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Retail Sector

Companies in this sector sell a wide range of products to consumers and businesses, from food and apparel to
hardware, household goods, and office supplies. Major companies include Wal-Mart, Costco, and Kroger (all
based in the US), as well as Schwarz (Germany), Tesco (UK), and Carrefour (France).

Global retail sales -- including both in-store and online purchases -- are projected to top $28 trillion in 2018 after
exceeding $24 trillion in 2015, according to eMarketer. Nearly a third of the 250 largest retail companies in the
world are based in the US, followed closely by Europe, according to Deloitte Touche Tohmatsu. Japan accounts
for more than 10%. US-based retailers are the most global and are aggressively expanding their operations
abroad. The top market for international expansion is Asia, particularly China and Hong Kong.

The US retail industry includes about 1 million outlets with combined annual revenue of more than $5 trillion. The
industry includes auto dealers and Internet and catalog retailers, but generally excludes food and drinking
establishments, such as restaurants and bars.

Personal income, consumer confidence, and interest rates drive demand. The profitability of individual
companies depends on efficient supply chain management and effective merchandising and marketing. Large
companies have advantages in purchasing, distribution, and marketing. Small companies can compete
effectively by selling unique merchandise, providing superior customer service, offering a distinctive shopping
experience, or serving a local market.

While large companies dominate some retail sectors (such as mass merchandisers and grocery stores), other US
sectors (such as auto dealers and convenience stores) are fragmented. Many specialty retailers are single-store
operations. Imports are a significant part of the US market for many retail categories, including apparel, shoes,
computers, electronics, toys, and cut flowers. Due to low labor costs, manufacturers in Asian countries, such
as China and India, play an important, and sometimes controversial, role in the supply chain for many retailers.

The Internet and increasing consumer connectivity are transforming the retail sector, with physical stores losing
market share to online operators. In 2015, total US e-commerce sales were estimated at $341.7 billion (7.3% of
total retail sales), an increase of nearly 15% from 2014.

Major components of the retail sector include sellers of motor vehicles (15% of overall retail sales), food and
beverages (15%), drugs and cosmetics (11%), automotive fuels (11%), and women's apparel (4%).

Revenue by Product - US Census Bureau

Industry Overview

Competitive Landscape
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Retailers buy goods from suppliers or wholesalers and resell them for a profit. The industry includes national and
regional chains,  franchises, and independent retailers. Franchises allow independent operators to leverage a
well-known brand name and benefit from the parent company's purchasing and operational efficiencies. Because
franchise owners pay royalties and bear much of the financial burden of opening a retail outlet, franchising is a
cost-effective way for companies to expand.

The degree of specialization differentiates types of retailers. Department and general merchandise stores offer
a wide range of items, while specialty retailers offer a broad selection within a product category. Numerous
market segments can exist within a category. For example, clothing stores may focus on a particular gender
(men, women, children); price tier (high, medium, low); style (traditional, contemporary, designer); or size (petite,
tall, plus-size). At some discount retailers, such as dollar stores, merchandise can vary from week to week.

For brick-and-mortar retailers (those with physical stores), location is key to driving customer traffic. Typical
sites include enclosed, outdoor, and strip malls, and stand-alone sites. Large retailers typically occupy desirable
anchor spots in shopping malls. When selecting locations, retailers consider local demographics (population
growth, income); traffic patterns; proximity to complementary and competitive retailers; and lifestyle. Retail
format can vary: gigantic superstores offer massive selections, while kiosks allow companies to set up
scaled-down versions of retail operations in small spaces. Pop-up stores allow both large and small retailers to
take over vacant space for a limited period of time, as short as a one-day event, to take advantage of high
traffic locations and build product buzz. Specialty retailers may also lease locations within larger retailers.

Selecting the appropriate merchandise is critical. Buyers may attend trade shows or search through product
catalogs or supplier websites to review upcoming new products. Vendors may set up individual meetings with
large retailers to review product offerings. Because most companies place orders many months in advance of
product receipt, buyers must have thorough knowledge of market and consumer trends to make good buying
decisions. Volume discounts are common and favor large retailers. In industries where suppliers are numerous,
retailers often buy from distributors or wholesalers, which consolidate merchandise and simplify purchasing.
Retailers with multiple stores often operate their own warehouses or distribution centers to receive and store
merchandise from suppliers.

Effective supply chain management controls the flow of merchandise from suppliers to individual retail outlets
and helps keep operating costs low. Many companies, particularly large retailers, have implemented sophisticated
information systems that integrate data from manufacturers, distributors, warehouses, transporters, and retail
outlets to track merchandise movement, monitor inventory levels, and ensure timely delivery of stock to stores.
Inventory management helps companies identify slow- and fast-moving items and spot shrinkage due to
damage, spoilage, or theft. Rapid inventory turnover is especially critical for retailers selling perishable items,
such as fresh foods or dairy products. Retailers periodically discount or "mark down" items that aren't selling to
clear floor space for new merchandise.

