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PART 14

RETAIL (MULTI-L
BRICK AND MORTA

Four-Wall Economics, Same-Store Sales, and the Store Por

Four-wall EBITDA structure and new store payback period, same-store
sales decomposition into transaction count and ATV drivers, shrinkage
accounting and reserve mechanics, loss prevention ROI, ASC 842
right-of-use asset and lease liability calculation for retail leases,
sale-leaseback accounting, markdown cadence and the gross margin
waterfall, workers' compensation actuarial reserves, POS sales tax
compliance, business personal property tax, and the complete retail CFO
metrics framework.
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FINANCIAL ARCHITECTURE OF DIFFERENT BUSINESS MODELS

SECTION 1

MULTI-LOCATION BRICK-AND-MORTAR RETAIL

Physical Retail: The Financial Architecture of the
Store Network

Multi-location brick-and-mortar retail is one of the most operationally demanding and financially nuanced
business models in commerce. It combines the economics of a real estate business (fixed location costs,
long-term lease obligations, capital investment in store build-outs) with the economics of a product business
(inventory management, margin management, shrinkage) and the economics of a people business (high
labor intensity, scheduling complexity, turnover costs). The CFO of a multi-location retailer must be
simultaneously expert in all three domains.

Despite the rise of eCommerce, physical retail remains a dominant force in consumer spending. Consumers
still overwhelmingly prefer to purchase groceries, apparel, home goods, beauty products, and many other
categories in physical stores. The retailers who are thriving are those who have mastered the intersection of
physical and digital — who use their store networks as fulfillment hubs, customer experience centers, and
brand touchpoints rather than simply as transaction points. The financial architecture that supports this
model is sophisticated and consequential.

This part covers the complete financial architecture of multi-location retail: four-wall EBITDA and how it
differs from corporate EBITDA, same-store sales and its proper calculation, sales per square foot as a space
productivity metric, shrinkage accounting and loss prevention economics, lease accounting under ASC 842
and its balance sheet implications, markdown cadence and the gross margin waterfall, workers'
compensation actuarial reserves, POS tax compliance, and the complete retail CFO metrics framework.

1.1 The Retail P&L; Hierarchy

Retail financial reporting operates at multiple levels simultaneously: the store level, the district/region level,
and the corporate level. Each level has its own P&L; structure, and the CFO must ensure that costs are
allocated to the correct level with discipline. The four-wall store P&L; — which includes only the revenues
and costs directly attributable to a single store location — is the primary accountability document for store
managers and the primary unit of analysis for investment decisions about individual locations.
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P&L; Level What It Includes Primary Audience Key Metric

Net sales, COGS, direct store

Store . Store manager; real .
labor, occupancy, store supplies, Four-Wall EBITDA and margin %
(Four-Wall) g estate team
utilities
District / Sum of store P&Ls; + district District manager; VP District contribution; comp store
Region management costs Operations sales
Corporate All stores + corporate G&A; + Total EBITDA; same-store sales
P . . P CFO; CEO; Board
Operations shared services growth
Consolidated All of the above + interest + Investors; lenders; Net income; EPS; adjusted
(GAAP) depreciation + taxes auditors EBITDA

SECTION 2

FOUR-WALL EBITDA: THE STORE UNIT ECONOMICS

Four-Wall EBITDA: The Primary Unit of Retail
Analysis

Four-wall EBITDA is the earnings before interest, taxes, depreciation, and amortization generated by a
single store location, including only the revenues and costs that are directly attributable to that location —
the costs 'within the four walls' of the store. It excludes corporate overhead allocations, shared services
costs, and any costs that would continue if the store were closed. Four-wall EBITDA is the primary metric for
evaluating whether a store should remain open, be relocated, or be closed — and for evaluating whether a
new store should be opened in a proposed location.

