Career Awareness Workshop--Convenience Store Retail Operations

Workshop Topics

Workshop Guidelines

e Take notes

e Ask questions
and participate

e Enjoy the
experience

Workshop Topics-Pilot

1. Economics of the Convenience Store Industry
a. Volumes
b. Margins
c. Expenses
d. Profit
2. Key retailing success factors
a. Your job as an “entrepreneur”
b. Living and loving your business
c. The skills of a successful entrepreneurs
3. Franchise Vs. Independent
a. Pros and cons of franchise operation
4. C-Store Retailing
a. Retailing guidelines for success
5. Category Management in a convenience store
a. Key categories
b. Category drivers
c. Category interaction
d. Category margins
6. Customer Service Guidelines
a. How to deliver best-in-class service in a retail
establishment
b. Recruiting customer service oriented
personnel
c. Establishing an environment for employees to
be motivated to deliver best-in-class service
7. Business planning and break-even analysis
a. Believe the numbers

What topic of the above are you most interested in?

We will now do introductions and have you tell us the topic
that you are most interested in. This will help us allocate
time during this workshop. At the end of the class we will
solicit your feedback for future workshops.
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Major Types of Stores

(Source: NACS)

Mini Convenience Store

This store format, usually 800 to 1,206quare feet in size, was
extremely popular with oil companies; and the emphasis was on gasoline
sales. Now, however, the situation has changed to where the oil
companies are more interested in building larger formats. Supermarkets
today are building most stores in this format. However, in this format,
the owners view store sales as an important part of the revenue and
margin picture. Grocery selection is usually very thin and foodservice
beyond prepared sandwiches, coffee and fountain is rare. There usually is
not any parking other than that at the pumps, although some locations do
have modest striped parking. These stores are open from 18 to 24 hours
a day. Customers are usually people buying gasoline. However, there are
stores of this size in urban areas that may or may not sell gasoline.

Limited Selection Convenience Store

These stores, which range from 1,500 to 2,200 square feete
becoming more numerous. Often affiliated with oil companies and in the
size range of a converted two-bay service station, both gasoline and store
sales are generally important parts of profitability. They differ from the
Omi ni conveni en cauctsnix end geocery afferinga
(although still somewhat limited by traditional convenience store
standards). In addition, simple foodservice (hot dogs, nachos, popcorn,
etc.) are options. Although gasoline buyers are normally still the main
part of the customer base, traditional convenience store patrons are
important. Striped parking and extended hours are common.

Traditional Convenience Store

Most of the original convenience stores now fall into this category.
They are about 2,400 to 2,500 square feietsize and offer an expanded
product mix. Dairy, bakery, snack foods, beverages, tobacco, grocery,
health and beauty aids, confectionery and, perhaps, prepared foods to go,
fresh or frozen meats, gasoline, various services, and limited produce
items are typical. Most stores of this size have 6 to 12 striped parking
spaces or some form of convenient pedestrian access. Extended hours
are typical, compared to average retailers, with a large percentage open 24
hours per day. Convenience store chains normally own such operations,
but oil companies have also built or acquired stores of this size.

br oad e
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Expanded Convenience Store

Major Types of Growth is occurring in the number of stores in the 2,800 to 3,600
Stores-Continued square footrange. Such stores can accommodate more shelving for
additional grocery products or room for significant foodservice
operations and seating. Stores using the space for more grocery items are
taking advantage of the niche that has developed as supermarkets
increasingly move above the 40,000 square foot range. A few large chains
are using this Osuperetted approach.
take advantage of the high profit margins in foodservice. As the number
of smaller operations proliferates (largely because of the oil companies),
many convenience store chains apparently view the move towards
increased foodservice as essential. In terms of other products and
services, such stores usually carry the traditional convenience store items.
Parking is important with most having about 10 to 20 marked spaces.
Extended hours are typical. Such operations not only attract the typical
convenience store customer but also more families, women and senior
citizens.

Hyper Convenience Store

These very large stores (4,000 to 5,000 square féesually offer an
array of products and services arranged in departments. For example,
such stores may offer variations such as a bakery, a sit-down restaurant
area or a pharmacy. Many of these locations sell gasoline. The number of
employees per shift can be large, particularly if a small restaurant is
present.

The number of parking spaces is substantial, especially since the
amount of time the average customer spends in such an establishment
can be significant. Extended hours are typical. Here again, as in the case
of the Expanded Convenience Store, families and senior citizens as well
as traditional convenience store customers are patrons. In some locations,
such stores are mini-truck stops that obviously affect product mix and
the customer base.

NOTE: Career Potential
In general, the larger the store the higher the sales potential. The

higher sales should translate into higher gross profit and higher
net profit. The larger the store the better a manager’s skills need
to be to manage higher inventory levels and more staff. This

should also translate into higher manager wages.
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Economics of the Convenience Store Economics
Convenience Store
2006 2005
Industry
In-Store Sales 28.2% 30.5%
Motor Fuel Sales 71.8% 69.5%
Total Sales 100.0% 100.0%
Cost of Goods Sold 87.7% 86.2%
Gross Profit 12.3% 13.8%
Adjustments to Gross Profit 0.1% 0.0%
Net Gross Profit 12.4% 13.8%
Direct Store Operating Expenses -10.7% -11.8%
Other Direct Store Operating Income 1.0% 1.1%
Store Operating Income 2.7% 3.1%
Corporate G & A -1.8% -1.7%
Other Income 0.3% 0.2%
Other Expense 0.0% -0.1%
Profit Before Interest Expense 1.2% 1.5%
Interest Expense -0.2% -0.3%
Pretax Profit 1.0% 1.2%
In-Store Motor Fuel Average
Margin (GP%) GP% GP%
; .9% 5.3% 13.5%
Motor Fuel in the 2007 26.9
2006 26.7% 5.5% 13.9%

Convenience Store
and the Economics
related to the fuel. NOTE: Usudly Motor Fuel is analyzed by looking at margin in

cents per gallon rather than as a percentage of gross profit. Here is
an example of why this is the case.