When developing store layouts, retailers allocate space to basic merchandise, special promotions, checkout,
and storage. Companies evaluate how efficiently they're using space by monitoring sales per square foot. Most
retailers group similar merchandise and may place complementary items adjacent to one another to generate
incremental sales. Well-designed layouts and window displays attract and maximize store traffic. Store
atmosphere can vary significantly, based on the type of shopping experience retailers want to deliver. For
example, a high end clothing store may feature lavish decor and expensive fixtures, while warehouse clubs offer
little more than the basics. Checkout procedures can also vary: high volume retailers, such as grocery stores,
typically have a centralized checkout area with multiple lanes to process as many transactions as possible.
Department stores usually have checkout stations throughout the store. More retailers are offering self-checkout.
Newer check-out options include mobile contactless payments using smartphones, a method already popular in
other countries such as Japan.



Technology

IT systems generally support the most basic retail operations. Point-of-sale (POS) technology records sales
transactions and processes payments. Fully integrated information systems link POS, inventory, forecasting,
purchasing, and many backoffice functions, such as payroll, finance, and accounting. Electronic data
interchange (EDI) allows retailers to place purchase orders electronically. Automatic replenishment systems
help companies maintain desired inventory levels of key products. To access real-time sales data, large
companies link individual store systems to corporate systems.

To better manage merchandise movement, many large retailers have implemented enterprise resource
planning (ERP), which improves companies' visibility into the supply chain by connecting retailer systems with
manufacturers, raw material suppliers, distributors, and transporters. Some companies participate in cooperative
supply chain networks that share sales data and forecasts from retailers and supply and production data from
raw material suppliers and manufacturers. Known as just-in-time (JIT) merchandising, coordinating demand and
supply information allows supply chain participants (including retailers) to reduce inventory carry costs and
minimize write-offs and discounting.

Universal product codes (UPC), implemented with bar codes on product packaging, provide standard
identification for retail products and allow retailers to scan items electronically. In addition to bar codes, a growing
number of retailers are using radio frequency identification (RFID) devices, which can transmit and store
product information. While more expensive to implement than bar code processing, RFID gives companies
greater tracking abilities since RFID codes can be unique to an individual item. In addition, RFID allows retailers
to monitor product movement more efficiently because supply chain participants can scan merchandise by the
pallet.

Advances in payment system technology have allowed many retailers to improve the checkout process. RFID
allows retailers to offer contactless payment through special tags or cards. Some companies, such as grocery
stores and home improvement chains, have added self-checkout lanes. Biometric identification allows
customers to pay with a fingerprint and also can assist with tracking employees at key areas such as at the cash
register and time clock. Handheld checkout devices and mobile contactless payments eliminate the need for
dedicated stations. Rapid adoption of mobile payments by consumers, including mobile wallets Apple Pay and
Google Wallet, is expected in 2016, and double-digit growth is projected through 2019, according to eMarketer.
Just under one-fifth of US smartphone users will use their phone to pay for goods at the POS in 2016. In 2019,
nearly a third of US smartphone users will do so.

Data security has become one of the top issues facing the industry. Retailers are focused on closing security
gaps and winning back the trust of consumers following a string of data breaches at some of the largest global
chains. One of the most-talked about events was the holiday 2013 data theft at Target, which affected some 110
million customers who had personal and credit card data stolen. Home Depot was the target of a data breach in
fall 2014. Many other retailers have also been targeted by hackers, who are getting more sophisticated in their
approach. Better security is a top priority for retailers but will take time and resources to implement. October
2015 was the voluntary deadline for US retailers to upgrade to POS systems capable of processing EMV
chip-and-PIN credit cards (aka smart cards), which contain an embedded security chip. (Some retailers,
including gas stations, were granted extensions.) Liability for fraud is shifted from card issuers to retailers under
the new system.

Customer demographics vary by retailer and can be different within a retail segment. For example, while
women buy more clothing and beauty products, men are more likely to buy motorcycles and consumer
electronics. People in Generation Y (those born between about 1980 and 1995), for example, often put a priority
on spending on the latest technology, but may not be as interested in buying a new car. Demographic trends can
affect retailer strategy and marketing.

Common marketing and promotional vehicles include TV, print, radio, newspaper advertising, the Internet; direct
mail; and in-store events. Social media outlets, such as Facebook, Pinterest, and Twitter, are used by many
companies to interact with customers, offer special deals and gifts to connected customers, and spread the word
about sales and discounts. Small retailers benefit from grassroots marketing, word-of-mouth, and local event
sponsorship. Retailer brand names and brand name merchandise help attract a distinct clientèle. Loyalty
programs, which reward frequent or large purchases, help retailers develop a customer base. Gift cards are a
popular way to generate repeat visits. Retailers may hold special sales or events to drive store traffic, introduce
items, or clear out excess merchandise. Discounts or markdowns are common in some categories, such as
women's apparel.

Large retailers rely on extensive consumer research to guide merchandising and pricing decisions. Syndicated
data helps companies track competitors' performance and evaluate the effectiveness of marketing programs.

