CHAPTER 6

Retail Financial Modeling with
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& Level: Intermediate

Learning Objectives

e Understand the key financial characteristics of the retail industry, including high
inventory turnover, thin margins, and seasonal revenue patterns

e C(Calculate and interpret the eight core retail KPIs: Same-Store Sales (SSS), GMROI,
Inventory Turnover, Shrinkage Rate, Gross Margin, Traffic, Conversion Rate, and
Average Transaction Value

e Build a complete retail financial model using , covering store-level economics,
same-store sales decomposition, and inventory optimization

e Apply the DARE framework (Define, Ask, Refine, Evaluate) to construct precise,
context-rich prompts for retail analysis

o Use to perform peer comparison, seasonal forecasting, and store rollout

modeling for retail companies



6.1 Retail Industry Overview

The retail sector is one of the largest and most diverse segments of the global economy. It
encompasses businesses that sell finished goods directly to consumers through physical
stores, e-commerce platforms, or omnichannel combinations. Retail financial modeling
requires a specialized toolkit because the industry operates with fundamentally different

economics than manufacturing, technology, or financial services.

Three characteristics define retail finance: (1) extremely high inventory turnover relative
to other sectors, with leading retailers turning over their entire inventory 8 to 12 times per
year; (2) thin net profit margins, typically ranging from 2 to 5 percent for general
merchandise retailers; and (3) pronounced seasonal revenue patterns, with many retailers

generating 25 to 40 percent of annual sales during the fourth-quarter holiday season.

Source: Damodaran, A., Sector Data — Retail (General & Online), NYU Stern, updated annually. Available at

pages.stern.nyu.edu/~adamodar/.

Unlike capital-intensive industries where fixed assets dominate the balance sheet, retail
companies are defined by their working capital management. The efficiency with which a
retailer purchases, stores, and sells inventory is the single most important determinant of
financial performance. A retailer that turns inventory faster generates more revenue per

dollar invested in stock and requires less working capital financing.

Core Retail KPIs

The following eight key performance indicators form the foundation of retail financial
analysis. Every retail model should track these metrics, and every prompt to Claude for

retail analysis should specify which KPIs are relevant to the analysis.

KPI Formula Interpretation
Same-Store Sales (SSS) (Current Period Sales — Prior Period | Measures organic growth from
Sales) / Prior Period Sales existing stores, excluding new

openings. Positive SSS indicates

pricing power or volume growth.

GMROI (Gross Margin Return on | Gross Margin / Average Inventory Measures profit generated per dollar
Inventory) Cost invested in inventory. A GMROI




above 2.0 is generally considered

healthy for general merchandise.

Inventory Turnover

COGS / Average Inventory

Indicates how many times inventory
is sold and replaced per period.
Higher turns suggest efficient

inventory management.

Shrinkage Rate

(Recorded Inventory — Actual
Inventory) / Recorded Inventory

Measures inventory loss from theft,
damage, or administrative error.
Industry average is approximately

1.4% of sales.

Gross Margin

(Revenue — COGS) / Revenue

Percentage of revenue retained after
direct product costs. Varies widely
by sub-sector (grocery: 25-30%;
apparel: 50-60%).

Traffic (Footfall)

Total store visits in a given period

Measures customer engagement
with physical locations. Tracked via
door counters, Wi-Fi analytics, or

POS timestamps.

Conversion Rate

Number of Transactions / Number

of Store Visits

Percentage of visitors who make a
purchase. Typical range: 20-40%

for specialty retail; varies by format.

Average Transaction Value (ATV)

Total Revenue / Number of

Transactions

Measures the average dollar amount
spent per purchase. Also called
Average Basket Size or Average

Ticket.

Source: National Retail Federation (NRF), Retail Metrics & KPI Guide. nrf.com. Shrinkage data from NRF National

Retail Security Survey.