$3.00 gallon | $3.50 gallon | $4.00 gallon | $4.50 gallon
15 cpg margin| 15 cpg margin| 15 cpg margin| 15 gog margin
5% GP 4.3% GP 3.75% GP 3.33% GP

On the following page, we will look at the gasoline effect on profits
in a Convenience Store. This is important information for you to
have since part of your responsibilitiesnanagement may be
motor fuel picing and related marketing strategies.
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Economics of the
Convenience Store
Industry

The Motor Fuel
Effect Continued

If the gasoline volume of a location was 150,000 gallons, the sales
generated would be higherdiollars, but unless marggoes up as
prices gaup, the motor fuel GP% will be lower. The higher the
price, the higher the credit card fees as well.

Credit card fees are calculated on sales dollars and therefore
increase when the price of gasoline ils®s. The following gives
you some idea of the economic impact of rising motor fuel prices
on the gasoline industry.

We will use the following average credit card fees.
MasterCard: 1.7% of sales plus .20 per transaction
Visa 1.7% of sales plus .20 per transaction

AMEX 3.0% of sales plus .20 per transaction

Oil Company Branded Cardgnerally carry no transaction fee or
percentage to the operator. This includes ExxonMobil, Chevron,
Shell and BP. NOTE that ARCO (in general) does not accept
credit cardsonly debit cards so the analysis above does not apply
to ARCO.

$3.00 $3.50 $4.00 $4.50
10 gals $30.00 $35.00 | $40.00 | $45.00
Visa 71 .80 .88 97
MC 71 .80 .88 97
AMEX 1.10 1.25 1.40 1.55
CPG A1 125 14 155
Branded 0 0 0 0
Card/Cash
Margin .15cpg | 1.50 1.50 1.50 1.50
10 gal.
Remaining .79 .70 .62 53
profit-MC/Visa
Remaining 40 25 10 -.05
profit-AMEX

You can see from the above credit card fee analysis the economic
impact on convenience stores that sell gasoline. Fifteen cents is an
apprximate average margin. Margin varies by market as does the
credit card percentage. Keep in mind that credit card usage is high
because people pay at the pump.
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Economic Analysis-
Continued

The Motor Fuel
Effect Continued

Gasoline Marketing

80% of the gasoline sold in the U.S. is through convenience
stores and gasoline stations. Gasoline is extremely important to
the Convenience Store Industry. Why?

1.

2.

Gasoline provides an additional needed profit center to a
conveniene store.

Gasoline drives traffic since almost everyone needs
motor fuel at least once per week with the average
consumer purchasing over 800 gallons of motor fuel per
year.

Being able to make multiple purchases at the same time
saves customers additionaps to the grocery store or
other food establishment.

Gasoline allows companies to get prime property that
they may not have been able to afford and also allows
for larger property sizes to be purchased.

Gasoline Distribution Channels

Gasoline is marketkethrough retail stations in several
different business models.

Major brand direct deliveryé | n t hi s model
retailer purchases gasoline at what is called DTW which
is Dealer Tank Wagon. Gasoline purchased directly
from the oil company is becoming a dfeaand smaller
percentage of gasoline sold. Many oil companies are
selling off or have sold off the retail units to Wholesalers
or the operators themselves.
Wholesaler/Jobber/Marketer deliveredé . 1 n t hi s
model a wholesaler may own the location or sintaye
supply agreements to provide the retailer with fuel under
a contract of varying lengths. These contracts are
important to the retailer to insure delivery of product
during times of shortage. The price and terms of sale
vary depending on the mark#éte brand, whether a

major brand or an Independent brand which generally
sells motor fuel at a lower price than a major. The
disadvantage is that independent marketers do not have a
major brand gasoline markedercredit card base and
therefore do not gehe benefits of no fees or reduced
fees on these cards. They have the benefit of generally
being lower priced on the street and can build volume
based on the lower prices charged.

t
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Economic Analysis- Gasoline Pricing

Continued Before you determine what your retail prices will be, it is

important that you know who your competition is, and how
they price their gasoline.

Before determining your price, you should know the answer

to the bllowing questions.
The Motor Fuel

Effect Continued 1. What are your individual goals with regard to gasoline
volume and gross profit?

V  Short-term goals

V Long-term goals

2. What is your competitive area (your marketing or trade
area)?

3. Who are your competitors and are you doing surveys?
4. How do your competitors price?
5. Who are your customers and what is their price sensitivity?

6. What non-pricing strategies will you implement?

The objective of gasoline marketing is to sell as much
gasoline as you possibly can at a margin that meets your
companygoals.

Gasoline marketing strategy varies from company to
company. In general the following is a summary of the
different strategies.

1. Low price, high volume

2. High price, low volume

3. Consistent competitive price
4. Yo-Yo pricing

NOTES:
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Gasoline Pricing-
Continued

Group Exercise

Each group will select one of the strategies listed and
describe why you believe that it is the best strategy.

Convenience Store Economics---The Bottom Line

Here is the key economic store information about the
industry.

C-Store Gross Profit Margin 26.9%0*

*(Excluding lotto, lottery, and car wash)

C-Store Gross Profit Margin incluel  13.3%6

Average yearly irstore sales $1,298,532
Average weekly irstore sales $24,972
Operating Income pestore (annually) $112,200
Average weekly sales per sq. ft. $10.40

Labor as a percent of store gross profg2.9%

Shrinkpercentage of sales 1.1%

G&A expenses as a percent of sales 1.6%

2007 Full Time: 56.4%, Part time: 43.6%

2006 Full Time. 61.1 Pat time. 38.9%

Same Firm Store Productivity Metrics 2006 2007
Total Inside Sales Per Labor Hour $70.11  $77.37
Total Inside Sales Per Labor Dollar $6.33 $6.55
Labor Cost Per Hour $10.85  $11.58
Customer Transactions Per Labor Hour 19.40 20.30

On the following page is a sample store Profit and Loss

Statement Thislocation is a C-store that markets
gasoline but volume is only about 55,000 gallons per
month.




