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Gross Profit lease structures appear straightforward on paper, but they embed a range of
operational, financial, and legal risks that compound over time. This analysis identifies 14 of
the most significant hidden costs that operators routinely underestimate when pricing their
GP-based leases.

1. Opaque Cost Allocation

Vendors control how costs are categorized and allocated against gross profit. Labor, owner
compensation, equipment costs, and overhead can all be manipulated to reduce the GP
figure. Operators have no independent visibility into these decisions.

2. Inconsistent Accounting Methods

Cash vs. accrual accounting, LIFO vs. FIFO inventory, and varying depreciation schedules
produce different GP figures for identical economic activity. Comparing vendors or auditing
trends is nearly impossible without standardization.

3. Annual Audit Expense

A meaningful GP audit for a single vendor costs $3,000-$8,000 in professional fees. For a
market with 40 vendors audited every three years, that's over $400,000 per audit
cycle—money spent confirming data the operator should have received automatically.

4. Retroactive Adjustment Disputes

When audits uncover discrepancies, retroactive settlement adjustments create disputes.
Vendors dispute the methodology, operators dispute the calculation, and resolution requires
legal and management resources that far exceed the amount in question.

5. Lagging Cash Flow

GP-based settlement typically lags the sales period by 30—45 days while vendors close their
books. Operators sacrifice cash-flow timing for the theoretical precision of a GP calculation
that is frequently inaccurate.
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6. Vendor Churn and Vacancy Risk

Vendors who feel unfairly audited or billed do not renew. High vendor churn in a public market
or fairground creates vacancy risk, programming gaps, and customer experience degradation.
The cost of sourcing, vetting, and onboarding a replacement vendor typically exceeds
$15,000.

7. Legal and Contract Ambiguity

No universal definition of ‘gross profit’ exists in commercial lease law. Leases that rely on
vendor-defined GP are routinely challenged in court when the relationship deteriorates. Legal
defense costs routinely exceed the disputed settlement amount.

8. Compliance Team Overhead

Managing GP compliance requires dedicated staff who understand accounting, can read
vendor books, and can negotiate adjustments. For a venue with 50+ vendors, this is often a
full-time function—one that disappears almost entirely under a GR structure.

9. Technology Gap

Modern POS systems report gross sales natively but do not produce auditable GP figures.
Bridging this gap requires vendors to maintain a separate accounting system, introducing
manual data entry errors and reconciliation burdens.

10. Vendor Gaming Incentives

GP structures create an inherent incentive for vendors to maximize reported costs in order to
minimize the settlement obligation. Even vendors who would not deliberately underreport are
encouraged by the system to be aggressive in cost recognition.

11. Cross-Venue Benchmarking Failure

Operators with multiple venues cannot meaningfully compare vendor performance when GP
definitions, accounting methods, and cost structures vary by vendor. Portfolio-level
intelligence is effectively impossible.

12. Reporting Fatigue and Errors

Monthly or quarterly GP reporting asks vendors to compile financial data under time pressure,
increasing error rates. Operators receive data of inconsistent quality and must invest time in
validation before processing settlements.

13. Slow Dispute Resolution

HIVE — Revenue Settlement Infrastructure



Because GP disputes require accounting analysis, they take weeks or months to resolve.
During that period, the vendor-operator relationship deteriorates and—if unresolved—often
ends in legal action or lease termination.

14. Opportunity Cost of Capital

Every dollar of uncollected settlement—due to underreporting, audit lag, or dispute
holds—represents capital that operators cannot deploy into venue improvements,
programming, or marketing. At a 10% cost of capital, a $200,000 annual settlement shortfall
costs $20,000 per year in opportunity cost alone.

The Alternative

Gross Revenue leasing eliminates or substantially mitigates all 14 risks identified above. GR
is objective, collected at source, and requires no cost-allocation decisions. HIVE's platform
automates ingestion, calculation, and settlement, removing the compliance function almost
entirely while increasing operator yield.

The transition from GP to GR leasing is not a rate negotiation—it is a structural improvement.
Operators who have completed the transition uniformly report that they wish they had done it
sooner.
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