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Keeping Specialty Special
The Competency Continuum

KARNAN
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Incompetent

nconsciously
Incompetent




Keeping Specialty Special

ASSOCIATES

Sometimes | worry
that I’'m not doing
this job properly

Insecurity guards.
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— Why are you here?
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Carpe Viam

My Goals for You

1. Go home with a plan
2. Be excited for change
3. To make a difference

-
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Millions
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Carpe Viam
In the Last 5 Years

A§§532¥es Specialty Running retail up over 40%

Footwear up over 65%
Accessories up over 45%
Apparel down nearly 30%

g Product Mix | _Footwear | _Appare

2006 60% 21% 19%
2010 70% 11% 19%

J
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Are you putting yourself out of
business one great footwear fit
at a time?

A///

O ;
f’; Cost Analysis
//// \\\<\

=" Lack of product diversity makes you more vulnerable

___ y




Carpe Viam
Outside Forces

KARNAN
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Footlocker

* Opens Specialty Running Store in NYC

Dicks and TSA

« Target Running as strategic growth category

Road Runner Sports

« Having success in large format brick and mortar

I
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. Life is merciful, but unfair
Business Is unmerciful, but fair
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KARNAN
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- "How did you go bankrupt?

Gradually, then suddenly."

—ERNEST HEMINGWAY, THE SUN ALSO RISES

$- Cost Analysis

Complacency is our biggest competitor

&



Carpe Viam
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It takes a good business to be
a special business

Ay,
(- Cost Analysis

" What are the earmarks of a good business?
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The 5 Ingredients to Special

1. Margins over 43% and Turn of 4 (GMROI of $3.00)

2. Average sale over $90 and a UPT of 3

3. Apparel pushing 20% of total sales

4. Training & Development as part of cultural DNA

5. Proactive and Integrated marketing campaign/calendar
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The Roadmap to a good business

November ‘10

KARNAN
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Highland +
Select Depts

ge Sale Sa’-'—: VS, °13n

$ 8 9 = 3 9 month to date

2% YTD ve mstyear 19.55% vs Last Year 24,00% us Taget 3889% vs, Taget

Tragsactons YTD Margin vs. Plan onth of Supphy

720 month to date

ACCESSONES

2% YTD vs last year

17.40% vsLast Year

2 %V STm

70% of your Revenue goes towards
Inventory and Payroll
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But Parker,
I’m not a numbers
person!
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~ Business revolves around 2 things
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- Mathematics
&

Relationships
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Mathematics Relationships
* Profit « Employee Development

« Cash Flow » Customer Experience
» Return on Investment » Marketing Energy




Hierarchy of Needs (1947) _
Carpe Viam
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— Fulfillment

self-esteem
confidence, achievement, respect of others,
the need to be a unique individual

love and belonging
friendship, family, intimacy, sense of connection

safety and security
health, employment, property, family and social stability

Stability
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Building a Strong Foundation

KARNAN
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It all starts with the
Sales Plan

~N

- Retail is a highly reactive business.
= As aresult you must be highly proactive

J




Nuts & Bolts

The Sales Plan

KARNAN _
ASSOCIATES Step 1.
Enter 2010 Sales and Margin by Department

7 by, Quick Tips )
?:-Goto ‘Plan’ Tab

N\

*Enter 2010 Sales and margin in WHITE boxes

*Accessories represent the Plug )

5
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How much do you
plan to grow In
20117

g )
b . . .

-~ A Sales plan remains an idea until it is

a written down

1



Nuts & Bolts

The Sales Plan

KARNAN _
ASSOCIATES Step 2:
Enter 2011 Growth Plan by Department

Summar Yy

2010 2011
Sales §S Margin %  Margin 55 Sales 5 Margin % Margin S5 % of total Plan Inc%

Last Year & Plan

1,106,787 38% 423,181 1,263,854 42% 525,554 67% 14%
179,023" 35% 62,396 214,828 36% 77,490 11% 20%
351,253 4% 148,143 403,941 46% 183,981 21% 15%

1,637,063 39% 633,720 1,882,622 42% 787,025 100% 15%

15% 24%

7 .y, Quick Tips N

\

?: - Go to ‘Plan’ Tab

*Change WHITE boxes of Plan Inc% by Department

\_ *Footwear represent the Plug )

&5
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Your plan is The Measuring Stick