DEPARTMENT

Combined Fuel Fuel
Subtotal

Store Sales

Cigarettes
Packaged Beverages
Beer
Candy
Snacks
Fountain
Snack Bar
Groceries
Dairy
Automotive
HBC

Juice

Total Store Sales
Total Sales

EXPENSES

Employee Wages
Payroll Taxes
Licenses & Taxes
Rent

Maint & Repair
Insurance
Professional Fees
Interest

Bad Debts
Employee Benefits
Supplies

Office Supplies
Credit Card Fees
Advertising & Promo
Laundry & Uniforms
Vehicle Expense
Utilities

Discounts & Refunds
Cash Over/Short
Bank Charges
Miscellaneous

Net Profit before Depreciation

Depreciation

Net Operating Profit

Samples C-Store
9581 SO. VISTA ST.
Anytown, U.S.A.

SALES

$156,218.50
$ 156,218.50

$ 26,552.00
$ 11,250.00
$ 7,778.69
$ 213497
$ 3,821.64
$ 1,508.62
$ 215415
$ 1,857.09
$ 1,137.56
$ 1577.84
$ 587.85
$ 859.49

$ 61,219.90
$217,438.40

5,658.25
551.79
66.41
7,500.00
334.17
673.59
330.67
2,615.00
25.00
763.78
421.67
147.50
2,765.89
246.43
83.34
25.55
637.09
7.75
95.89
43.00
63.98

B e R - B - A - I R - I A A R AN N U O

©

23,056.75

$ 546353

$ 1,122.00

$ 4,341.53

COST

$ 142,765.87
$ 142,765.87

$ 21,985.00
$ 7,785.00
$  6,050.30
$ 1,379.19
$ 2,854.77
$ 270.04
$ 1,367.89
$ 1,426.76
$ 970.34
$ 1,058.73
$ 399.15
$ 605.08

$ 46,152.25
$188,918.12

GP%

19.8
1.9
0.2

26.3
1.2
2.4
1.2
9.2
0.1
2.7
15
0.5
9.7
0.9
0.3
0.1
2.2

0.3
0.2
0.2
80.8
19.2

3.9

15.2

GROSS PFT $

$13,452.63
$13,452.63

4,567.00
3,465.00
1,728.39
755.78
966.87
1,238.58
786.26
430.33
167.22
519.11
188.70
254.41

R e B - < < B - A R -

$15,067.65
$28,520.28

% of Sales

2.60
0.30
0.00
3.40
0.20
0.30
0.20
1.20
0.00
0.40
0.20
0.10
1.30
0.10
0.00
0.00
0.30
0.00
0.00
0.00
0.00

10.60

2.50

0.50

2.00

GROSS
PROFIT%

8.6
8.6

17.2
30.8
22.2
35.4
253
82.1
36.5
23.2
14.7
32.9
32.1
29.6

24.6
131
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Key Retailing Is this the industry for you? In this module we will
Success Factors honestly look at the business as a potential career.

Firsthere isthe bad news.

Bad News and According the NACS and our own internal studies,
Good News turnover in the industry issafollows.

e Full Time CSRs (customer service representatives) is
100% per year.

e Part Time CSRs is 150% per year

e Manager turnover is approximately 35% which means
that 1/3 of all GStore Managers leaves a business
each year.

Now here isthe good news.

e Mangaer turnover is approximately 35% per year.

Why is this good news? It means that you can from an entry

level position become an assistant manager in a short time by

|l earning the business and perfo
become a manager for the compgoy select, you can

change companies and become a manager.

How does high turnover affect you as a manager?

In groups, list one or two ways high industry turnover will
affect you as a manager or as a supervisor of multiple stores.

10
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Your job as an
Rentreprene

There are many positions open in the industry on an ongoing basis.
'rl'h%se positions include:

CSR
Assistant Manager
Manager
Area Manager/Supervisors*
Food Service Managers in a store
Category Managers
Merchandisers
Store auditors
Equipment maintenance personnel
0 Car wash and store equipment
*positions as manager and area manager require store experience in
most companies as does the food service manager.

The following is a sample job description of an aepervisor and
a store manager.

Field Supervisor-7-11 stores

As a Field Consultant, you'll oversee a group of eight toten 7
Eleven stores with $1$20 million in revenue. You'll work closely
with store operators to implement corporate and merchandising
strategies, introduce new products and address other business
issues. You're the vital link in making sure that what's on the
planning table at headquarters really happens in the store. And,
you'll be valuable in communicating store needs back to the
corporaion.

Being a 7Eleven Field Consultant isn't easy. In fact, it's pretty
challenging. We offer a comprehensive development program that
includes classroom and -®he-job training activities. An

experienced Field Consultant will work closely with you

throughout your training program.

What Will You Do?

" Oversee a group of eight to tefEfeven stores with $10 to $2(
million in revenue

" Work with store operators and/or franchisees to develop, ug
and execute annual budgets and business plans

% . . . g .
Monitor all aspects of store operations, providing advice,
coaching and assistance to store management

" Promote efficiency to maximize store profitability

" Ensure key processes are in place through store visits, stor
staff evaluations andata analysis

11
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Field Supervisor-Job Getting There

Descrlptlon We believe great training is the foundation for exceptional

Continued performance. The Field Consultant training program combines

classroom and istore training in store operations, merchandising

concepts and procedures, financial information and consulting.

Next youoll turn principle into pr
store and gain valuable firend experience.

Are You Ready?
The Field Consultat position requires the following:
"Bachelords degree in relat:é

management experience or two+ years of multi-unit
management experience

" Prior retail, sales or customer service background preferred

" Abilitytowor k an fion call o sche:t
" Excellent problem-solving, analytical and time-management
skills

" Desire to be part of a performance-driven team

Physical Requirements

" The Field Consultant position requires constant standing,
bending and reachin Frequent lifting of one to five pounds a
occasional lifting of up to 480 pounds is required.

The position of field supervisor requires good business knowledge
but also the ability to coach store managers. Coaching is a
communication skill that isritical to having store managers make
changes and adjustments in the management of the store. To grow
sales, the managers need to be in alignment with company
objectives and to be able to communicate the objectives and goals
with the managers.

Inmanyc ases managers become Aindepen:

thingo if they are not effectively
guard who insists on going one on one instead of passing to the
open man.

Why do you believe you would be good at this position?

