
bicycesthat dl responding firms have been stuck at virtualy since 1995. The additiond
one-hdf turn is driving astronger GMROI on bicycles, which in turn is contribution to an
overdl sronger net operating profit for the high profit retail stores.

Table 8.
All Responding Bike Shops Median or Typical: Bicycle Inventory Turnover and GMROI
1993 1995 1997 1999 2001 2003 2005
Bicycle 24X 26X 24X 20X 2.8X 3.0X 3.0X
Inventory
Turnover
GMROI NA $1.28 $1.27 $1.72 $L.72 $1.49 $1.H

Source: NBDA Cost of Doing Business Reports

Redized Gross Margin Bicycles vs Totd Operating Expenses

High profit bike shops have consstently generated profit on the sde of new bicycles for

most of the 12-years covered by thisandysis, as shown in Table 9. 1993 shows aloss of
, and for the next five CODB studies, from 1995 through 2003 the high profit

retailers made a dim profit on the sde of new bicycles—wdl above the performance of

al responding bike shops and al the revenue categories.

The 2005 CODB survey brings with it a concern about high profit bike shops rdative to
new bicycle profitability. Inayear of greeatly increased revenue, driven by the sales of
more higher priced road 700c bicycles, the typica high profit bicycle retailer reported a
dight loss on the sdle of new bicycdles. Thisisdaming because it reverses atrend of




profitability in the sngle largest, and some would argue, most important of dl the
product categories carried by specidty bicycle retallers.

Table9.
High Profit Bike Shops Median or Typical:
Bicycle Gross Margin; Total Operating Expense; Profit or Loss

1993 1995 1997 1999 2001 2003 2005
Gross 33.0% 34.4% 35.6% 36.1% 36.2% 36.1% 374%
Margin:
Bicycles
Total 33.9% 32.7% 34.4% 3A.7% 33.9% 35.6% 37.5%
Operating
Expenses
Profit or -0.9% 17% 1.2% 14% 2.3% 0.5% -0.1%
Loss

Source: NBDA Cost of Doing Business Reports.

Net Operating Profit (or Loss)

Thisis one of the key financid metrics that determinesif a bike shop is high profit or not,

at least according to the Nationa Sporting Goods Association (NSGA). Table 10 shows

the 12-year trend in high profit bike shop operating margin, operating expenses and net
operating profit. While al responding bike shops have atypica net operating profit
ranging from a high of 5.8% to alow of 1.8% of tota revenue, high profit bike shops

have atypica net operating profit ranging from a high of 9.9% to alow of 7.0% over the

last 12-years. (Please note that the median percentages will not dways add up to the
exact totdl.)

Table 10.
High Profit Bike Shops Median or Typical:
Operating Margin; Operating Expenses; Net Operating Profit

1993 1995 1997 1999 2001 2003 2005
Operating 42.9% 41.9% 44.0% 44.3% 43.8% 42.6% 458%
Margin
Operating 33.9% 32.7% 34.4% 34.7% 33.9% 35.6% 37.5%
Expenses
Net 9.0% 9.2% 9.5% 9.6% 9.9% 7.0% 8.3%
Operating
Profit

Source: NBDA Cost of Doing Business Reports.

While the overdl net operating profit reported by high profit retailersisimpressive, the

eroson sarting in 2003 with 7.0% and continuing in 2005 with 8.3% is of concern. The
typica high profit operating margin of 45.8% in 2005 is the highest achieved over the 12-

years we have andyzed, but the operating expense of 37.5% is dso the highest over the
sametime frame. We have included Chart A to illudirate the net operating profit trends
between dl responding bike shops and high profit bike shops.




Chart A Net Operating Profit (or Loss)
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Chart B compares the typica totd revenues over the last 12-years of dl responding bike
shops and high profit bike shops. Note the steady, consstent revenue growth of high
profit shops compared to the more erratic revenue growth of al responding bike shops.

Chart B Revenues Per Store
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Total Company Revenue

Our andlysis of the four reporting revenue categories has been limited to the last severnt
years, from 1999 through 2005 and four CODB surveys conducted in 1999, 2001, 2003
and 2005. The four revenue categories are:

Under $300,000
$300,000 to $499,999
$500,000 to $1 million
Over $1 million

We have focused on only two reporting arees.
Bicycles: redized gross margin vs. operating expenses
Store operating margin, operating expenses and net operating profit

For comparison we are revisiting the typica high profit bike shops and al responding
bike shops.

Bicydes: redized gross margin vs. operating expenses

Chart C shows typicd high profit bike shops generating a profit on the sde of new
bicydes from 1999 through 2003, with adim —0.1% loss in 2005.

Chart C.

Total Operating Expense High Profit Gross Margin

Chart D shows the consistent |oss on new bicycle sales generated by the typical U.S. bike
shop as reported by al respondents to the four CODB surveys from 1999 through 2005.
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Chart D.

Total Operating Expenses All Shops

Chart E. shows the lass on new bicycle salesfor the typica bike shop doing under
$300,000 in annual revenue.
Chart E.