Customer service tends to be more important for expensive products (such as cars) or sophisticated products
(electronics). Pricey or complicated products may have a longer selling cycle and require more personal attention
from sales staff. For volume-driven retailers, such as grocery stores, customers are more likely to appreciate
fast, efficient service. Many retailers measure customer service through surveys or follow-up phone calls.

Sales & Marketing



The Internet has greatly affected the retail operating model by expanding consumer access to goods and
allowing consumers to compare prices more effectively. Internet-only retailers, such as Amazon, can offer a
vast selection of merchandise and enjoy low overhead due to the absence of physical stores. Many traditional
retailers have established websites to develop an online presence, offer an expanded merchandise selection not
available in stores, and compete with Internet-only retailers. Links from complementary websites help expose
retailer websites to a broader audience. Companies can also offer links to other websites and may receive
commissions for referral sales. More retailers are aiming to offer customers a more seamless experience
between online, mobile, and brick-and-mortar shopping, a strategy known as omnichannel retailing.

In some categories, online retailing has allowed suppliers to bypass traditional retail channels and reach
consumers directly, although suppliers are often hesitant to sell directly for fear of losing product distribution.
Some companies have drop ship agreements with suppliers, which allow the retailer to process online orders and
the supplier to ship merchandise directly to customers.

Retailers may offer merchandise in multiple price tiers to appeal to a broad customer base. Brand name
merchandise (including designer brands) is typically the most expensive. Large retailers may offer private-
labels or store brands, which offer comparable quality but lower prices than brand names. Discount brands
appeal to price-conscious customers. Companies may use promotional funding from manufacturers to
discount retail prices.

Many retailers have highly seasonal sales, and cash flow can be uneven. For example, toy retailers generate
most sales and profits during the winter holidays, while children's clothing retailers depend on back-to-school
sales. The most important peak period, by far, is the winter holidays, which may generate up to a third of total
annual sales for some retailers, followed by back-to-school, Mother's Day, Valentine's Day, and Easter. As a
result, working capital requirements fluctuate during the year, increasing in mid-summer ahead of the fall
merchandising season and again substantially prior to the holiday season when companies must carry
significantly higher inventory levels to meet demand. Inventory represents a substantial investment, and risk,
for retailers who must avoid out-of-stocks and also being saddled with excess inventory often disposed of
through deep discounting.

Receivables for most retailers are low, since most consumers pay with cash or third-party credit cards. Most
large retailers issue branded credit cards and may run their own credit card operations or outsource credit
services to third parties. The ability to help consumers get credit is especially important for large purchases,
such as cars or major electronics and appliances. Companies with variable seasonal inventory levels typically
require short-term financing, often through commercial banks or suppliers. Inventory financing for trendier
items, such as toys and apparel, can be risky. Inventory turnover is an important measure, but can vary
significantly depending on retail segment: while large grocery stores' inventory average 20 days sales, car
dealers can exceed 90. Large projects, such as major store renovations or expansions, can require significant
capital investment.

Most retailers have established merchandise return policies. Large retailers typically set aside allowances for
returns, based on historical trends. Losses due to crime, such as theft, fraud, or robbery, can also be
problematic. Many large retailers use security systems and electronic merchandise tags to deter and prevent
crime.

The financial terms of franchise agreements typically include an initial payment, royalty payments based on a
percentage of sales, and advertising fees. Most franchise agreements include minimum operating requirements
and may require retailers to achieve specific annual sales volumes.

Working Capital Turnover by Company Size

The working capital turnover ratio, also known as working capital to sales, is a measure of
how efficiently a company uses its capital to generate sales. Companies should be
compared to others in their industry.
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Regulation

The FTC and state governments generally enforce laws against deceptive sales and advertising practices,
predatory pricing, and monopolistic behavior. Other government regulations may affect retailers depending on the
type of merchandise sold. For example, because the FDA regulates food, drug, and some beauty products, it
can issue product recalls, which greatly affect grocery, drug, and health and beauty stores.

Global retail sales -- including both in-store and online purchases -- are projected to top $28 trillion in 2018 after
exceeding $24 trillion in 2015, according to eMarketer. Nearly a third of the 250 largest retail companies in the
world are based in the US, followed closely by Europe (led by Germany, the UK, and France), according to the
2016 Global Powers of Retailing report from Deloitte Touche Tohmatsu and STORES Media. Japan accounts for
more than 10%.

Major retailers headquartered outside the US include Schwarz (Germany), Tesco (UK), Carrefour (France), Metro
(Germany), and Aldi Einkauf (Germany). In Asia, Aeon is Japan's leading retailer, while Suning Commerce Group
leads in China. Wal-Mart is the world's largest retailer.

US-based retailers are the most global and are aggressively expanding their operations abroad, according to a
report by real estate firm CBRE Group. Asia, particularly China and Hong Kong, is the top market for
international expansion. As more retailers look to grow their businesses, cross-border retailer activity has
accelerated. Italian, British, and French retailers are also expanding, focusing mainly on their own region. Paris,
Tokyo, Hong Kong, and China were key target markets for cross-border retailer activity in 2013.