12
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General Manager Job
Description

General Manager -
WAWA

Source Z WAWA
Website

Job Description

The General Manager is responsible for the management of the
entire store operation. He or she will lead the management team to
ensure execution of organizational objectives and initiatives and
achievement of store and profit goals. The General Manager is
responsible for customer and associate satisfaction, brand
standards, and profitability. The General Manager will select,
devel@ and effectively lead a high performing team.

Principle Duties:

e Supervises the dap-day task assignment for and
performance of five to 50 Customer Service Associates and
one to seven management associates.

o Ensures a pleasant shopping experience fauatomers,
responds to customer complaints or inquiries and solicits
customer feedback and input.

e Manages all matters relating to associates and the store
team- recruiting, hiring, training, coaching and
performance management.

o Ensures execution of eblished safety, security, quality,
and store operations policies, procedures and practices.

e Analyzes results and trends and prepares action plans to
leverage the store's strengths and address areas of
opportunity.

e Plans and prepares work schedules@uaidinates daily
assignments and activities of associates.

o Ensures profitability.

o Executes strategy through planning.

Requirements:

o Leadership experience in a faxstced retail, food service,
or fuel environment

e Bachelor's degree in business or ralatescipline preferred

o Availability to work all shifts, weekends and holidays

o Experience, skills and abilities consistent with Leader of
Leaders competencies:

o Teambuilding & Inspiring Commitment

Mentoring

Managing the Customer Experience

Lead Change

Interpersonal Engagement

Driving Accountability

Talent Strategist

Achievement Drive & Motivation

O O O oo oo

13
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Your Job As An
Entrepreneur

The key to many of
these competencies is
your attitude. It must
be positive.

Our attitude toward
life determines life's
attitude towards us.

Earl Nightingale

Competencies to manage convenience store and supervise

a group or chain of stores

Customer Focus i Must be dedicated to meeting the
expectations of store customers.

Dealing with Ambiguity - Can effectively cope with
change.

Learning on the Fly T Must learns quickly when facing new
problems and opportunities.

Functional/Technical Skills - Has the functional and
technical knowledge and skills to do the job at a high level of
accomgishment.

Problem Solving - Uses rigorous logic and methods to solve
difficult problems with effective solutions.

Time Management - Uses hidfer time effectively and
efficiently. Must have the skill tprioritize tasks.

Composure - Is cool under pFssure; does not become
defensive or irritated when times are tough

Conflict Management - Steps up to conflicts and negotiates
resolutions.

Decision Quality - Makes good decisions (without
considering how much time it takes) based upon a mixture of
andysis, wisdom, experience, and judgment

Informing - Provides the information people need to know to
do their jobs and to feel good about being a member of the
team

Interpersonal Savvy - Relates well to all kinds of people
This is critical when daling with customers and staff.

Organizing - Can marshal resourcesget things done

Planning i Has ability to take goals and turn them into tasks
and projects that are realistic and attainable

Managing Vision and Purpose T Commuricates the
company vgion effectively.

14
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Living and Loving Individual Exercise

your business o o
Based on the competencies listed, what do you consider is

your strongest three?

Which of the skills listed do you believe you need to work
on?

About the Business

1. Managers and supervisors work long hours and in many
cases 5 ¥ days per week.
2. Manager 6s convenience store pa
managers of other small retail businesses that you see at
the mall.
3. Sales and profits are elastiased on how well the store is
managed. No matter how successful the chain, the key to
a single stores sales and profits is the quality of the
manager of the site.
4. The convenience store customer is very loyal to stores
that:
a. Carry the products they want to buy
b. Sell them at a fair price
c. Provide them customer service where they feel
appreciated
d. Maintain a high level of cleanliness and an image
that is inviting
e. Are open when the customers want and need
products
5. Good managers coach and createork environmet
designed to reduce employee turnover and make the store
a good place to work
6. Job security is good f
that the business does
always eat and they always buy gasoline.

t hose

or
not have

15
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Franchise Vs Non- Franchising is a method of doing business whereimanchisor
£ hise busi licensedrademarksand tried and proven methods of doing
rancnise business business to franchisee in exchange for a recurring payment, and

usually a prcentage piece of gross salegmss profitas well as

the annual fees. Various tangibles and intangibles such as national
or internationahdvertising, training andther support services are
commonly made available by the franchisor, and may indeed be
required by the franchisor, which generally requaedited books

and may subject the franchisee or the outlet to periodic and surprise
spot checks. Failuref such tests typically involveasonrenewal or
cancellation of franchise rights.

The franchisohas developed a system for reproducing the business
(often right down to the last detail). When you buy a franchise, you
rent the franchisor's trademark and method of doing business. The
method of doing business involves a standardized approach to
delivering a product or service.

Advantages

As practiced imretailing franchising offers franchisees the

advantage of starting up a new business quickly based on a proven
trademark and formula of doing business, as opposed to having to
build a newbusiness and bBnd from scratchA well run franchise
would offer a turnkey business: from site selection to lease
negotiation, training, mentoring and ongoing support as well as
troubleshootindnelp from trained company employees

After their brand and formula are cauly designed and properly
executed, franchisors are able to expaddiditionally, the
franchisor may choose to leverage the franchise to build a
distribution network.Instead of investing capital much of the
capital is invested by the franchisee leaving the company a high
ROI.

Franchisors often offer franchisees significant training, which is not
available for free to individuals starting up their own business.

For some consumers, having franchises offer a consistent product
or service makes life easidrhey know what to expect when
entering a franchised establishment. The major advantage for a
franchisor is collecting ongoing royalties and being able to exert

more control over the operation th
supply contract. There Isss control, however, than a company
operation.

16
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Franchise Vs Non-
franchise business

Disadvantages

For franchisees, the main disadvantage of franchising is a loss of
control. While they gain the use of a systemagdémarks, assistance,
training, and marketing, the franchisee is required to follow the
system and get approval for changes from the franchisor. For these
reasonsfranchisees and entrepreneurs are very different.

It can be expensive. Because of standaeti®y the franchisor, the
franchisee often has no choice as to signsigpee equipment

uniforms etc. and may not be allowed to source less expensive
alternatives. Added to that is the franchise fee and ongoing royalties
and advertising contributions. &liranchisee may also be
contractually bound to spend money on upgrading or alterations as
demanded by the franchisor from time to time.