Total Operating Expenses Under $300K Gross Margin

Chart F shows the loss on new bicycle sdes for the typical bike shop doing $300,000 to
$499,999 in annua revenue.
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Chart F.

Total Operating Expenses Gross Margin: $300K-$499K

Chart G shows the loss on new bicycle sales for the typicd bike shop doing $500,000 to
$1 million in annua revenue.
Chat G.

2 3 4

Total Operating Expenses Gross Margin $500k to $1 Mil
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Chart H shows the loss on new bicycle sales for the typical bike shop doing over $1
million in annud revenue.

Chart H.

Total Operating Expenses Gross Margin Over $1 Mil

There are definitely bicycle retallersin the U.S. thet have consstently made a profit on
sling new bicycles. However, they are probably dl in the high profit category which
condtituted 19% of al bike shops participating in the 2005 survey, leaving gpproximatey
80% of U.S. bike shops generating a consistent loss or at best a breakeven on the sale of
new hicycles over thelast 7 to 12-years. Y ou might dso recdl thet the typica high profit
bike shop was reported as generating a dight loss on the sdle of new bicyclesin 2005, the
fird such typical lossin the past 12-years. Thisisreflected in net operating profit, the

lagt area of thisanayss.

Store operating margin, operating expenses and net operating profit.

Chart | revisitsthe typicd store operating margin, operating expenses and net operating
profit of high profit bike shops so that we can establish the benchmark to compare all
responding bike shops and bike shops in each of the four revenue categories.

We have added a note to Chart | pointing out that high profit bike shops consistertly
generate annua net operating profit in the 7% to 10% range.

Controlling expensesis dso afactor in generating higher profitability and the high profit
bike shops consistently report total operating expenses below 38%.
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Chart I.

Operating Margin, Expenses, Net Operating Profit: High

Profit Shops
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Chart Jreviststhetypica for al responding bike shops, and clearly shows the upward
movement of operating expenses above 40% while net operating profit has been pushed

below 3%.
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Chart J.
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Chart K shows operating margin, operating expenses and net operating profit for the
typica bike shop generating under $300,000 in annua revenue. Typica operating
expenses have pushed up over 40% to just under 50% in 2005, while operating profit has
been driven down to under 3% 2001 and 2003, and to an aarming 0.9% in 2005.

Chart K.
Operating Margin, Expenses, Operating Profit: Under
$300,000
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Chart L.
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Chart L on the previous page shows the typica bike shop generating $300,000 to
$499,999 in annud revenue. Total operating expenses have pushed over 40% and were
just under 45% in 2005. Net operating profit has been driven from just under 5% in 1999
and 2001 to aloss of —0.4% in 2005.

Chart M.

Operating Margin, Expense, Net Operating Profit:
$500K-$1 Million
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Chart N.

Operating Margin, Expenses, Net Operating Profit:
Over $1 Million
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Chart M at the top of the previous page shows the typica bike shop generating $500,000
to $1 million in annud revenue. The pattern is the same, and operating expenses have
pushed over 40% and operating profit has dropped below 3%, dthough the 2.7%
achieved in 2005 is encouraging.

Chart N a the bottom of the previous page show the typica bike shop generating annual
revenue over $1 million. Operating expenses pushed over 40% in 2003, but have
dropped to 39.6% in 2005, which is encouraging, but still too high. Net operating profit
aso made a comeback from alow of 2.0% in 2003 to 4% in 2005, about half of what it
should be to meet the high profit benchmark for net operating profit.

In Summary

The typical bike shop in the U.S. has taken aloss on the sale of new hicycles for over a
decade. Thisissignificant for a number of reasons, including the fact that new bicycle
sales represent between 47% and 48% of total store revenues.

Initial markup for new bicycles has remained at a typical 40% for 6-years, from 1999
through 2005. Thisinitial markup appears to be undervaluing most new bicycles, and
needs to be reviewed by speciaty bicycle retailers to determine what can be done to

increase the initial markup and the realized gross margin on new bicycles.

Some U.S. bicycle shops have made consistent profit on the sale of new bicycles, and are
probably classified as high profit bike shops, which congtituted 19% of al responding
firms to the 2005 Cost of Doing Business survey. This leaves approximately 80% of the
typical U.S. bike shops consistently selling new bicycles a aloss, or at best breakeven.

The typical high profit bike shop has consistently made a profit on the sale of new
bicycles. However, in 2005 the typical high profit bike shop reported a dight loss on the
sale of new bicycles.

Retailers need to revisit and adopt The Phillips Rule as a part of establishing consistent
product pricing policies to increase revenue and gross margins.

Most bike shops need to focus on increasing inventory turnover on al categories by at
least one full turn per year.

Total operating expenses have increased for the typical U.S. bike shop over the last 12-
years, and in particular since the year 2000.

High profit bike shops have done a better job of controlling total operating expenses,
although the last two Cost of Doing Business surveys show a steady increase in expenses.

The mgjority of U.S. bike shops, including high profit retailers need to adopt policies,
procedures and systems to control and reduce operating expenses.

The typical high profit bike shop has established the benchmarks that &l U.S. bike shops
should strive for and set operating objectives from.
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