2.1 Four-Wall EBITDA Structure
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FOUR-WALL EBITDA — SPECIALTY RETAIL STORE

Net Sal es: $2, 400,000 100%
Less: Cost of Goods Sol d: ($960, 000) 40%
G oss Profit: $1, 440, 000 60%

Less: Store Labor (wages + benefits): ($600, 000) 25%
Less: Occupancy (rent + CAM + taxes): ($336, 000) 14%

Less: Store Uilities: (%48, 000) 2%
Less: Supplies and Packagi ng: (%24, 000) 1%
Less: Repairs and Mi ntenance: (%18, 000) 0. 75%
Less: Insurance (store-level): (%12, 000) 0.5%
Less: Credit Card Fees: (%36, 000) 1.5%
Less: O her Direct Store Costs: (%14, 400) 0. 6%
Total Direct Store Costs: (%1, 088, 400) 45. 4%
Four -Vl | EBI TDA: $351, 600 14. 6%

A 14.6% four-wall EBITDA margin on $2.4M in annual sales generates $351,600 in store-level operating
cash flow before any allocation of corporate overhead, depreciation, or interest. This is the contribution the
store makes to covering corporate costs and generating profit. A store with positive four-wall EBITDA is, at
minimum, covering its own costs and making a contribution to the enterprise. A store with negative four-wall
EBITDA is destroying value even before any corporate overhead allocation — it should be closed or
radically restructured unless there are strategic reasons (brand presence, flagships, new market investment)
that justify the loss.

Never make store closure decisions based on fully-allocated corporate P&L.; A store that appears to be
losing money after corporate overhead allocation may be making a positive four-wall contribution. Closing it
eliminates the corporate overhead allocation issue but also eliminates the four-wall contribution — which then
must be absorbed by fewer stores, making remaining stores look worse. The marginal decision about
whether to close a store is always a four-wall EBITDA decision, not a fully-allocated P&L; decision.

2.2 New Store Payback Period

The decision to open a new store requires a capital investment — the cost of building out and equipping the
store — that must be recovered through future four-wall EBITDA. The payback period (how long it takes to
recover the initial investment) is the primary capital allocation metric for retail store investment decisions.
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NEW STORE PAYBACK PERIOD

Total Store Investnent = Build-Qut CapEx + Equi pnent + Pre-Qpening Costs
+ Initial Inventory + Lease Deposit

Payback Period = Total |nvestnment / Annual Four-Wall EBI TDA

Exanpl e: $850,000 total investnent / $351,600 four-wall EBITDA = 2.4 years

IRR Cal cul ation: Full discounted cash flow nodel recomended for >$500K i nvestnents
Mbdel years 1-10 four-wall EBITDA;, apply |ease termas natural exit

I RR > WACC = val ue-creating investnment
Target payback: <3 years for specialty retail; <5 years for high-capital fornats

SECTION 3

SAME-STORE SALES: MEASURING ORGANIC GROWTH

Same-Store Sales: The Most Watched Retalil
Metric

Same-store sales growth (also called comparable store sales or ‘comps’) is the most closely watched metric
in retail finance. It measures the revenue growth of stores that have been open and operating for a
consistent comparison period — typically at least 13 months — stripping out the distortion created by new
store openings and closed stores. A retailer that opens 50 new stores in a year will show strong total
revenue growth even if its existing stores are declining. Same-store sales cuts through this distortion to
reveal whether the underlying retail concept is gaining or losing momentum.

3.1 Same-Store Sales Calculation
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SAME-STORE SALES GROWTH

SSS G owh = (Current Period Sales from Conp Stores - Prior Period Sanme Stores)
[/ Prior Period Sales from Conp Stores

Conp Store Definition: Stores open for at least 13 full nonths (or 14+ nonths
to avoid anniversary distortions from prior year opening pronotions)

Exanpl e:
Current year conp store sales: $480, 000, 000
Prior year sane store sales: $462, 000, 000 (sane 850 stores)
SSS Growt h: ($480M - $462M) / $462M = 3. 9%

Deconposi ng SSS Growt h:
Transaction Count Gowmh: +2.1% (nobre custoner visits)
Aver age Transaction Val ue: +1.8% (custonmers spending nore per visit)
Total SSS Gowth: ~3.9% (the two drivers nultiply, not add)

3.2 SSS Drivers and Management Levers

Transaction count Customer visits per Marketing, loyalty, hours, .