Another problem is that the franchisor/franchisee relationship can
easily cause conflict if either sideirfecompetentor not acting in
good faith). For example, an incompetent franchisee can easily
damage the publictgoodwill towards the franchisor's brand by
providing inferior goods and services, and an incompetent
franchisor can destroy its franchisees by failingranmote the

brand properly or by squeezing them too aggressively for profits.

Looking at career opportunities in the Convenience Store industry
allows you to look at both channels. There are successful
independent companies that have thewn food service programs,
companies like WAWA and Sheetz for example. There are both
franchise and nefranchise Convenience Stores as well.

Of the major oil companies, the following offer store franchises.

e BP(Arco)------ AM/PM
e Chevron----- Extra Mile Market
e ExxonMobik-------- On The Run

The two main Convenience Store Companies that also offer
franchise opportunities are:

o 7-11
e CircleK

Both of these companies have corporate positions available to
candidates with strong backgrounds in the Convenience Sto
Industry. Store manager positiorsveell territory supervisor
positions are also available to franchistiegrun multiple stores.

17
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C-Store Retailing Retail Success Factors: Focus on the Right
Ones

Most retailers know that they should prioritize the
management of their largest asset, inventory, and their largest
expense, payroll. While retail companies understand the
importance of these two areas, they often focus on the wrong
factors.

e They focus on margins when gross profit dollars are
more important
o They focus on payroll cost when productivity of staff
will achieve the same cost ratio plus increased sales.
e They understand the importance of reducing employee
turnover but dondét address it i
e They focus on a broad assortment when productivity of
space is more important
e They focus on margins to achieve ROl when turnover is
more important

Effective retailers concentrate on the following 10 keys.

1. Customer Satisfaction
a. Image and appearance
b. Preventing and handling customer complaints
c. CVP (customer value proposition)
Gross Profit Dollars
Inventory Management
Expense Control
Productivity of Staff
a. Recruitment of the best
b. Training the best
c. Retention of the best
d. Compensation that includes incentives for performance
6. Productivity of Space
7. Returnon InvestmenROl
8. Business planning
9
1

abrwn

Business analysis
0. Execution of the business plan

Why is employee productivity important?

18
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Retailing Exercises

Category
Management

Group Retail Exercise

Each group will take one of the 10 keys and answer the
following questions?

1. If your key is not properly executed, what problem does it
create for the business? Be specific.

2. What is the long term affect to businesses that have the
problem you listed?

3. In general, wht can managers and supervisors do to
prevent the problem your group listed?

Part of retailing is Category Management

If you look at the growth of Wallart and the fall of such

companies as Woolworths, Newberys, Montgomery Ward, and the
decline of Searand KkMart, it is obvious that there are major
differences in the business models of these coiapan

In the next section we will discuss the Category Management
difference between Wallart and that of KMart. There are other
differences as well, but ¢hcategory management model is
substantially different.

In your opinion, what are the major differengesi seebetween
Wal-Mart and kMart?
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Convenience Store Retail Operations

Category
Management

Category Management Definition

value.

Category Management asdistributor/supplier process of
managing categories as strategic business units, producir
enhanced business results by focusing on delivering cons

Category Management Business Process

The primary work done in Category Managemisrihat of
developing, implementing and monitoring of annual category
business plans. These plans are developed once a year,
reviewed every quarter, with egoing monitoring of store
level execution weekly and monthly. The basic business
process for Categp Management is shown below.

Catezory Review

Category Definition

Caterory Role

Catemory Asse mmend

Category Balanwed Soorecard

Category Siratepi o

Catepory Taoics

Flan Fnplervendadiomn

Cabegory Definitivn: Te debermine the Shems fhat Take up the
catemory and iy seprendation based o conurer neeeds and wanids

Category Role: To assignthe cabegory role hased on 2 oooss-category

anabysis considening the conamer, retailer, supplier and conpeatition.

Catepory Assesstnend : To idendify sales | profid, and rebum (n assebs
opporhunities based o an mabyds of dee cabegory's Comnponends
(ub-categories | sepmvends, hrands amd sk 's) hased on consuoner,
ratyiler, supplier amd market data

Category Soorecard: To entablishifhe hasdine and targels for
Measuring the catemory paformande

Catepory Sirategies: To devdop the damnand and supply-chain
sirategies for the cabegory. The denand chain Arategies are ained
att traffic, profi, ransacion, hof wage, cash, and exodbanendt;
supply dhan siradegies at rerchandise flow and bransaoion oosts

Category Tadics: To debermine the assoriment, pridng,
promiion, shdving, ad supply dhain tadics o adhiere the
plan targats

Flan Inplanendadion: To nplenent the cabegory husines s plan
and sirategies Thorough the shore leved exemnolion of the tacdic

Category Review: To rumibor cabegory paformnamnde VErns
Pplans oI an on- going hasis

20
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Convenience Store Retail Operations

Category
Management-
Continued

Analytical Requirements

The types of analysis required in the six planning steps of
category plan development are shown below:

The plan
implementation and
review steps do not
require additional
analytics. However
comparisons of
actual performance
versus the target and
prior year are
needed on an on-
going basis to adjust
category tactics as
needed.

Process Analysis Objective
Steps
Consumer Determining what it €
segmentation | included in the category, drits structure
I. Category according to the con
Definition behavior
1. Cross category Conducting a portfolio analysis of the
Category | analysis categories to determine their relative
Role importance
Consumer, Determine opportunities for improving the
1. market, categoryods business
Category | retailer ad gaps in sales, profits, or turns
Assessmen]| supplier
evaluation
V. Business Establishing specific performance targéor
Category | performances | the category plan consistent with the catego|
Balanced | Mmeasures role
Scorecard
Evaluation of | Assigning strategies to each category segm
V. strategic
Category | choices
Strategies
Evaluation of | Quantifying the tatical requirements to
VI tactical achieve the scorecard targets
Category | choices for the
Tactics category

Step 1

Determine Role
of Category

Step 2

Select the
Category Drivers

Step 3 Step 4

Establish Marketing
Strategies

stablish Tactics to
Support strategies

Based on Sales and Profits

Promotions
Advertising
Merchandising

Training

Tl

Purchasing

2
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Convenience Store Retail Operations

Category Data Requirements
Management-

] Categgory Definitionrequires identifying the structure of the
Continued

category and all of the items (SKU
The output of this step is the category definition file that will be

used to drive all other analyses needed for the categoryTpiare

is no formula for how a category should be defined. The definition

can be broad or narrow depending upon how target customers shop

the category antd h e ¢ o marketing dbjectives.