Suss

KARNAN

$40,000 Jan S 17911 § 31,212
ASSOCIATES Sivian v et Yasr Feb S 4161 S 14785
$30,000 — Mar  § (8.568) S 5,779
Apr $ 7637 § 19,426
$20,000 |— May  § (9.854) § 3,940
Jun S (1,209) § 11,393
$10,000 Jul S 1,772 § 6,727
. | | F o
Oct
Jan  Feb r  Apr Jun Jul Aug Sep Oct Nov Dec Nov
$(10,000) |
Dec
$(20,000) || Total $ 11,843 § 93,262
lan $ 9306 $§ 15652
$20,000
mv Plan myv Last Year Feb $ 3007 § 10,082
Mar $ (2551) $§ 4145
15800 Apr S 7508 S 12519
May $ 1874) & 421
$10,000 Jun $ 1519 § 9,228
Jul s 811 § 4543
$5,000 Aug
Sep
Oct
S- Nov
Dec
$15,000) " Total $ 17,726 $ 60,390
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Getting Proactive: Establishing a Sales Plan

KARNAN |
ASSOC'ATES YTD Sales vs. Plan

0.46%

$30,510 Men's Footwear
($23,673) Wo's Footwear
$17.430  Accessories

15.53% vs Last Year

YTD Mérgin VS, Elén

2.14%

$14.481 Men's Footwear
($9,182) Wo's Footwear
$11,390 Accessories

17.46% vs Last Year

QUICK TIPS )

The one certainty about the plan is that
it will be WRONG! y

&
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Now, how are you going to get there?

KARNAN
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Average Sale

S 83 . 65 month to date

-2% vs last year

-2% vs target

-5.39% YTD vs Last Year

Transactions

1’ 5 3 1 month to date

32% vs lastyear

26% vs target

20.6195 YTD vs Last Year

4 The only 2 ways to increase business...

1. Sell more to each customer
2. Sell to more customers
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Increasing the Average Sale
requires emphasis on what
capacity of the business?

1



Carpe Viam

A Training

| ASSOCIATES

2. Average Sales above $90 and UPT of 3

4. Training & Development as part of cultural DNA
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KARNAN
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Increasing the # of Transactions of
a business requires emphasis on
what capacity of the business?

1



Carpe Viam

AN Marketing

ASSOCIATES

*What specifically are you going to do to
improve marketing?
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N utS &_ BO ItS Sales Transactions Avg Sale

1 $  3,682.90 4 S 8769
2 $  2,593.43 36 S 7204
3 $  7,400.22 %0 §$§ 8222
. 4 $  1,758.15 20 $ 8791
D al I y S al e S 5 $  1,103.07 11§ 10028
6 S 4,064.49 47 S 8648
7 S 2,431.29 29 $ 8384
ASSOCIATES 2011 Dal Iy Sal es 8 $ 405162 38§ 10662
9 S 3,396.31 40 S 8491
10 $  3,684.26 38 $ 9695
11 $ 372848 34§  109.66
12 $  1,593.70 17§ 9375
13 $  2,477.80 28 S 8849
\ 14 S  2,886.28 36 $ 8017
15 $ 428118 38§ 11266
16 S 2,592.94 32 $ 8103
17 S 432490 49 $ 8826
Q uick Ti ps 18 $ 612237 60 $ 102.04
19 S 1,219.46 12§ 10162
S 3,304.70 44§ 7511
. S 2,448.57 29 S 8443
» Every day at closing & Sasod 45 S 8665
$  2,035.54 32 $ 6361
*Drives Average Sale $ 419405 53§ 79.3
\ J S 3,723.40 45 S 8274
S 2,477.06 23§ 107.70
$  3,027.09 38§ 7966
$  3,166.03 33 SERNO5.94
$  3,696.49 48 § 7701
S 7,284.06 79 S 9220
{ 3 i S  3,187.33 43§ 74.12
Month to date $ 105,836.34 S

Forecast S 105,836.34

Plan S 104,065.50

&
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The Rearview and the Windshield

KARNAN
ASSOCIATES

Turnover

3.7

-7% Footwear
1% Apparel

-30% Accessories

-10% vs Target

Months of Supply

2.9

(332) Footwear unit OTB
311 Apparel unit OTB

1% vs Target

1. Turnover tells you how you did... )
Cash Flow...
2. Months of Supply tells you what you need...

Meeting demand when you need it )
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KARNAN 1. Margins over 43% and Turn of 4 (GMROI of $3.00)

ASSOCIATES

(Retail Sales $ in aperiod)

Turnover Rate = -
Avg. Inventory @ Retail

Actual Months of Supply = (Projected Retail Sales $ in a period)

