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Introduction
« CDFI Fund’s Capacity Building Initiative

— Financing Healthy Food Options
« Workshops

 Technical Assistance — individual and group
» Resource Bank
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Today’s Webinar Topic

Underwriting Supermarkets

« Why?
— Provide an introduction to food retail formats

— Learn about key questions to ask potential borrowers

— Develop tools for the ‘nuts and bolts” of underwriting
supermarkets
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Presenter

Christina Szczepanski
The Reinvestment Fund
Christina.Szczepanski@trfund.com
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Agenda

1. Introduction

2. Underwriting Supermarkets
— Retail Store Formats
— Underwriting Tips
— Critical Underwriting Factors
— Next Steps
- Q&A
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Retail Store Formats
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Conventional or Traditional Supermarkets

— Full-line, self-service grocery store with annual sales
of $2 million or more

— Carry between 15,000 and 60,000 SKUs including
private label and brand name products

— Multiple service departments
— Stores range between 20,000 SF to 65,000+ SF

— National Chains (Kroger, Safeway); Independents &
Regional Players (IGA's, Shoprite)

— May have cooperative marketing/purchasing
arrangement
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Conventional or Traditional Supermarkets

— Highly competitive pricing, use of coupons and store
courtesy cards to maintain customer base

— Significant marketing approach and early adopter of
new technological innovations (i.e. self scan)

— May cluster or group with like store types

— High infrastructure needs — parking, technology,
security
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Limited Assortment/Discount Supermarket

— Limited selection of items (4,000 SKUs or less) in a
reduced number of categories

— Tend to carry more private label products

— Few (if any) service departments

— Typically offer every day low pricing

— Store sizes vary from 13,000 SF to 25,000 SF
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Superettes

— Annual sales of less than $2 million
— Typically under 13,000 SF

— Carries a basic, narrow selection of SKUs, primarily
food items; may have deli counter but limited
services, small quantity of any type of item

— Limited private label SKUs
— Limited storage requires high product turnover

— Highly localized customer base; walking distance or
on mass transit. Limited, if any, parking.

— Offer services like check cashing, money orders,
phone cards, bill payment
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Superettes

— May have ethnic foods to support local neighborhood
requirements

— Limited marketing; demand is dictated by local
consumers who are not comparison shopping

— May have supplier issues to obtain product mix,
frequent deliveries, small order size
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Underwriting Tips
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Underwriting Tips
 Limit the amount of due diligence you do until there is a signed
lease or a high probability of a signed lease.
— High probability = draft / lease negotiations ongoing
« Review lease terms / Site control must be confirmed.
— If no location, difficult to assess probable success.
« Vendor relationships must be defined.
— Can't operate a store without product.

« Resumes and background on key employees is necessary to
ensure that critical business skills are in place.

« There could be collateral conflicts. Know about them ahead of
time
— Supplier liens, Landlord acknowledgements, Equipment Leases
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Underwriting Tip

Understand type of supermarket concept
« How will that concept fit the location?

— Conventional/Traditional supermarkets in urban settings
require store space as well as parking capacity

— Corner Stores/Bodegas fit well in urban settings but
less successful in rural locations with less regular
customer flow

« How will that concept fit with existing stores?

— Anchor store in market or smaller niche store filling in
gaps
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Underwriting Tip

Understand type of supermarket concept

« What is demographic base? How does concept fit with
local needs/requirements?

— Income levels

— Diversity; ethnic groups; does operator have control
over merchandising? Ability to cater to local tastes?

« How can location be accessed?

— Driving access with easy parking
— Mass Transit
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Underwriting Tip

Each concept has its own dominant risk factors. Analyze in
the context of the concept.

« Access. parking vs. mass transit vs. walking distance

« Value Added Sales. pharmacy/clinic, bakery, prepared
foods, alcohol, financial services, floral

* SKU Diversity. wide array of SKUs or small number of
high turn items

« Quality of Financials. audits vs. tax returns, quality
and depth of interim financial data including YOY

S J\ 1S
CDFI FUND

CAPACITY
BUILDING

INITIATIVE Providledby OPPORTUNITYFINANCE




Critical Underwriting Factors

» Location & Competition

« Management Experience

 Profit Margin (variable costs, controllable costs)
* Product Mix

« Capital Investment (fixed costs, core costs)

« Cash flow drains — theft, shrink, waste, spoilage

Have to analyze each aspect to
understand store risk
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Location & Competition
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Location & Competition

Determine Potential Demand
« Market studies
« Wholesaler/supplier knowledge and experience

« Cooperative buying group — analysis resource, data and
trend analysis

« Food hubs — access local products, support marketing
effort, create competitive specialty
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Location & Competition

Determine Potential Demand
« PolicyMap for market leakage and demand analysis
 State/Municipal or other group market studies

« Peer Groups — provide metrics and data mining for
analytical purposes

« Tap into CDFIs with relevant expertise
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Location & Competition

Market analysis of demographics
— Customer draw area (Trade area)
« How will customers get to the store?
— Competition in area
« Current
 Potential (vacant spaces)
— What is unmet demand / need?
— What is saturation in the market?
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Management Experience
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Management Experience

Scale of Store influences critical experience needs

« Multi-Department stores require specific expertise to
manage individual department and to manage the store.