Category Role assignment requires taking a broad look acrass th
retailerés portfolio of categories
i mportance. The most iimportant cat
objective is to be the store of choice for the target customer, are

assigned a destination role and allocated a higherathenage

share of resources.

Typical Strategies include:

Traffic Builder - Draw Consumers

Transaction Builder - Increase total register ring
Profit Generator - Increase profit dollars

Cash Generator - Increase cash flow
Excitement Creator - Build shopper excitement

Category Assessment is the most data and analysis intensive step
in the process. Four types of data are required:

@ consumer behavior (household panel or loyalty cart
data);

@  market share and causal data (syndicated audit or
securing data);

@ retaileros sales (POS d

@ retailerdos space alloca
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Convenience Store Retail Operations

Category Category Balanced Scorecadkvelopment requires identifying the
Management- gpprgpnate metr|c§ for cagery business develgpment. The

. identified opportunity gaps are used to establish the scorecard
Continued targets. The scorecard should include metrics for sales, profitability,
turns, and consumer loyalty.

Category Strategieare aimed at building, traffic, profsales,
transaction, cash, market position, and excitement for the category.
The strategies for each of the category segments are established by
evaluating the potential for business improvement for possible
strategies.

Category Tacticsequires evaluatmpthe tactical choices for the
category depend on the assigned roles. The tactical analyses require
item level data for assortment, pricing, promotion and space
planning.

Category Management is a data driven process that requires a

significant amount ofalysis about consumers, market, retailer,

and suppliers. Completing these analyses requires bringing together

the syndicated household panel and market measurement data with

the retailerdéds Point of Sale and s
results inthe identification of sales, profit, and product movement
opportunity gaps and the strategies & tactics needed to achieve the
category business plan targets

The category management business process adopts the
consumer 0s .pUsingrhis staudturesuppkemnand
distributor collaborate to produce value for consumers in the
most efficient and effective manner. Clearly defined
processes are needed for ensuring that consumer, supplier,
and retailer needs are satisfied.

Category Management vs. Brand Management

A Where brand management focuses on the optimization of
one single brand, category management focuses on the
optimization of a group of brands: a categoMost of the
Vendors and suppliers in our industry practice brand
management instead of cabeg management and this
presents the biggest challenge to our industry. On the
following page is an explanation of the distribution
channels in our industry.
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Convenience Store Retail Operations

Category
Management-
Continued

Distribution
Channels-
Continued

Cigarettes

Manufacturer ships cigarettes to Warehouse
Distributors/Wholesalers

Manufacturer has representatives that call on retail stores
and franchise companies.

Cost to retailer is based on volume, display agreements

Warehouse clos may sell to retailer for less, but
wholesalers may not want to service accounts who do not
buy tobacco from them because of high profit dependence
by wholesaler.

From warehouse distributors the level of service also will
have an effect on pricing.

Margins on cigarettes are low and vaspending on state
taxesand competition Also product mix between singles
and cartons affects margift.is generally between 1850%

Packaged and Fountain Beverages

Most packaged beverages are ordered and delivered by
local distributors and bottling companies.

Some beverages are also sold by warehouse distributors
and warehouse clubs. Warehouse clubs carry basics but not
the range sold by distributors.

Distributors may also carry and sell other products based
on suppy and distribution agreements.

Cost to retailer determined by volume , purchase
agreements/slotting arrangements and competitive activity,
post offs and promotions

There are overlaps on where these products can be sourced
by retailers.

Franchisees maysd get some incentives. Margin varies
based on who owns fountain equipment, but generally is
between 5%5% for fountain beverages, betweer3¥3%

on packaged beverages.
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Convenience Store Retail Operations

Category
Management-
Continued

Distribution
Channels-Continued

A

Beer and Wine

Beer wholesalers and distributors are the same. They
generally take the orders and deliver the products to the
convenience store, generally once per week. There are
three major distributors for beer plus a number of Enal
distributors who market specialty beers which include
micro-brews and imports.

Beer is an important category for the retailer.

Most beer cost is the same by state regulations, no quantity
discounts are generally available, but there areqffst
(dismounts) on beer periodically as well as promotional
pricing.

Margins on beer run approximately-38%.

Specialty beer increases margin and high volume beer sales
drives traffic.

Wine is generally not a good seller irstres and is also
purchased from Wim Distributors. Wine margin is
approximately 2830%.

Milk and Dairy

Milk, dairy, and fresh juices are generally supplied by local
dairies.

Cost of dairy to the retailer is generally determined by
weekly volume. The more you buy weekly, the better the
buying prices.

Some retailers also buy some dairy at warehouse clubs, but
sizes and variety is not very good.

Margin varies depending on product mix. A high number
of gallons of milk reduces margin.

Dairy margin is generally between-26%

Notes:
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Convenience Store Retail Operations

Category
Management-
Continued

Distribution
Channels-Continued

Chips and some snacks

Frito Lay dominates the chip space and category.

They offer full service to convenience stores. This includes

taking the inventory, reaving expired products, filling the
shelves and providing some back stock where needed.

Margin on Frito Lay is only25%, but there is no mark

downand no waste or expired products. It also requires no

additional labor.

Hostess and Pepperidge Farms andketad in the same

manner.

Both Core Mark and McLane sell other brands of chips

with higher margins.Thesemay be local or specialty brand

of Chips like Maui Onion Chipslays Chipspr a local

brand or even the companyds

Coffee and Hot Fountain Beverages

There are both national and local companies that offer
coffee, espresso and specialty beverages to retailers.

Price of products depends on who owns the equipment. If

it is supplied by the coffee distributor, margins on coffee
beverags are not as high as if the retailer owns their own

equipment.

Both CoreMark and McLane have programs for retailers as

well. Other large players include Boyd Coffee.