COH @ Retail




Nuts & Bolts
Inventory

6 months to average

*Turnover targets drive GMROI and MOS

*3is a magic number for both GMROI and MOS metrics

%

_/




Nuts & Bolts
Inventory

KARNAN
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Actual

Footwear Units Apparel Usits Cost Retall Footwear Cost Footwear Retall Appare! Cost Apparel Retail Accessories Cost Accessories Retall

2198 1774 § 252087 § 404721 § 134583 § 4378 4 3208 § 58233 § #5371 S
1,902 1495 § 190667 § ELY 106,967 's 194485 § 045§ 54,001 'S 62,‘55'5
1200 158§ 2676 § 399202 § 116995 $ wmae s B S 64276 § s ’s
1500 1583 § 206776 § 399,202 $ 116,595 's LB 5 3532 's 64,276 's 54,429'5
2000 1389 § 206776 § 399202 § 116995 $ LT § 35351 S 64,276 '_s san’s
2400 1400 § 28654 § 420500 § A § { ‘ :

136500 ' § 48,182 28000 S 50909 § 34154 S

Quick Tips
*The “KEY” to cash flow and return on investment

« If anything has had a birthday, YOU are paying IT to be there
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KARNAN _
ASSOCIATES Our Goal:

To quickly find the highest
price at which a product will
sell that will achieve our turn

expectation.

1



Carpe Viam
Hold vs. Sell
KARNAN
ASSOCIATES SailNEEN«1i; Q1 Q2 Q3 Q4 Total

Inv. @ cost  $1,.000 $1.000 $818 $669 $3,488
Sold @ retail $1,000 $1,818 $1.488 $1.339 $5645

Margin% 0%  45%  45% 50% 38%
Margin $$ $0 %818 9669 $669 %2 157
Hold  Qtr Q1 Q2 Q3 Q4 Total
Inv. @ cost  $1,000 $0 $0 $0 $1,000
Sold @ retall $0 $0 $0 $2.000 %2000
Margin% 50% 50% 50% 50%

Margin $$  ($1000)  $0 $0 $2.000 $1.000

&
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Managing your Real Estate: Think Units not
Dollars

KARNAN
ASSOCIATES

QUICK TIPS
® Footwear capacity: 2000 shoes
® Avg. Retail: $100 X 2000 units = $200,000
® Annual Footwear Sales: $700,000
® Turns necessary to justify investment: 3.5

\\‘ Minimum Annual Sales per Style: 42 pair /

Question?

What should the average inventory be to have an annual turn of 4?
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The ‘Kiss on the Forehead’ test

KARNAN
ASSOCIATES

- Gross Margin Return on Investment (GMROI)

Gross Margin Return on Employees (GMROE)

70% of your expenses go towards

Inventory and Payroll




H —
Carpe Viam

The ‘Kiss on the Forehead’ test

KARNAN
ASSOCIATES

2 . 88 last month

Everything has to pay you back A

1. Your Product
2. Your Employees

-
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Return on Inventory Investment

KARNAN
ASSOCIATES

Annual GM$ 450,000
Average Inventory @ Cost $150,000

$3.00 RO

1. Margins over 43% and Turn of 4 (GMROI of $3.00)




Carpe Viam
Footwear Buying

KARNAN
ASSOCIATES

Footwear 2011

Nov 11 Annual
Begin Inventory 3066 3576 3134 2433 2130 2074 2,400 3066
Units Sold 1005 1543 1324 1019 773 626 6,196 6,290 12,486
Units Booked f 1215 . 901 . 523 . 416 ’ 416 ’ 416 5,981 3,888 9,869
Units At Once 0 0 0 0 0 0 (119) 0] -119
S Booked § 72,034 S 53,38 S 300990 5 24688 S§ 24688 S 24688 S 354,567 S 230,477 $§ 585,044
S At Once $ = & = & = & - S - S - $ (7075) § - § (7,079
% Booked 100% 100% 100% 100% 100% 100% 102% 100% 101%
Ending Inventory 3,576 3,134 2,433 2,130 2,074 2,364
Target Inventory 3,886 3,116 2,418 2,193 2,092 2,956
Units Needed 310 (18) (15) 63 18 592
COGS Needed S 18,351 S (1,077) § (860) S 3,716 S 1,077 S 35,070
Sales Retail$ $101,945 $156,527 $134,256 $103,351 578,396 $63,538 5628,427 $638,013 51,266,440

Target Booking Units
r

Booking Adjustment® 300 200 100 300 300 500 2,700 1,700 4,400

Final Booked Total 1515 1101 623 716 716 916 6,981 5,588 12,569

*Your Top 40 represent at least 70% of your business

Start Vendor Agnostic
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Apparel