) . . Transactions per store per day
(traffic) period experience
Average

Spend per customer Upselling, bundling, pricing,

. Net sales / transactions
visit assortment

transaction value
(ATV)

Transactions / Store Staff training, visual merch,

Conversion rate If traffic data available

traffic (foot traffic) in-stock position
Units per Items purchased per  Cross-sell, add-on promotion, . .
. - . Units / Transactions
transaction (UPT) visit display

Average selling price  Pricing strategy, promotional

Net sales / Units sold
of items purchased depth, mix

Price per unit
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Decomposing same-store sales into transaction count and average transaction value is the minimum
analysis. The more powerful decomposition — transaction count x conversion rate x units per transaction x
price per unit — reveals exactly which driver is creating or destroying comp momentum. A retailer showing
flat comps might be masking a 10% traffic decline offset by a 10% ATV increase through price increases.
That combination is unsustainable: prices cannot rise indefinitely and declining traffic is a leading indicator of
brand erosion. The board deserves the full decomposition, not just the headline comp number.

SECTION 4

SHRINKAGE, LOSS PREVENTION, AND INVENTORY ACCURACY

Shrinkage: The Invisible Tax on Retail Gross
Margin

Shrinkage — the loss of inventory due to theft (external and internal), administrative error, vendor fraud, and
damaged goods — is one of the most significant and most poorly managed costs in physical retail. The
National Retail Federation's annual retail security survey consistently reports industry-average shrinkage
rates of 1.4% to 1.6% of retail sales. On a $500M revenue business, 1.5% shrinkage is $7.5 million in lost
inventory — equivalent to eliminating the entire net profit of a mid-sized retailer. Yet many retail CFOs do not
measure or report shrinkage with the same rigor they apply to other cost categories.

4.1 Shrinkage Accounting

Shrinkage is recognized in the income statement as cost of goods sold — it increases COGS and reduces
gross margin. The timing of recognition follows the inventory accounting system. Under a perpetual
inventory system, shrinkage is recognized continuously as inventory records are updated to reflect physical
counts and cycle count results. Under a periodic inventory system, shrinkage is recognized at the time of the
physical count, which is typically performed annually or semi-annually.

For most multi-location retailers, shrinkage is estimated between physical inventory counts using an accrual
rate — a shrinkage reserve that is recorded monthly based on the historical shrinkage percentage applied to
net sales. This reserve is reversed and replaced with actual shrinkage at the time of each physical inventory
count. If actual shrinkage at the count exceeds the reserve (more theft or error occurred than estimated), the
difference flows through COGS as an additional expense in the period of the count.
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SHRINKAGE RESERVE AND PHYSICAL COUNT RECONCILIATION

Mont hl'y Shrinkage Reserve = Monthly Net Sales x Hi storical Shrinkage %
DR Cost of Goods Sol d (shrinkage expense)
CR Inventory Reserve (contra-inventory liability)

At Physical |nventory Count:
Shri nkage = Book Inventory Value - Physical Count Val ue

DR Inventory Reserve (clear the estimated reserve)

DR Cost of Goods Sol d (if actual > reserve; increnental expense)
CR Inventory (reduce to physical count val ue)

CR Inventory Reserve (if actual < reserve; rel ease excess reserve)

Exanpl e: $50M annual sales, 1.4%reserve rate = $700K annual shrinkage reserve
Actual count shows $820K | oss -> $120K addi ti onal COGS at count