Developing countries identified as ripe for retail expansion by consulting firm A.T. Kearney include Brazil, Chile,
Uruguay, China, United Arab Emirates, Turkey, and Mongolia. South America fared well during the recession and
is poised for more growth. Brazil and China in particular have been targets for luxury retailers. The luxury
brands have found customers in the countries' newly wealthy, who have both the disposable income and the
desire to sport recognizable luxury labels as symbols of their success.

Retailers that expand internationally face many challenges and may want to take into consideration social and
cultural differences, regional suppliers, local talent pool, employment laws, political issues, currency
exchange, and government regulation. Some retailers choose to partner with local retailers or sell their products
through a local channel first to develop a better sense of local demand.

India has high potential for retailers, but foreign investors have been hampered by restrictions on ownership of
certain businesses. India recently relaxed retailing regulations for foreign single-brand retailers, who will be
allowed to take 100% ownership of their stores in the country. Brands such as IKEA have already received
approval to proceed as a single-brand retailer in the country. Major multi-brand retailers still face limits on
investment in India, however.

In the US, climate, ethnic populations, and regional preferences can affect demand for certain types of
merchandise. For example, cold weather apparel sells better in Midwest states, such as Minnesota and North

Financial industry data provided by MicroBilt Corporation collected from 32 different data sources and represents
financial performance of over 4.5 million privately held businesses and detailed industry financial benchmarks of
companies in over 900 industries (SIC and NAICS). More data available by subscription or single report
purchase at www.microbilt.com/firstresearch.
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Dakota, while warm weather apparel sells better in Southeast states, such as Florida and Georgia.

Large minority populations in major urban markets, such as New York and Los Angeles, drive demand for ethnic
products. Ethic food, in particular, is in high demand, with some supermarket chains devoting in-store sections
or even dedicated banners to Hispanic and Asian fare.

Typical jobs, such as those in sales, cashiering, and stocking, tend to require few special skills and pay low
wages. Average hourly industry wages are moderately lower than the average for all US workers. As a result,
employee turnover tends to be higher than the average for all industries. In tough economic times, however,
employees tend to stay put. The turnover rate for the retail sector fell below 50% for the first time in 2009 and
declined steadily thru 2011, after which it began to climb again. Retailers rely heavily on part-time help because
sales volume varies during the day and week, as well as seasonally.

In certain high-end retail segments, such as original art, some consumer electronics, and luxury autos, sales
staff require specialized education or training. Expensive or complicated merchandise may involve a longer
sales cycle and extensive customer relationship development. Companies specializing in high-end merchandise
may use commissions as compensation to motivate sales staff.

The retail sector's injury rate is about 15% higher than the average for all US workers, primarily due to lifting-
related injuries from restocking jobs.

Industry Employment Growth
Bureau of Labor Statistics

Average Hourly Earnings & Annual Wage Increase
Bureau of Labor Statistics

Human Resources

Demand: Driven by spending and interest rates
Need good supply chain management, merchandising, and marketing
Risk: Economic health affects consumer confidence and spending

Industry Growth Rating



Opportunity: Retail Liquidations on the Rise - The increasing frequency of retail liquidations presents a
growing opportunity for other retailers and suppliers to retailers. Factors contributing to the increase in liquidations
include the high cost of restructuring (particularly professional fees), the declining likelihood that a restructuring
will succeed, and the rise of a new breed of investor more willing to pull the plug on a struggling portfolio
company, according to Retailing Today. One retailer's bankruptcy is another's opportunity to buy debtor-owned
goods in bulk at bargain prices, or snap up vacated locations: Dick's Sporting Goods is poised to take over many
of the stores that will be left empty by rival Sports Authority, which filed for bankruptcy protection in March
2016. Other opportunities include the acquisition of intellectual property, including trademarks, copyrights,
patents, logos, and customer lists, as well as distribution equipment and systems. The rush to liquidate is also a
chance for suppliers to sell goods -- especially those manufactured for the debtor or for rival retailers -- to
liquidators seeking additional inventory for going-out-of-business sales.

Industry Impact - When a retailer's assets are liquidated, rival chains may acquire the debtor's inventory,
vacated stores, and intellectual property.

Trend: Online Retail Sees Growth - Of the more than 151 million people who said they shopped over the 2015
Thanksgiving weekend, less than 102 million shopped in stores and more than 103 million said they shopped
online, according to the National Retail Federation's Thanksgiving Weekend Survey. The preference for online
shopping was especially pronounced on Thanksgiving Day, when 39.8% of adults 18 and older shopped online
compared with 34% opting to visit stores, the NRF reported. Another analysis of Thanksgiving weekend shopping
trends found that online retailers' holiday sales increased 15% to 16%, while in-store sales for the same period
fell 4.7% to 10%. Cyber Monday 2015 set a record as the largest online sales day ever, with $3.07 billion in sales
(up from $2.64 billion in 2014). While stopping short of calling 2015 a "tipping point," retail analysts say retail is in
the middle of an incredible revolution and evolution.