Begin Inventory

Units Sold

Units Booked

Units At Once

S Booked

S At Once

% Booked

Ending Inventory

Target Inventory

Units Needed

COGS Needed

Sales Retail$
Target Booking Units

Target Booking %

Jul11

1625

460

857

0

$ 17,829
5 -

100%

2,022

2,470

448

$ 9,320

$15,071

857

110%

2022

477

874

0

$ 18,183
5 -

100%

2,420

2,851

432

$ 8979

$15,629

874

110%

Carpe Viam

Apparel Buying

S
5

5

Sep 11
2420
420

858
0
17,850
100%
2,858
2,817
(41)
(843)
$13,758
858
100%

Oct 11
2858

779

332

0

$ 6,907
100%
2,411
2,342

(69)

S (1,432)
$25,538

100%

Nov 11
2411
795
305

$ 6,345
100%
1,921
2,316
395

$ 8221

$26,056
305
100%

Dec 11
1921
858

L
819

0

$ 17,039
5 -

100%

1,882

2,116

234

$ 4,865

$28,114

Q1-Q2
1,400
2,760
6,995

36
$61,372 §

S 740 §

99%

590,493

3,133

1625
3,788
4,045

84,153

100%

5124,165

2011

Annual

6,548
11,040
36
$145,525
$ 740
100%

5214,658
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Return on Employee Investment

KARNAN
ASSOCIATES

Annual GM$ 450,000
Annual Payroll* $150,000

*Does not include owner compensation

$3 per Employee

Cost Analysis )
’: *Hiring & Firing direct reports

*Managing Payroll

«Compensation plans J




Buy-Present-Sell
Barriers to Success

KARNAN

LEERELUSEE o | ack of buy-in from Ownership/Management
e [t’s too hard

e [ don’t have time

e | will be fine without it

e |ack of buy-in from Staff
¢ Projection of personal values on the customer
¢ Old guard employees resist change
e Qut of comfort zone

e Poor Selling Culture
¢ | give the customer what they think they need—nothing more
e Clinical fitting process on footwear
e One on One selling environment




KARNAN Create A Rally Cry!

ASSOCIATES

“Carpe Viam”

«“What do you sell?” h
*“What makes you special?”
*“What will give you what it takes?” )
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The Retall Dashboard allows you to
get & stay in control

KARNAN Download at www.irra.orq.
ASSOCIATES

LS
- ~

Karnan Associates Retail Dashboard

KARNAN
ASSOCIATES

Highland 2

Select Depts

YTD Sales vs. Plan

18.53% vs Last Year

L ! !
YTD Margin vs. Plan Month of Supphy

3.99

O ¥Man

0 Wo

7,427 vs Lot Vet



http://www.irra.org/

Carpe Viam

Return on Employee Investment

KARNAN
ASSOCIATES

Annual GM$ 450,000
Annual Payroll* $150,000

*Does not include owner compensation

$3 per Employee

Cost Analysis )

’: *There are no hard and fast rules

*There are many rules of thumb

*No 2 structures look the same Y,




Carpe Viam

KARNAN
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What is Culture?
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KARNAN
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Culture iIs defined b
—_— y

"the Way we do things around here”
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~— The What + The Who
equals
the way”
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The 5 Ingredients to Special

1. Margins over 43% and Turn of 4 (GMROI of $3.00)

2. Average sale over $90 and a UPT of 3

3. Apparel pushing 20% of total sales

4. Training & Development as part of cultural DNA

5. Proactive and Integrated marketing campaign/calendar
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3 Legs of Business

=\

Back of
House

* Avg. Sale and UPT
* Apparel @ 20% « Turnover and Margins
* Training & Development

Front of
House

~_

KARNAN
ASSOCIATES

» Marketing Campaign ]

Outside of
House

1
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KARNAN
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“Man is the only animal who
runs faster when he has lost
his way”

~Rollo May, Psychologist
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THREE LEGGED STOOL
Rocks of Responsibility

Front of House
Outside Sales
Cashiers
Rentals
Sales
Customer Service
Special Orders
Till Management
Store Opening Tasks
Store Closing Tasks
Race Registration
In-Store Event Execution
Sales Floor Management
Client Telling

Product Training

A Assigned Rocks
C Unassigned Rocks that are getting done (no Champion)

Back of House
Shipping
Creating OTB budget
Inventory Management
Transfers
Accounting
Accounts Payable
Continuing Education
Scheduling
Interviewing
Employee Training
Employee Development
Stocking
Returns
Reporting
Payroll
Facility Management
In-Store Presentation
Footwear Future Purchasing
Apparel Future Purchasing
Footwear At Once
Apparel At Once
Accessory Purchasing
Sales Planning
Long Term Planning
Data Integrity