% of Total
Shrinkage Category Soh(r)ink(;gae Primary Prevention Tool CFO Metric
. EAS tags, LP staff, CCTV, Shrinkage by store; LP
External theft (shoplifting) = 35%-40% g . . ge by
returns policy investment ROI
Exception reporting, POS audit, Exception report review rate;
Internal theft (employee) 28%—35% P P g 'p . P
background checks terminations for cause
Receiving audit; vendor Vendor receiving discrepanc
Vendor fraud / errors 5%—8% . d g pancy
compliance program rate
. . Process controls; cycle counting; Inventory accuracy rate; cycle
Administrative error 20%—-25% . 4 d y 4 4
training count results
Damaged goods 506804 Handling standards; packaging Damage credit rate from
0—070
(unsaleable) quality vendors; write-off rate

SECTION 5

LEASE ACCOUNTING UNDER ASC 842

ASC 842: The Balance Sheet Transformation of
Retall Leases
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ASC 842 (Leases), which replaced ASC 840 for most public companies beginning in 2019 and for private
companies beginning in 2022, fundamentally changed the balance sheet presentation of retail leases. Under
the old standard, operating leases — the dominant lease type for retail store locations — were kept off the
balance sheet entirely, with only the annual rent expense recognized in the income statement. Under ASC
842, virtually all leases with terms exceeding 12 months must be recognized on the balance sheet as a
right-of-use (ROU) asset and a corresponding lease liability. For a multi-location retailer with hundreds of
store leases, the balance sheet impact is transformative.

5.1 Right-of-Use Asset and Lease Liability Calculation

ASC 842 LEASE RECOGNITION AT COMMENCEMENT

Lease Liability = PV of Future Lease Paynments over Renmining Lease Term
Di scounted at: Incremental Borrowing Rate (IBR) if inplicit rate not known

Exanpl e: 10-year retail store |ease, $28, 000/ nonth, 5% | BR
Mont hly paynent: $28,000 | Periods: 120 nonths
Lease Liability at commencenent: PV of $28, 000/ nmonth for 120 nonths at 5% 12
= $28,000 x [(1-(1.004167)~-120)/0.004167] = $2,617, 848

Ri ght - of - Use Asset = Lease Liability + Initial Direct Costs + Prepaid Rent
- Lease Incentives Received

$2,617,848 + $15,000 (I DC) - $50,000 (tenant inprovenment allowance)

$2, 582, 848 ROU Asset

Bal ance Sheet Inpact: $2.6M asset + $2.6M liability per store
100-store retailer: ~$260Min new assets and liabilities on Day 1

5.2 Operating vs. Finance Lease Classification

Under ASC 842, leases are classified as either operating leases or finance leases based on criteria similar
to the old capital lease criteria. Most retail store leases are classified as operating leases. The accounting for
operating leases under ASC 842 differs from finance leases in the income statement: operating leases
produce a straight-line rent expense (same as before ASC 842), while finance leases produce front-loaded
amortization of the ROU asset plus interest expense on the lease liability (producing higher total expense in
early periods).
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For the retail CFO, the most consequential consequence of ASC 842 is the impact on leverage ratios and
debt covenants. The addition of lease liabilities to the balance sheet dramatically increases reported debt —
even though the economic obligation was always present. Lenders who extended credit before ASC 842
adoption may have covenants referencing debt-to-EBITDA ratios that were calibrated to pre-ASC 842
balance sheets. The CFO must review all debt covenant definitions when ASC 842 is first adopted and
negotiate lender consent if the lease liability addition creates a technical covenant violation.

Sale-leaseback transactions — where a retailer sells its owned store properties to a real estate investor and
immediately leases them back — are a common source of capital for retailers. Under ASC 842 and ASC 606,
the gain recognition on a sale-leaseback depends on whether the transfer of the asset to the buyer/lessor
constitutes a sale under ASC 606 (the performance obligation criteria must be met). If the leaseback qualifies
as an operating lease and the sale is a genuine sale (not a financing arrangement), the seller-lessee
recognizes a gain on the sale and a new ROU asset/liability at the commencement of the leaseback. If the
arrangement is a financing, no gain is recognized and the proceeds are recorded as a borrowing.