Industry Impact - As e-commerce take a bigger percentage of retailers' overall sales, operators of brick-
and-mortar stores may need to rethink their holiday strategies.

Challenge: Conversion to EMV Payment Systems - Retailers who fail to meet the October 2015 deadline for
EMV (short for Europay, MasterCard, Visa) compliance are exposing their customers to fraud and themselves to
liability. A lot of retailers won't meet the October 1 deadline, and many consumers still don't have chip-based
EMV cards, according to the National Retail Federation. The change to EMV is voluntary, but if a retailer after
October 1 accepts a chip card but doesn't have a chip reader, the bank will no longer bear responsibility for fraud
if the card is counterfeit. That shifts risk to the retailer. The cost of EMV-compliant equipment varies from about
$30 for a reader that plugs into a mobile device to as much as $300 for a Wi-Fi countertop terminal. Besides
avoiding the liability shift, retailers that change to the new systems can add payments-related services such as
loyalty programs, online couponing, electronic wallets, and mobile payments.

Industry Impact - Retailers who haven't migrated to EMV payment systems need to examine their risk profile
and the degree of fraud they're experiencing to determine if the switch is cost-effective.

Challenge: Strong Dollar, Cheap Gas Weigh on Costco - Fluctuations in foreign currencies and gasoline
prices -- factors largely beyond a retailer's control -- drove Costco Wholesale to report its first quarterly drop in
core sales since 2009. For the three months ending in May 2015, Costco's same-store sales fell 1%. The US's
second-largest retailer (behind Wal-Mart) blamed low gas prices and the strong dollar for the reversal. Indeed,
when the impact of gas and foreign currency fluctuations are excluded, Costco's sales rose 6% for the quarter
on rising store traffic and membership sales. Profit rose despite the sales dip, as Costco gets the bulk of its
profits from membership fees. Gas accounted for about 10% of Costco's sales in the quarter. Costco plans to
continue adding fuel pumps to stores and to open more international locations despite the recent hit to sales.

Industry Impact - Retailers that rely on fuel sales and overseas expansion to drive growth may be finding the
current combination of low gas prices and a strengthening US dollar harmful to performance.

Quarterly Industry Update
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Total US consumer spending, an indicator of retail sales, rose 1.0%, primarily from service expenditures, in
February 2016 compared to the same month in 2015.

Total US retail sales, a measure of the retail sector, increased 3.8% in the first three months of 2016 compared
to the same period in 2015.

US tourism spending on shopping, which impacts retail sector revenues, increased 2.6% in the fourth quarter of
2015 compared to the same period in 2014.

Industry Indicators

Revenue (in current dollars) for retail trade in the US is forecast to grow at an annual compounded rate of 4%
between 2016 and 2020. Data Published: February 2016

First Research forecasts are based on INFORUM forecasts that are licensed from the Interindustry Economic
Research Fund, Inc. (IERF) in College Park, MD. INFORUM's "interindustry-macro" approach to modeling the
economy captures the links between industries and the aggregate economy. Forecast FAQs

Industry Forecast

Company Country Sales

FINATIS France $60,480.85M

THE CARPHONE WAREHOUSE LTD England $12,616.94M

KINTETSU GROUP HOLDINGS CO., LTD. Japan $10,312.08M

TOKYU CORPORATION Japan $8,918.77M

BAKER & TAYLOR HOLDINGS, LLC United States $8,200.64M

Barnes & Noble, Inc. United States $6,069.50M

FNAC SA France $5,366.61M

NIPPON SHUPPAN HANBAI INC. Japan $4,499.19M

READERLINK DISTRIBUTION SERVICES, LLC United States $4,111.89M

TOHAN CORPORATION Japan $4,019.52M

Ingram Industries Inc United States $3,763.84M

Companies



Ingram Book Group Inc. United States $3,334.55M

B2W - Companhia Digital. Brazil $2,964.14M

NAVY EXCHANGE SERVICE COMMAND United States $2,909.97M

CONNECT GROUP PLC England $2,885.22M

JOHN MENZIES PLC Scotland $2,815.37M

KOMERI CO.,LTD. Japan $2,649.22M

ADESA CORPORATION, LLC United States $2,484.74M

OKUWA CO., LTD. Japan $2,279.63M

Corporativo Fragua, S.A.B. de C.V. Mexico $2,214.49M

NAFCO CO., LTD. Japan $1,857.60M

Mbs Textbook Exchange, Inc. United States $1,855.45M

WH SMITH PLC England $1,812.59M

MARUZEN CHI HOLDINGS CO.,LTD. Japan $1,432.88M

HMV Retail Limited United Kingdom $1,419.57M

DirectGroup Bertelsmann GmbH Germany $1,358.89M

DUNELM GROUP PLC England $1,304.11M

SHIMACHU CO., LTD. Japan $1,272.38M

FOLLI - FOLLIE S.A. Greece $1,213.14M

Follett Higher Education Group, Inc. United States $1,123.04M

Changes in the economic environment that may positively or negatively affect industry growth.