Revenue Drivers in Retail

Retail revenue is driven by three primary factors that analysts must model separately:

store count growth, same-store sales performance, and e-commerce channel mix. Total

revenue can be decomposed as follows:

Total Revenue = (Existing Store Count x Average Revenue per Store x (1 + SSS Growth)) +

(New Stores x Average Revenue per Store x Ramp-up Factor) + E-commerce Revenue



Store count growth is the most straightforward driver: the company opens new locations
and each store contributes incremental revenue. However, analysts must model a ramp-up
period for new stores, which typically achieve only 70 to 85 percent of mature-store

productivity in their first year of operation.

Same-store sales growth isolates organic performance by measuring revenue changes at
locations open for at least 12 months (some retailers use 13 or 14 months). SSS itself can

be decomposed into its component drivers:

SSS Growth = Traffic Growth x Conversion Rate Change x ATV Change

This decomposition is critical because it reveals whether growth is driven by more
customers entering stores (traffic), a higher proportion making purchases (conversion), or
customers spending more per visit (ATV). Each driver has different strategic implications

and sustainability characteristics.

E-commerce mix has become increasingly important, with online sales representing 15 to
25 percent of total retail sales for many omnichannel retailers. Modeling the e-commerce
channel requires separate assumptions for customer acquisition cost, fulfillment expense,

and return rates, which can differ significantly from in-store economics.

Source: U.S. Census Bureau, Quarterly Retail E-Commerce Sales; NRF Annual Retail Forecast.
Cost Structure

Retail cost structure is dominated by Cost of Goods Sold (COGS), which typically
represents 60 to 75 percent of revenue for general merchandise retailers and as much as
70 to 80 percent for grocery retailers. The remaining cost structure breaks down as

follows:

e COGS (60-80% of revenue): Direct product costs including purchase price, freight-
in, and vendor allowances. This is the single largest cost component and the primary
determinant of gross margin.

e Selling, General & Administrative (SGA) (18-28% of revenue): Store labor,
corporate overhead, marketing, and technology. Store labor alone can represent 10—

15% of revenue.



e Rent and Occupancy (5-10% of revenue): Lease payments, common area
maintenance (CAM), property taxes, and utilities. This is largely a fixed cost that
creates operating leverage.

e Depreciation & Amortization (2—4% of revenue): Depreciation of store build-outs,
fixtures, equipment, and technology investments. Higher for retailers with recent
expansion or renovation programs.

e Shrinkage and Loss Prevention (1-2% of revenue): Inventory losses from theft (both
internal and external), damage, spoilage (for grocery/perishable), and administrative

counting errors.

Source: Damodaran, A., Operating Margins by Sector, NYU Stern. Grocery margins per FMI — The Food Industry

Association.



6.2 Deep-Dive: Building a Retail Financial Model with
Claude

This section walks through the construction of a comprehensive retail financial model
using Claude. The model covers store-level economics, same-store sales decomposition,
inventory optimization, and a consolidated income statement projection. We apply the
DARE framework (Define the context, Ask the right question, Refine the output,
Evaluate the results) at each stage to ensure the prompts produce accurate, actionable
output.

DARE Framework: as introduced in Chapter 2 of this book.

[Demonstration Example — Hypothetical Data]

Throughout this section, all numerical examples use hypothetical data for illustrative
purposes only. No reference is made to any real company. The model structure and

methodology, however, reflect standard industry practice.

Step 1: Defining the Model Scope (DARE — Define)

Before writing any prompt, the analyst must define the scope, format, and context. For a
retail model, this means specifying: the retail sub-sector (e.g., specialty apparel, grocery,
home improvement), the number of historical years and forecast years, whether the model
includes store-level detail or only consolidated financials, and which KPIs are most

relevant.

¢ Chat Prompt — Model Scope Definition

I am building a 5-year retail financial model for a hypothetical
specialty apparel retailer with 150 existing stores. I need you to create
a model framework that includes:

1. Store-level economics (revenue per square foot, 4-wall EBITDA)

2. Same-store sales decomposition (traffic x conversion x ATV)

3. Inventory modeling (turns, days inventory outstanding, GMROI)

4. Consolidated income statement with gross margin, SGA, EBITDA, and net
income

5. New store rollout schedule (20 new stores per year)



Please use standard retail industry assumptions for a mid-market
specialty apparel retailer. Label all data as hypothetical demonstration

values.