SECTION 6

MARKDOWN CADENCE AND GROSS MARGIN MANAGEMENT

Markdown Cadence: The Art and Science of Retalil
Pricing

Markdown management — the strategic reduction of retail prices to clear slow-moving inventory — is one of
the most consequential gross margin decisions in retail. Every markdown decision reduces the revenue
received for each unit sold without reducing the cost of that unit, directly compressing gross margin. Too
little markdown results in excess inventory that cannot be cleared before the season ends, ultimately
requiring deeper markdowns (further margin erosion) or inventory write-offs. Too much markdown leaves
money on the table by reducing prices before demand at the original price is exhausted.

6.1 The Gross Margin Waterfall
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RETAIL GROSS MARGIN WATERFALL

Initial Markup (IMJ) = (Retail Price - Cost) / Retail Price
Exanpl e: $60 retail price, $24 cost -> | MJ = 60%

Less: Markdowns = (Original Price - Final Selling Price) / Oiiginal Price
Exanpl e: 15% nar kdown rate on 30% of units sold at nmarkdown
Ef fective markdown inpact: 30% of units x 15%reduction = 4.5% of revenue

Less: Shrinkage (as discussed in Section 4): 1.4% of sales
Less: Discounts and Coupons: 1.5% of sales

Mai nt ai ned Markup (MW) = I MJ - Markdown% - Shri nkage% - Di scount %
= 60%- 4.5%- 1.4%- 1.5% = 52.6% nai ntai ned mar kup

Gross Margin % = MWJ (when correctly cal cul ated; no cost deductions above)

6.2 Markdown Reserve and Timing

Markdowns must be accrued in the period in which the markdown decision is made — not in the period the
discounted item is sold. Under GAAP, once management has communicated a price reduction to stores
(through a price change in the POS system or a markdown directive), the expected margin loss on the
affected inventory must be recognized. This aligns with the lower of cost or NRV principle under ASC 330: if
the planned selling price falls below cost, the inventory must be written down.

The markdown reserve is calculated by identifying all inventory subject to the announced markdown,
calculating the margin reduction per unit (original retail price minus markdown price minus cost), and
recording the aggregate margin reduction as a COGS charge. This can create significant P&L; volatility at
season transitions — particularly for fashion and seasonal retailers — as large markdown decisions taken at
the end of one season flow into the income statement simultaneously.

Markdown Category Typical Rate Management Action

Planned promotional . 5%-10% on Pre-plan in gross margin budget; track vs.
At POS price change .

markdown promoted items plan
At season-end 20%-50% on Minimize through in-season sell-through

End-of-season clearance . .
decision clearance items management

eFuturesCFO The Systems CFO | efuturescfo.com 11/ 19



FINANCIAL ARCHITECTURE OF DIFFERENT BUSINESS MODELS

Markdown Category Typical Rate Management Action

Immediately at Monitor competitive price gap; adjust

Competitive price match . - Varies; reactive
competitor pricing assortment
Damaged / displa: At damage 20%-40% from
9 . pay . o g. ’ ) ’ Minimize through handling standards
merchandise identification full price
Loyalty / member . 10%—-20% of Track redemption rate; model in gross
. At point of sale .
discount purchase margin

SECTION 7

TAX ISSUES FOR MULTI-LOCATION RETAIL

Tax Architecture: The Multi-Jurisdictional Retalil
Reality

Multi-location retail businesses operate in one of the most complex tax environments of any business model
because they have physical presence — employees, inventory, and leased property — in every state and
locality where they operate stores. This physical presence creates nexus for every state income tax, every
state sales tax, every local sales tax, and every local business personal property tax in every jurisdiction
where stores are located. Unlike digital businesses that must navigate post-Wayfair economic nexus rules,
physical retailers have always had nexus — the question is whether they are managing that nexus
efficiently.

7.1 Sales Tax Compliance at Scale

A national retailer with 500 stores across 40 states collects and remits sales tax in every one of those states
plus potentially thousands of local jurisdictions. The compliance burden is immense: rates must be
maintained and updated in every jurisdiction (states and localities update rates frequently), returns must be
filed on time in every state (filing frequency varies from monthly for high-volume states to quarterly or
annually for smaller states), and exemption certificates must be collected and maintained for any sales that
qualify for exemption (resale, agricultural use, manufacturing machinery, etc.).