Data provided by First Research analysts and reviewed annually

Interest Rates Change in prime and related interest rates

Consumer Spending Change in overall level of consumer spending on goods and services

Technology Innovation Advances in science and technology, including information technology

Commodity Prices Changes in prices for commodities, such as crops, metals, and other raw materials

Industry Drivers

Retail Demand Depends on the Economy - Economic factors, including personal income, consumer
confidence, job growth, and interest rates, can greatly affect consumer spending and the retail sector. During
recessionary periods, retail sales growth can slow drastically and even decline. Retail spending grows rapidly
during periods of strong economic growth, as consumers spend a greater share of income and increase their

Critical Issues



personal debt. Rising interest rates affect consumer credit and consumer ability to finance large retail purchases,
such as cars.

Industry Concentration - In many retail segments, large companies dominate and hold the majority of the
market. Even specialty retailers in fragmented markets must compete with mass merchandisers and warehouse
clubs that offer a smaller selection of comparable merchandise at low prices. Suppliers favor large retailers by
offering volume discounts. With limited marketing funds, small retailers struggle to compete with the large
advertising budgets enjoyed by major retailers.

Seasonal Cash Flow - For many retailers, cash flow is uneven because of seasonal demand. Due to increased
demand during the winter holidays, many retailers, including toy, jewelry, and consumer electronics stores,
generate a disproportionate share of revenue and earnings during the fourth quarter. Back-to-school and spring
and fall fashion introductions drive sales peaks for apparel retailers. Even general merchandise stores must build
and finance inventory in seasonal merchandise categories to prepare for key selling periods.

Crime-Related Losses - Despite security measures, theft, shoplifting, and fraud are ongoing problems for
retailers. Employee theft accounts for about 45% of losses, and shoplifting accounts for 35%, according to a
recent National Retail Security Survey. Administrative error and vendor fraud make up about 12% and 5% of
retail losses, respectively. Nearly 95% of retailers surveyed said they experienced the return of stolen
merchandise. An increasing number of retailers (more than 90%) have become victims of organized crime, where
crime rings illegally obtain merchandise and gift cards and either fence goods or sell them online. Categories with
above average losses include cards, gifts, floral, novelty, books and magazines, accessories, and food items.

Protecting Customer Information - Growing concern over identity theft and credit card fraud has resulted in
increased scrutiny over the security of customer data in the retail sector. Retailers access and often store
confidential customer information through loyalty programs and credit card payment data. Security breaches
have allowed hackers to steal credit card numbers and other sensitive information from large retailers, including
Target and The Home Depot. Adopting new security systems can be slow and costly, especially for retailers
using older technology.

Trends Affect Demand - Consumer tastes and preferences can change rapidly and greatly affect demand for
retail items. Fashion fads and product life cycles can be unpredictable and companies may struggle to make
merchandising decisions based on future trends. Forecasting error can result in excess merchandise or out-of-
stocks and missed opportunity. The fickle nature of certain demographics, such as children and young adults,
has resulted in short product life cycles and high new product failure rates in some categories.

High Worker Turnover - Employee turnover in the retail industry is high, typically averaging more than 50%
annually, due primarily to low pay and perceived low growth potential of entry level jobs. In tough economic
times, however, employees tend to stay in their jobs, which led to turnover rates of less than 50% during the
late-2000s recession and the subsequent slow recovery. Recruiting and training new personnel is a constant
activity for most retailers and can be costly and disruptive. Inadequate staffing can result in customer service
problems.

Business Challenges

Increasing Industry Concentration - Tough economic conditions affect retailers, regardless of size, and have
resulted in fewer players in many retail segments due to M&As and bankruptcies. Slow retail growth forces many
companies to grow through acquisition versus expansion. Purchasing and supply chain efficiencies allow large
retailers, such as Wal-Mart, to sustain low prices at the expense of small retailers. Market contraction and
manufacturer efforts to reduce the number of franchises have reduced the number of small new car dealerships.

Increasing Diversity - Ethnic diversity in the US population continues to increase, challenging retailers about
marketing and merchandising. Many ethnic groups have different needs and preferences compared to the general
population. Census projections predict that the majority of the US will consist of racial minorities by mid-century.
Hispanics are expected to account for an estimated 30% of the population due to high birth rates and
immigration. African-Americans are projected to be about 15%, while Asians will account for 9%.

Evolution of Shopping Venues - Changes in consumer shopping behavior have caused an evolution in
shopping venues. Time-pressed consumers are shopping at traditional malls less frequently and spending less
time per trip, according to the International Council of Shopping Centers (ICSC). Regional vacancies have forced
some malls to fill anchor locations with nontraditional retailers instead of department stores. Open-air malls and
integrated retail/business/residential centers designed to accommodate pedestrian traffic are becoming more

Business Trends



popular.