Outside House
Email Marketing
Customer Database
Website
Facebook
Twitter
Blogs
4 Wall Marketing
Outside Event Planning
Outside Event Execution
Professional/Doctor Programs
Brochures
Store Collateral
Graphic Design
Content/Copywriting
Classes
Training
B2B affiliations
Athlete Sponsorships
Charitable Sponsorships
Event Sponsorships
Ambassador Programs

tlhdhassieghedgRoOtk®mgt danearen’t get

Unmarked Rocks are assigned to a Champion and are getting done




Q Front of the House

KARNAN
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Outside Sales
Cashiers
Rentals

Sales

Customer Service
Special Orders
Till Management

Store Opening Tasks
Store Closing Tasks
Race Registration
In-Store Event
Execution

Sales Floor
Management

Client Telling
Product Training
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Back of the House

Shipping

Creating OTB budget
Inventory Management
Transfers

Accounting

Accounts Payable
Continuing Education
Scheduling
Interviewing

Employee Training
Employee Development
Stocking

Returns

Reporting

Payroll

Facility Management
In-Store Presentation
Footwear Future
Purchasing

Apparel Future
Purchasing

Footwear At Once
Apparel At Once
Accessory Purchasing
Sales Planning

Long Term Planning
Data Integrity
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Outside the House

Email Marketing
Customer Database
Website

Facebook

Twitter

Blogs

4 Wall Marketing
Outside Event Planning
Outside Event Execution
Professional/Doctor
Programs

Brochures

Store Collateral

Graphic Design
Content/Copywriting
Classes

Training

B2B affiliations

Athlete Sponsorships
Charitable Sponsorships
Event Sponsorships
Ambassador Programs
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Rock Assignment

Q)

KARNAN
ASSOCIATES Assigned/Getting Done Assigned/Not Getting Done

(Blank) (A)

Double
Assigned

(2)

Unassigned/Getting Done UnaSS|gng(2|)/r|]\|eot Getting

(C) )
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Employee Compensation

What is your typical hourly starting wage?
Average = $9.04

] ] I ] ]
. T . T T . T T .

$7.50 §1.75 $8.00 $8.50 $9.00 $9.50

71
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Specialty Nuts & Bolts

Employee Compensation

What is your average hourly wage?

Average = $11.78

10%
5% 5% 5% 5% I
J . . I I . I . I . I . I . . . l

$9.50 $10.00 $10.50 $11.00 $11.25 $12.00 $12.50 $12.75 $13.00 $14.00 $16.00

5% 5% 5% 5%
T
10.

72
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Specialty Nuts & Bolts

Employee Compensation

What % of your payroll consists of salaried employees
(excluding ownership)?

35%

Average = 24.01%

20% 20%
10%
5% 5%
T T T T T T T
0% 1-10%:

10-20% 20-30% 30-40% 40-50% 50-60%

73
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Specialty Nuts & Bolts

Employee Compensation

What is your starting base salary?

47%

Average = $28.2K
27%
] ] I ]

<510K 510-<520K S20K-<530K $30K-<540K 540-<550K

74
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Specialty Nuts & Bolts

Employee Compensation

What is the salary of your highest paid employee?

24% 24%

24
Average = $45.4K
12% 12%
I 6%
530K $30-<540K

S40K-<S50K $50K-<560K $60-<570K STOK+

75
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Specialty Nuts & Bolts

Employee Compensation

What was your total payroll as a % of revenue in 2009
(including payroll taxes and bonuses, but excluding owner’s
comp, health care, and 401K)?

47%

Average = 14.24%

18%
12%
. ]
. . . - .
20%<25% 25%+

15%-<20%

<10%

76
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Every Rock has a Price Tag
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Specialty Running Store Organizational Structure

KARNAN Ms;rﬁg Ovperations
ASSOCIATES

Web Site
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Bonus Payouts
Reward what they Control

KARNAN

ASSOCIATES Sales » Average Sale

Assoclates * UPT (Units per Transaction)

* Revenue
» Average Sale

Floor Manager

« GMROI
Buyers * Revenue
Senior * Margin

Manager - GMROE

\YETE I a[o B - Transactions

=
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KARNAN
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My Goals for You
1. Go home with a plan
2. Be excited for change
3. To make a difference

4 h

\l//

s

S Write down every question.

Don’t leave until you have answered it?

___ y
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