POS system integration with sales tax automation software is not optional for multi-location retailers — it is
existential. Manual rate management is impossible at scale and generates audit exposure. The sales tax
automation software (Avalara, Vertex, or equivalent) must be integrated with every POS system in every
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store, and must be updated in real time when rate or taxability changes occur. The CFO should treat the
sales tax automation system as core financial infrastructure, with the same uptime requirements and change
management discipline as the ERP.

7.2 Workers' Compensation Insurance and Actuarial Reserves

Workers' compensation insurance — required in virtually every state for employers with employees — is a
significant and complex insurance cost for multi-location retailers. Retailers have above-average workers'
comp claims rates due to the physical nature of retail work (slip-and-fall accidents, repetitive strain injuries,
lifting injuries), making workers' comp a meaningful line item in the cost structure. Large retailers typically
self-insure workers' compensation through a combination of self-insured retentions (SIRs) and excess
insurance, creating a claims liability that must be actuarially estimated and reserved on the balance sheet.

WORKERS' COMPENSATION RESERVE CALCULATION

Annual workers' conp reserve = Actuarially estimated liability for:
1. Open clainms (filed, not yet settled) -> Loss devel opnment factors applied
2. Incurred but not reported (IBNR) clainms -> Enmergence patterns from history
3. Allocated | oss adjustnent expenses (ALAE) -> Legal and investigation costs

Actuarial Report Required: Annual or bi-annual actuarial study by certified
actuaries; results reviewed by CFO and audit comittee

Exanpl e: 500-store retailer, $2.50 per $100 payroll workers' conp rate
Annual payroll: $80M -> Annual prem um equival ent: $2, 000, 000
Sel f-insured retention: first $250K per claim

Actuarial reserve for open + IBNR clains: $3.5M (bal ance sheet liability)

Workers' compensation actuarial reserve development — the amount by which historical reserves proved to
be too high or too low when claims ultimately settled — is one of the most volatile and least understood items
in retail financial statements. A favorable development (reserves were too high; actual claims settled for less)
produces unexpected income. An unfavorable development (reserves were too low; claims settled for more)
produces unexpected expense. Track reserve development by accident year and report the pattern to the
audit committee. Persistent unfavorable development signals inadequate reserving; persistent favorable
development may signal excessive conservatism that can be released to improve reported earnings.
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SECTION 8

COMPLETE RETAIL METRICS FRAMEWORK

The Multi-Location Retail CFO Metrics Framework

The retail metrics framework spans four domains: store productivity (revenue and profitability per unit of
space and time), inventory efficiency (how well the product assortment is managed), customer economics
(traffic, conversion, and basket metrics), and financial performance (margin, leverage, and capital
efficiency). All four are essential — a retailer with strong financial margins but declining traffic is burning
through a depleting customer base.

8.1 Store Productivity Metrics

Annual Net Sales / Total Selling Square >$400/sqft excellent; <$150/sqft

Sales per Square Foot .
Footage concerning for most formats

>12% excellent; 8%—12% healthy; <5%
Four-Wall EBITDA Margin ~ Four-Wall EBITDA / Net Sales ° e yi 970

fragile
Average four-wall EBITDA across all Track by store tier; identify tail of
Four-Wall EBITDA per Store g y b
stores underperformers
Sales per Labor Hour Net Sales / Total Store Labor Hours Rising = improving labor productivity
<25% target for most formats; varies by
Labor Cost as % of Sales Store Labor Cost / Net Sales
concept
Occupancy Cost as % of <15% target; >20% indicates
Total Occupancy / Net Sales . .
Sales underperforming location
. Total Investment / Annual Four-Wall <3 years target; <5 years acceptable for
New Store Payback Period . .
EBITDA high-capital