More Retailers Use Locker Pick-Up - Trying to create a more seamless experience for consumers, more big
retailers are using lockers for delivery of online purchases. Wal-Mart tested the use of in-store lockers in 2013 at
selected locations. Online shoppers can pick up their purchases at a locker at a nearby Wal-Mart, using the
password they received. Amazon.com began using locker delivery in mid-2012 at some Staples, 7-Eleven, and
other locations. The goal is to provide customers, especially those in more urban settings, with a secure and
convenient pick-up location. The lockers also help the retailers by cutting down on expenses of failed deliveries,
increasing customer satisfaction, and reducing delivery costs if the product is already in stock at nearby store.

New Delivery Strategy for Retailers - Macy's, Sears, Office Depot and other major retailers are using their
stores as distribution hubs to expedite shipping and better compete with online powerhouses such as
Amazon.com. Retailers see the distribution hubs as giving them additional flexibility to assist customers quickly
and efficiently, capitalizing on their nationwide footprints. UPS and FedEx are also working with retailers to help
with logistics. Retailers are using their ship-from-store programs to fulfill online orders as well as customer
requests from store locations that are out of an item. Inventory tracking needs to be precise in order for the
systems to work well. Also, 50% of big-box retailers allow in-store pickup of online purchases, according to
e-Marketer.

Loyalty Programs - Loyalty programs can help retailers retain customers, encourage repeat store visits, and
increase purchase amounts. Many retailers reward frequent or large purchases by offering discounts or free
items as incentives. Companies may also give loyal customers advance notice for sales or access to
invitation-only events. Information collected by loyalty programs provides valuable market research data about
customer shopping habits. Many retailers have started using social media, such as Facebook and Twitter, to
recognize and reward customers for loyalty and for notifying them of special events.

Internet Sales - Widespread acceptance of the Internet as a retail channel has made websites an essential
marketing vehicle for many retailers. Internet sales in the US increased from about $5 billion to an estimated
$340 billion between 1999 and 2015. A growing number of consumers are shopping online to save time and gas.
Many large brick-and-mortar retailers are expanding their Internet presence, as part of a multi-channel approach to
capturing sales. While search engine marketing is a popular way to promote retail websites, many companies are
experimenting with social network advertising and widgets. Large online retail categories include apparel,
computers, and cars, according to Forrester Research.

Improved Inventory Management - Radio frequency identification (RFID) devices give companies real-time
access to supply chain data and allow retailers to track merchandise more effectively. Wal-Mart is working to
implement RFID-based inventory management systems and requiring suppliers and distributors to adapt
accordingly. Some retailers are experimenting with RFID. As more retailers adopt RFID, implementation costs
should decrease, making the technology more accessible and cost-effective.

Alternate Payment Systems - Improved payment technology can help retailers process transactions faster and
reduce customer waiting times. Several retail segments, including gas stations, convenience stores, and grocery
stores, have implemented contactless payment with RFID tags or cards. By allowing customers to pay with a
fingerprint, biometric identification eliminates the need for a credit card signature. In lieu of checkout counters,
some retailers are using mobile payment devices to bring the checkout process to the customer. New payment
options, such as using PayPal at the register or a mobile wallet such as Apple Pay, give shoppers another
alternative. Self-checkout appeals to customers with small transactions and helps reduce labor needs.

Leveraging the Environmental Movement - Retailers can tap into growing concern over environmental issues
by selling "green" products and implementing eco-friendly operating procedures. Natural and organic goods,
fuel-efficient vehicles, and chemical-free products attract environmentally conscious consumers. The appeal of
"green" products is growing and spans retail segments. By sponsoring recycling programs and decreasing energy
use, retailers can save money and promote an environmentally friendly image.

Retail Marijuana Stores Enter Market - New retail opportunities are emerging in Colorado and Washington state,
where voters approved recreational marijuana sales. The number of marijuana stores in Washington State could
double as a result of a 2015 state law allowing medical marijuana providers to apply for retail licenses. In
Colorado, some communities are choosing not to host marijuana retail stores, but Denver has approved retail
locations. Denver plans to hold public hearings on every retail store and will only grant retail licenses to existing
medical marijuana centers until 2016. The stores opened in January 2014 in Colorado and in July 2014 in
Washington state. Marijuana-related businesses expect strong demand from state residents as well as
out-of-state marijuana tourists.

Industry Opportunities



Quick Ratio by Company Size

The quick ratio, also known as the acid test ratio, measures a company's ability to meet short-term obligations
with liquid assets. The higher the ratio, the better; a number below 1 signals financial distress. Use the quick ratio
to determine if companies in an industry are typically able to pay off their current liabilities.

 

 

Financial Information

COMPANY BENCHMARK TRENDS

Financial industry data provided by MicroBilt Corporation collected from 32 different data sources and represents financial performance of over
4.5 million privately held businesses and detailed industry financial benchmarks of companies in over 900 industries (SIC and NAICS). More
data available by subscription or single report purchase at www.microbilt.com/firstresearch.