— Can't learn on the job

— Certain departments may require specific skills &
credentials (pharmacy, prepared foods, etc.)

« Superettes/Bodegas require less specialized expertise
but long hours and stringent oversight
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Management Experience

Critical experience needs:

» Vendor Negotiation
— Which are appropriate vendors for needed products
— Delivery frequency and minimum order size

» Personnel Management
— Skilled department managers are critical

— High employee turnover is common and thus, training
costs are high

— Employee theft can be a critical cost
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Management Experience

Critical experience needs:

 Financial/Legal/Insurance Knowledge and Resources

— Appropriate insurance coverage (including liability for
slip & fall, business interruption for spoilage)

— Legal support for landlord & vendor negotiations

— Financial relationship for cash management/cash
delivery; merchant services; any financial products
offered
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Management Experience

Critical experience needs:

» Marketing
— Wholesale rebates / placement fees
— Coupons
— Courtesy Cards
— Competitive actions / trends
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Management Experience

Critical experience needs:

« Technology
— Inventory data capture / inventory audits
— Input pricing into IT system (including sale items)
— Financial reporting off data system
— Courtesy card / customer activity tracking
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Profit Margin
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Profit Margin

Key Income Statement Metrics
« Industry language — Know it:
— Weekly Sales
— Gross Margin
« Seasonality is the norm
— Use Year over Year (YOY) comparison
* Wholesaler rebate
— Where to account for it
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Profit Margin

Key Income Statement Metrics
« Major Expense Items
— Personnel
— Utilities
— Insurance (liability, hazard, business interruption)
— IT/Technology investment
« Generally, Grocery Stores are low margin.

— Understanding profit margin by product/department is
critical; need for volume to cover overhead.
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Profit Margin

Margin analysis is critical to store success
» Data capture to:
— Analyze margin by SKU, by department
— Analyze trends — weekly and YOY
— Monitor shrink (critical controllable cost)
« Theft
 Spoilage/Waste
— Monitor SKU turn over time
« Remove low margin, slow turn products

= = - Add new products & monitor performance
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Profit Margin

Margin analysis is critical to store success
 Pricing Strategies

— Use of loss leaders to draw customers (formula,
bananas)

— Use of coupons / weekly sales
— Shelf placement fees / rebates to improve margin
— Specialty products to improve margin

 Local specialty demand; ethnic foods

» Seasonal/holiday items, changing the product
offerings
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Profit Margin

Margin analysis is critical to store success
* Product Turn vs. Shelf Stability

— Manage each department’s ordering based on its
product shelf life

« Seafoods; deli, produce, dairy, bakery, meats all
have different time frames for quality and salability

 Spoilage from having aged product = direct cost

« Monitoring of product expiration dates for shelf
stable items
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Profit Margin

Margin analysis is critical to store success
* Product Turn vs. Shelf Stability

— High cost products with low margin are most critical
to monitor and contro

— Low cost products with high margin are least critical
to monitor and contro

— Short shelf life products are most critical to control
— Shelf stable items are least critical to control

* Need good inventory management and reporting
to monitor cost, margin and turnover
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Product Mix
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Product Mix

Mix of Goods and Services
* Products
— Fresh and shelf stable foods
— Prepared Foods
» Services
— Financial Services
— Pharmacy/Clinics
» Other (Alcohol, Lottery, Cigarettes, etc.)
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Product Mix

Analysis of Mix

« Determine contribution and trending of each

» Synergistic mix

« Each product/service needs to contribute to bottom line

« Weak / low value products and services should be
reduced or discontinued

« Consideration of hew products/services which may add
more value, create more demand and customer draw
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Product Mix

Product Accessibility
« Optimal Store layout
— Access/Egress
— Manager’s view — able to monitor customer activity
— Customer flow
— Product placement
« Visibility
 Accessibility
« Infrastructure (built-ins, coolers, counters)
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Capital Investment &
Infrastructure