8.2 Same-Store Sales and Traffic Metrics
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Same-Store Sales Growth
(SSSG)

Transaction Count Growth

Average Transaction Value
(ATV)

Units Per Transaction (UPT)

Conversion Rate

Loyalty Member Sales %

(Current comp sales - Prior comp sales)
/ Prior comp sales

(Current transactions - Prior) / Prior

Net Sales / Total Transactions

Units Sold / Total Transactions

Transactions / Store Traffic Count

Sales to loyalty members / Total sales

8.3 Inventory and Gross Margin Metrics

Gross Margin %

Initial Markup % (IMU)

Maintained Markup %
(MMU)

Markdown % of Sales

Shrinkage % of Sales

Inventory Turnover

Weeks of Supply

Sell-Through Rate

eFuturesCFO

Gross Profit / Net Sales

(Retail Price - Cost) / Retail Price

Gross Margin % (after markdowns,
shrinkage, discounts)

Total Markdown $ / Net Sales

Inventory Shrinkage / Net Sales

Annual COGS / Average Inventory

Current Inventory / Average Weekly
Sales

Units Sold / (Units Received + Beginning
Inventory)

The Systems CFO | efuturescfo.com

>2% positive momentum; negative = brand
erosion signal

Positive = organic traffic growth; negative =
traffic risk

Rising with stable transactions = upsell
success

Rising = more items per basket; measure
cross-sell

>25% good; <15% signals assortment or
staffing issues

>40% signals strong loyalty program; rising
= retention

Varies by format; track vs. prior year;
declining = markdown or mix shift

Track vs. maintained markup; gap =
markdown + shrinkage

IMU - Markdown% - Shrinkage% -
Discount%

<5% excellent; >15% suggests assortment
or trend issues

<1% excellent; 1%—-2% industry average;
>2% concern

>4x for fast fashion; >2x for furniture;
varies by category

Track by category; rising = overstocked

>70% target; <50% signals assortment or
pricing problem
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8.4 Capital and Lease Metrics

Sum of all operating lease right-of-use

ROU Asset Balance Disclosure metric; track vs. lease liability

assets
Lease Liability (Current + PV of remaining lease payments across Track debt-equivalent exposure; input to
Long-Term) all stores leverage ratio

. Total Occupancy Cost / Net Sales by <15% target; >20% signals location

Rent to Sales Ratio

store underperformance

Build-out + equipment + pre-openin Benchmark by format; rising signals cost
CapEx per New Store autp P P g . . y 9519

costs inflation

>1.0x = investing in growth; <0.8x =

CapEx / Depreciation Annual CapEx / Annual D&A,; . i .
potentially underinvesting

EBITDA + Rent Expense (pre-ASC 842 Used by some retail analysts; track for

Adjusted EBITDAR . . -
lease-adjusted metric) comparability

SECTION 9

RETAIL CFO OPERATING CHECKLIST

The Multi-Location Retail CFO Checklist

The following checklist covers the minimum capabilities the CFO of a multi-location retail business must
maintain across store economics, inventory, lease management, and tax compliance.

Store Economics and Reporting

* Four-wall EBITDA calculated monthly for every store: direct store costs only; corporate overhead not
allocated; stores sorted by four-wall EBITDA; bottom quartile reviewed with real estate team for closure,
relocation, or renegotiation action.

» Same-store sales growth calculated weekly: comp base defined consistently (13+ months open);
transaction count and ATV decomposition prepared; negative comps for three consecutive weeks
trigger field investigation.

» Sales per square foot calculated annually by store and trended over time: used in new store
investment decisions and lease renewal negotiations.
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» New store investment tracking maintained: CapEx budget vs. actual by store; payback period
recalculated annually based on actual four-wall EBITDA,; variance to initial business case explained.

» Store closure analysis prepared for any store with: (a) negative four-wall EBITDA for six consecutive
months, or (b) four-wall EBITDA margin below 5% and negative trend, or (c) lease up for renewal with
no improvement path.