Current Liabilities to Net Worth by Company Size

The ratio of current liabilities to net worth, also called current liabilities to equity, indicates the amount due
creditors within a year as a percentage of stockholders' equity in a company. A high ratio (above 80 percent) can
indicate trouble.

 

 

Data Period: 2014 Last Update April 2016

Table Data Format Mean

 

Company Size All Large Medium Small

Size by Revenue   Over $50M $5M - $50M Under $5M

Company Count 732581 3947 51704 676930

 

Income Statement

Net Sales 100% 100% 100% 100%

Gross Margin 21.7% 19.4% 22.1% 27.3%

Officer Compensation 1.6% 1.0% 1.5% 3.1%

Advertising & Sales 0.9% 0.8% 1.1% 1.2%

Other Operating Expenses 18.0% 16.6% 18.2% 21.7%

Operating Expenses 20.5% 18.4% 20.8% 26.0%

Operating Income 1.2% 1.1% 1.3% 1.3%

Net Income 0.5% 0.4% 0.6% 0.5%

 

Balance Sheet

Financial industry data provided by MicroBilt Corporation collected from 32 different data sources and represents financial performance of over
4.5 million privately held businesses and detailed industry financial benchmarks of companies in over 900 industries (SIC and NAICS). More
data available by subscription or single report purchase at www.microbilt.com/firstresearch.

COMPANY BENCHMARK INFORMATION

NAICS: 44, 45



Cash 10.8% 11.0% 10.7% 10.5%

Accounts Receivable 11.2% 9.3% 13.4% 12.0%

Inventory 39.5% 36.2% 43.0% 41.6%

Total Current Assets 66.4% 61.3% 72.2% 69.4%

Property, Plant & Equipment 21.8% 26.0% 17.5% 19.1%

Other Non-Current Assets 11.7% 12.8% 10.3% 11.5%

Total Assets 100.0% 100.0% 100.0% 100.0%

Accounts Payable 13.0% 12.8% 11.9% 14.6%

Total Current Liabilities 29.8% 27.1% 32.7% 31.3%

Total Long Term Liabilities 22.0% 21.0% 20.3% 26.1%

Net Worth 48.2% 51.8% 47.0% 42.6%

 

Financial Ratios

(Click on any ratio for comprehensive definitions)

Quick Ratio 0.80 0.82 0.80 0.79

Current Ratio 2.23 2.26 2.21 2.22

Current Liabilities to Net Worth 61.7% 52.4% 69.6% 73.4%

Current Liabilities to Inventory x0.75 x0.75 x0.76 x0.75

Total Debt to Net Worth x1.07 x0.93 x1.13 x1.35

Fixed Assets to Net Worth x0.45 x0.50 x0.37 x0.45

Days Accounts Receivable 12 9 16 16

Inventory Turnover x6.69 x8.68 x5.51 x4.79

Total Assets to Sales 29.8% 25.9% 32.6% 36.9%

Working Capital to Sales 10.9% 8.8% 12.9% 14.1%

Accounts Payable to Sales 3.8% 3.3% 3.9% 5.3%

Pre-Tax Return on Sales 0.8% 0.6% 0.9% 0.9%

Pre-Tax Return on Assets 2.6% 2.3% 2.8% 2.3%

Pre-Tax Return on Net Worth 5.3% 4.4% 5.9% 5.5%

Interest Coverage x2.33 x2.06 x2.56 x2.38

EBITDA to Sales 2.2% 2.0% 2.2% 2.5%

Capital Expenditures to Sales 1.2% 1.2% 1.1% 1.5%

 

Financial industry data provided by MicroBilt Corporation collected from 32 different data sources and represents financial performance of over
4.5 million privately held businesses and detailed industry financial benchmarks of companies in over 900 industries (SIC and NAICS). More
data available by subscription or single report purchase at www.microbilt.com/firstresearch.

ECONOMIC STATISTICS AND INFORMATION

Annual Retail Sales Growth - Census Bureau



VALUATION MULTIPLES

No valuation multiples available for this industry.

Chain Store Age
News, trends, and statistics for chain retailers.

Internet Retailer
News and trends for online sales.

Loss Prevention Magazine
News on loss prevention for retailers.

National Retail Federation
Industry news, trends, statistics from trade association. Retailer surveys available for purchase.

Retail Council of Canada
Media, reports, events, advocacy, and industry resources.

Retail Merchants' Association of Canada
Industry information and resources.

Retail Traffic
Retail real estate trends.

Retailing Today
News, trends, and statistics with free subscription.

Shopping Centers Today
News and trends from International Council of Shopping Centers.

Stores Magazine
News, trends, and statistics - National Retail Federation magazine.

World Alliance for Retail Excellence & Standards
News and best practices for retailers.

Industry Websites

EDI - electronic data interchange

EMV - Europay MasterCard Visa

ERP - enterprise resource planning

ICSC - International Council of Shopping Centers

Glossary of Acronyms



JIT - just-in-time

NRF - National Retail Federation

POS - point-of-sale

RFID - radio frequency identification

UPC - universal product codes