Franchise companies like Chevron Extra Mile Mart and

AM/PM have their own branded dofe e a s
Circle K.

does

Margin on coffeebeveragess anywhere from 50% to 75%

depending on the agreements shown above.

26
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Convenience Store Retail Operations

Category News, Magazines, General Merchandise and Specialty Items

Management- A There are also a large number of smaller but important
Continued suppliers to the Gtore Industry. These are a combination
of distributors, and suppliers who both sell and place
products into retail stores on consignment. These products
include toys, sun glasses, other sundries sometimes not
Distribution available from Core Mark and McLane. For travel
Channels-Continued locations toys and games are also available.

A Newspapers and magazines are also deliveréochl
distributors.

A Margins on newspapers dmev, but margins on the other
products shown are highétews and magazines is-20%
and othegeneral merchandiggoducts run as high as 40%

The choice of suppliersendors, and wholesalers is impottan

The goal of the manager and operator is to have as few vendors and
suppliers as possible to reduce paperwork and duplication, but to
get the best possible prices and the largest selection of products as
possible. In many cases, you have no choicemblgers since

there is only one distributor for the products you need.

Destination Categories and category drivers

Anlf you are not known for somet

Destination _ .
i remembered for nothing. o

Categories and

Category Drivers Promote Destination Categories

Category

Category Driver

e

Secondary Category
Driver

Category Drivers are the products within each category thaasdriv
business into the businesBhe best practice is to feature the best
category drivers to bring people into the business and to grow
profits by expanding Range.
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The following is a partial list of categories, list what you
believe are the drivers for each category.

Destination
Categories and Béef-
Category Drivers Cigarettes:

Packaged Beverages:

Fountain Drinks:

It is important for a company to promote categories that they can
win in the market place with. If it is food service like a WAWA or
Sheets, or perhaps they determine that Beer will be the di&stina
category. In the Gtore business it is almost impossible to use a
category that is seldom a destination category in our industry. For
example, grocery is very weak in mosstores due to pricing,

depth of inventory and selection.

In some cases whebeelis not available to the store, food service
programs like Subway, Taco Bell, Baskin Robbins, and Dairy
Queen have helped create a destination for the store. Donuts can
also work, with franchises like Dunkin Donuts or Krispy Kreme.

Category Interaction

Category Interaction can best be described as the effect that a

) category has on other categories. For example where Beer is the
Category Interaction idestination categoryo of choice,
increases, particularly the take home size. Whers sdilfmod

service products increase dothe sals of packagednd fountain

beverages.

These products are called related products. Tdrethree types of
sales in a convenience store:

1. Planned purchases (which include destination category
products)

2. Impulse purchases (which are purchased by customers
who see, smell, taste, touch, or hear (by suggestive selling
or audio advertising) about the products.

3. Related purchases (which are producteelated to the
planned purchase). For example lighters with citese

Group Exercise

From the earlier exercisevhat would be a related product to the
category driver and how would you market the product?

Driver Product

How to market
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Category
Management-
Continued

Category and
Department Gross
Profit Margins

The following are NACS 2007 gross profit percentage

guidelines.
Sales Category

Cigarettes

Other Tobacco

Beer

Liquor

Wine

Pkgd. Beverages (non-alcoholic)
Candy

Salty Snacks

Packaged Sweet Snacks
Alternative Snacks
Frozen Foods

Packaged Ice Cream/Novelties
Ice

Edible Grocery
Non-Edible Grocery
Perishable Grocery
Fluid Milk Products
Other Dairy and Deli
Packaged Bread

Health and Beauty Care
Automotive Products
Publications

General Merchandise

Subtotal
Foodservice

Food Prepared On-Site

Commissary/Pkgd. Sandwiches

Hot Dispensed Beverages

Cold Dispensed Beverages

Frozen Dispensed Beverages 4
Subtotal

Notes:

Guideline %

15.27%
27.54%
19.40%
25.31%
26.43%
37.21%
46.30%
33.41%
29.31%
40.36%
41.71%
42.25%
53.93%
40.61%
42.68%
35.91%
24.53%
28.12%
28.07%
44.53%
35.26%
19.42%
36.13%

24-28%

49.28%
30.74%
60.68%
45.04%
9.93%

49.37%

29



Convenience Store Retail Operations

Category
Management
Summary

Customer Service

Summary

The reality of the €Store business that 90% plus

of prodwcts come from the same small number of vendors and
are sold at almost the same retail price as our competitors.
Category Management is important because we can
differentiatea store from competition.

1. Good category management focuses on the
customer and what they want to buy.
2. Category Management is important because it
focuses on a group of produc
brando of product s.
3. Good category management allocates space
according to sales and not external criteria.
4. Good category management differentiates the
company from other.

Customer Service

Almost every company has customer service as part of their

Mission, Vision, and Values. Those are just words unless

customer service is executed at the store level. It is the role of

the managertoensuleat fAgreat o customer s
delivered at a location. We believe that the level of customer

service is never better than the manager and the manager sets

the tone ohow service is delivered.

Again, the most iIimportant facto
cusbmer serviceo experience to oL
and the priority the store mana
treat ment . 0O

The key to delivering great <cus
the behavior toward customers that you want your employees

to emulate.Your company should have a set of customer

service standards and the methodology to deliver this service

and you need to breathe it and live it every day on every shift

by every employee in your store.

You canét hav®outaflB delivegeatserhicer e
and settle foB0% great service. It has to be 100%, much the
way a hospital that delivers 100 babies a month must insure
that 100% of the newborns are given to the correct parent.

On the following page arethe components of what LJT
Managemenbelieves represents beastclass service and
what we train to the managers and employees of the
companies we train.
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Customer Service-
Continued

i Believe that great
customer service makes
a difference,

i Dedicate yourself and
your employees to
providing this service,

u  Know what great
customer service is, and

o Know what it takes to
deliver this level of
service.

Execution of customer service!

Before you can provide your customers exceptional customer
senice, you need to:

N -

Acknowledge and Greet Customers entering the store
Offerassistancend fisuggestively telld

your specials

Promptly, accurately, and efficiently handle the transaction
Showing appreciation byhankng the customer for the

business
Ask them to return

The acknowledgement can be a nod, a wave, eye contact
with a smile, or simply looking at the customer and

welcoming them to the store.