Inventory and Gross Margin

 Shrinkage reserve accrued monthly at historical rate applied to net sales: reserve rate reviewed and
updated after each physical inventory count; variance between estimated and actual shrinkage
investigated.

« Physical inventory count completed annually at minimum; cycle count program operational covering
100% of SKUs annually; count discrepancies investigated and root-caused.

» Markdown reserve recorded in period markdown decision is made — not in period of sale; NRV test
applied to all inventory subject to announced markdowns; write-down recorded if markdown price falls
below cost.

» Gross margin waterfall prepared monthly: IMU, markdowns %, shrinkage %, discounts % reconciled to
reported gross margin; variances from prior year and plan explained.

* Inventory turnover and weeks of supply calculated by product category: categories with weeks of
supply >50% above plan flagged for markdown action or purchase order reduction.

Lease Management (ASC 842)

* Lease schedule maintained for all store locations: commencement date, term, monthly payment,
renewal options, tenant improvement allowances, and incremental borrowing rate documented for each
lease.

* ROU asset and lease liability calculated at each new lease commencement and upon modification;
remeasured when: rent changes due to index/rate adjustment, lease term reassessment, or exercise of
option becomes reasonably certain.

 Debt covenant definitions reviewed for lease liability treatment; lender consent obtained if new lease
liabilities create technical covenant violation under leveraged credit agreements.

« Lease renewal negotiations tracked 18 months before expiration; rent reduction targets set based on
store four-wall economics; CFO involved in all lease renewals above $500K annual rent.

* Sale-leaseback transactions reviewed for ASC 842 / ASC 606 sale recognition criteria before
execution; gain/loss calculation confirmed with auditors.

Tax and Compliance
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* Sales tax automation software integrated with all POS systems; rate updates applied within 24 hours of
effective date; monthly reconciliation of POS collected tax to returns filed.

» Sales tax returns filed in all states where stores operate; local jurisdiction returns filed where required;
filing calendar maintained with 30-day internal deadline before external deadlines.

» Workers' compensation actuarial study completed annually or bi-annually; open claims reserve and
IBNR reserve reviewed with CFO and audit committee; reserve development by accident year tracked.

* Business personal property tax returns filed in all states where store fixtures, equipment, and inventory
are located; assessment values confirmed by location; appeals filed where assessment exceeds fair
market value.

« State income tax apportionment calculated annually; sales factor by state based on store location;
filing threshold compliance monitored as stores open and close in new jurisdictions.

Closing Perspective: The Retail CFO as Portfolio
Manager

Managing a multi-location retail business is, at its financial core, a portfolio management exercise. The CFO
presides over a portfolio of store investments — each with its own revenue trajectory, cost structure, lease
obligation, and return on invested capital — and must continuously make capital allocation decisions: which
stores to invest in, which to harvest, which to close, and where to open new locations. The four-wall EBITDA
framework, the same-store sales analysis, and the payback period calculation are the tools through which
this portfolio management discipline is exercised.

The most important structural insight in retail finance is the interaction between fixed occupancy costs and
variable revenue. Retail stores have high fixed occupancy costs — rent, depreciation, minimum staffing —
and highly variable revenue. A store doing $2.4M in annual sales with 14.6% four-wall EBITDA generates
$351K in operating cash flow. If sales fall 15% to $2.04M, the fixed occupancy cost ($336K) remains
unchanged and the margin collapses — four-wall EBITDA falls to roughly $130K (6.4%), and if sales fall
further to $1.8M, the store is likely at breakeven or loss. Understanding this non-linearity — and building it
into every store performance forecast — is what separates the retail CFO who manages proactively from the
one who responds to crises.

Part 15 begins Section lll: Services and Human-Capital Models, examining Professional Services and
Consulting — utilization rate, realization rate, blended bill rate, WIP accounting, partner draw structures,
deferred compensation, and the financial architecture of human-capital-intensive businesses.
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End of Part 14: Retail (Multi-Location Brick and Mortar) | Financial Architecture of Different Business Models
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