Capital Investment & Infrastructure

Core required investments for functional store

» Coolers/Freezers (consider utility costs)
 Shelving/Counters

« IT/Technology requirements

* Product delivery and storage capacity

« Maintenance costs — parking lots, flooring, carts/baskets
« Secure cash storage / safe

g.. i,"» -:E
CDFI FUND

CAPACITY
BUILDING
INITIATIVE Providledby OPPORTUNITYFINANCE




Capital Investment & Infrastructure

Specific Data & Technology Needs:

« Point of Sale (POS) system

» Accept electronic payment (incl. SNAP & WIC)

« Inventory tracking system

« Data mining for trend, product and margin analysis

« Courtesy Card technology

« Security system (cameras and alarms, theft monitoring)
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Cash Flow Drains
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Cash Flow Drains

« Common Cash Flow Drains
— Product Theft (customers & employees)
— Cash theft (employees)
— Waste/Spoilage
— Excessive utility costs

— Minimum product orders which are too large for store
volume/activity
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Ongoing Monitoring
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Ongoing Monitoring

Store success is an ongoing event.
« Have clearly defined financial reporting requirements

— Monthly reports with year to date and YOY
performance (quarterly or annually once stabilized)

— Well performing areas and underperforming areas
— Margin!!
« Monitor trends, not just points in time
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Ongoing Monitoring

Store success is an ongoing event.
» Ensure that management addresses any changes timely:
— Personnel issues
— Accounts payable / vendor relationships
— Product & service mix (will change over time)
— Demographic changes (in market area)
— Required capital expenditures & maintenance

ED )\ 1S
CDFI FUND

CAPACITY
BUILDING

INITIATIVE Providedby OPPORTUNITYFINANCE
NETWORK




Ongoing Monitoring

Store success is an ongoing event.
* Monitor competition
— Who is entering market?
— What space is available for new competitors?
 Are there areas of need?
— Products
— Services
— Education
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Now What?
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Now What?

Analyzing potential borrowers:

« What is borrower’s probable success? Are they
knowledgeable and prepared?

« What are the target market’s needs?

« How will borrower meet those needs?

« Does borrower have costs properly identified?

« Is there adequate capital to properly finance project?
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Now What?

Analyzing potential borrowers:
 Is site selection appropriate and is the site secured?

« Are vendors properly identified and are terms
appropriate?

 Does borrower understand time and resource
commitment necessary to success?

« Will the proposed store serve its community well?
— Healthy foods / locally produced if possible
— Accessible by target customer / market

g.. i‘ -:E
CDFI FUND

CAPACITY
BUILDING
INITIATIVE Providledby OPPORTUNITYFINANCE




Q&A
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Financing Healthy Food Options Resource Bank

http://www.cdfifund.gov/what we do/FinancingHealthyFoodOptionsResourceBank.asp
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= WHAT WE DO

COMMUNITY DEVELOPMENT
FINANCIAL INSTITUTIONS FUND

UNITED STATES DEPARTMENT OF THE TREASURY
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= NEWS & EVENTS
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Financing Healthy Food Options Resource Bank

1. Training Curriculum

Food Systems Qverview

Healthv Food Retail Financing

Financial Services for Mid-Tier Food Chain Enterprises
NMTC & Urban Supermarkets

Understanding the Grocery Industry

Underwriting Supermarkets & Grocery Stores

Mid-Tier Food Chain Enterprises Qverview & Underwriting
Capitalizing Healthy Food Retail Initiatives

Identifving Optimal Areas for Supermarket Development
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Advancing. Innovating. Sustaining.

II. Financial Resources Catalogue
Financial Resources Catalogue
III. Food Desert Mapping Tools

USDA Food Desert Locator
Policy Map

These documents were funded by the COFI Fund, under Contract TPD-CDF-10-C-
00086, Task Order 0001. The curricufum and opinions expressed in these documents
are those of the authors, who are solely responsible for the content, and do not
reflect the opinions of the CDFI Fund or any other person, entity, or organization.

Last updated/reviewed: 12/07/11
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Upcoming Workshops

Farms & Food Production

Boston, MA
May 31st and June 1st

Link to Training Information & Registration

Food Retailers

Seattle, WA
June 28th and 29t

Link to Training Information & Registration
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http://www.cvent.com/d/fcq1w6

Upcoming TA Webinars

The Grocery Gap
*Tuesday, April 24, 2pm ET

Connecting Farms to Institutions
*Monday, April 30, 2pm ET

MORE WEBINARS TO COME IN MAY!

Visit www.opportunityfinance.net/FHFOwebinars/ to
register for one or all of the TA webinars
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Contact Information

Pam Porter

Executive Vice President
Strategic Consulting
Opportunity Finance Network
pporter@opportunityfinance.net
215.320.4303
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Christy Bare

Strategic Consulting
Opportunity Finance Network
cbare@opportunityfinance.net
215.320.4320
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