Offering assistance can be in form of a comment when the
customer approaches the cashires t er .
everything you were | ooking for
s 0 me t hltismalgairportant to ask the customer to put

their purchase on thei
gives employees an opportunity to solicit the branded card
which, in most cases, does not carry bank processing fees.
For example Shell has a Shell MasterCard that saves the
customer money by offering an ongoing 5% rebate on Shell
Gasoline and 1% on everything else the customer buys.

While they are in the stoitthey appear to be having
trouble finding something, the employee can offer

assistance as well.

ADi d you

r

noi l CcC

Every convenience store survey where customers are asked

what they want from a <Store, the most common comment

is that they want to get in and out quickli/hey want to

find the products priced and the employee efficient in

recording the sale and giving them a receipt or change.

Speed is important to the averag&re customer.

Showing appreciation is what people remember. A simple

iThank youi hessyou®Or bfiwe apprec
ent

coming in today?o

i s suffici

n

habit but by looking at each customer individually and
showing appreciation by actions not just words.

Finally, the invitation to return gives the customer
somethingo think about when they leave. All of the

comments and actions need to be sincere. Customers are

smart enough to
it. They want the human touch

know a

prepared
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Customer Service- Recruiting Customer Service Oriented Employees

Continued e Hire employees with good attitudes, you can train

skills.
e Train cusbmer service policies and procedures before
Emol training employees to use the cash register.
mpqyee e Understand that reliability
Recruitment for poor attitudes and poor treatment of customers.
_ Keep your priorities customer focused.
t r a I TFy to hire people wh you have seen deliver good
service where they presently work.

e Interview each candidate and ask customer service
guestions about how they have handled customer
service issues at their present or previous employment.

e Check references and try to determine level of
service provided customers.

(@)}
—

AYou can
friendly

(@2

AThe bett elr| y o uBedurk dandidate understands that customer service is
the fewer ylo u f cploF blind gpd that ALL customers will receive the

. same treétment at your store(s).
This reduces y ()

EXPENSIVE

Do you believe that employee recruitment is important? Why?
employee turnover.

In your ophion, what causes poeervice?

As a store manager, what can you do to insure customers leave the
business having experienced biestlass service?
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Customer Service
Continued

Establishing an environment for employees to be
motivated to deliver best-in-class service

It is a misnomer to believe that we motivate employees. The
reality is that employees can only motivate themselves. All we
can do is create a work environment where employees can
motivate themaslves.

Turnover is expensive as has been mentioned earlier. It costs
between $750 and $1,000 to turnover a cashier (CSR). This
means that if you have 100% turnover annually and have 6
cashiers on staff, it is costing $4,500 to $6,000 annually.

Since tlere is no expense line item on the profit and loss
statement for this expense, it largely goes unseen, but it is real.
Advertising, recruitment time, overtime for other employees,
wages duplicated on shifts for training, interview time, drug
testing and ther expenses are buried in the P&L, but are really a
result of turnover.

So, what components are involved in creating a good
motivational environment?

e Above market wages
¢ Incentives for effective suggestive telling
e A fun environment (costumes when appropriate),
contests, group functions, etc.
e Training
o Itis well documented that when you spend
money training employees and send them to
classes, that it reduces turnover substantially. It
shows that the business cares.
e Annual appraisals
e Coaching all employees (communications between
company, manager, and cashiers)
o Tell them what is going on in the company.
o0 Tell them why things are done, not only telling
them to do things

A recent studyletermined that the relationship employees have
with the manager can bleet biggest deterrent to employees
leaving their jobs. Your role is critical in reducing turnover.
And, it makes you job easier because you are not constantly
training new employees.
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Business Planning
and Analysis

The Business Cycle

The Business Cycle

Business Plan Business

Strategies nalysis

Tasks & Tactic

Measuring and Tracking
Business Results

The business cycle includes:
Business Planning
Execution

Measuring Results
Business Analysis

PwnN R

You should have a monthly business plan that you are responsible
for executing. This should be shangith all of your employees. It
should be visible and there should be rewards for you and
employees when you achieve your goals.

We suggest that you have a task list every month that you keep in
front of you at your desk and that you work off of the téstkuntil
all of the tasks that you listed are completed successfully.

A plan should include both sales and operational tasks. The
operational tasks will assist you in reaching your sales goals.

The most successful business people we do consulting and
coaching for are those who have a written business plan.

When you leave this workshop and if this is an industry that you
want to be involved in, we suggest you develop a plan on how you
want to proceed.

Why do you believe a business plan is important?
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Final Exam

GROUP ACTIVITY

Case Study Final Exam

You have just taken over as a manager of a location. The
following summarizes the condition of the business. In your
groups, you will develop a business plan and tatlofiwhat
you would do short and long term with the store.

CASE STUDY: Rowenberg Shell Food Mart

The store has had 3 managers in the last year. Employee
turnover is over 150%and the longest employee you have
working for you has been there for only »mths and has a

bad attitude. The location is open 24 hours and you are short
one employeeThe store is about 2,800 square feet

Sales at the store are as follows:

e Gasoline: 75,000 gallons per month, down 20,000
gallons per month from a year ago.

e One gasoline dispenser is broken and has foeeh
weeks.

e Total store sales are 000 per month, down from
$60,000 per month a year ago. Much of the decline is
cigarettes and beer.

e The store is out of popular brands of cigarettes and the
cooler is almost out of beer. The manager who is
leaving he company told you the beer salesman has
been on vacation.

e There are no employee incentives and all employees
are being paid minimum wage for the state which is
$7.15 per hour. Thereisalot of overtime pay since

you are short handed.
e Sdles:
o Cigarettes $20,000
0 Beer $5,000
o Packaged Beverages $10,000
o Fountain drinks $3,000
o Auto $1,000
o Grocery $2,000
o HBC $1,000
o Snacks, chips $2,500
o Candy, gum $1,500
o Other $1,000

On the following pages are the exercise forms.
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Business Goals

Tasks

End of Workshopé Thank you for attending.
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