Expected Output: A structured model framework with labeled sections, assumption tables, and formulas.
Claude should provide a complete set of assumptions organized by category (store economics, sales

drivers, cost structure, inventory parameters) and a year-by-year projection template.

Refinement: Ask Claude to add sensitivity tables for SSS growth rate (+/- 200 bps) and gross margin (+/-
150 bps) to stress-test the base case.

Step 2: Store-Level Economics

The foundation of any retail model is store-level economics. Each store is a profit center,
and the model must capture the revenue and cost drivers at the individual store level

before rolling them up into consolidated financials.
The key store-level metrics are:

e Revenue per Square Foot: Total store revenue divided by selling square footage. This
is the most widely used measure of retail productivity. Industry averages range from
$150-$300/sqft for specialty retail to $500-$600/sqft for high-performing luxury
retailers.

o 4-Wall EBITDA: Store-level EBITDA that includes only costs directly attributable to
the store (COGS, store labor, rent, utilities, shrinkage) and excludes corporate
overhead and marketing. Also called store-level contribution margin.

e 4-Wall EBITDA Margin: 4-Wall EBITDA divided by store revenue. Typical range
for specialty retail is 18-25%. A store with 4-wall EBITDA margin below 10% is
generally a closure candidate.

e Payback Period: The time required for cumulative 4-wall EBITDA to recover the
initial build-out investment. Retailers typically target a payback period of 2-3 years

for new stores.

Source: ICSC (International Council of Shopping Centers), U.S. Mall Productivity Benchmarks;, NRF Operating

Results Survey.

& API Prompt — Store-Level Economics Model



{"role": "user", "content": "You are a senior retail financial analyst.
Build a store-level economics model for a hypothetical specialty apparel
retailer. Use the following parameters for each store:\n- Average selling
area: 4,500 sqft\n- Revenue per sqft: $275 (Year 1, growing at SSS
rate)\n- COGS: 48% of revenue\n- Store labor: 12% of revenue\n-
Rent/occupancy: 8% of revenue\n- Other store costs: 3% of revenue\n-
Store build-out cost: $1.2M per location\n\nCalculate: annual store
revenue, gross margin, 4-wall EBITDA, 4-wall EBITDA margin, and payback
period. Show results for Years 1-5 with SSS growth of 3% annually. Label

all figures as hypothetical demonstration values."}

Expected Output: A year-by-year store-level P&L showing revenue, COGS, gross profit, store operating
expenses broken out by category, 4-wall EBITDA, 4-wall EBITDA margin, cumulative EBITDA, and

payback achievement year.

Refinement: Request Claude to add a scenario showing the impact of a 200 bps rent increase and a 100

bps decline in SSS on the payback period.

Step 3: Same-Store Sales Decomposition

Same-store sales is the most closely watched metric in retail equity analysis. It strips out
the effect of new store openings to reveal the organic health of the existing store base.

Analysts decompose SSS into its three component drivers to diagnose performance:

SSS Growth = (1 + Traffic Growth) x (1 + Conversion Rate Change) x (1 + ATV Change) —
1

Each component tells a different story. Traffic growth indicates brand relevance and
marketing effectiveness. Conversion rate improvement suggests better merchandising,
store layout, or customer service. ATV increases reflect successful pricing strategies,

product mix shifts toward higher-priced items, or effective upselling and cross-selling.

A healthy SSS profile combines moderate traffic growth (1-3%) with stable or improving
conversion and gradual ATV increases driven by mix rather than pure price inflation.
SSS growth driven entirely by price increases (reflected in ATV) with declining traffic is

a warning sign of eroding brand relevance.

¢ Chat Prompt — SSS Decomposition Analysis



Decompose the following hypothetical same-store sales results for a

specialty retailer:

Year 1 (Base): Traffic = 125,000 visits, Conversion = 32%, ATV = $58
$61
$64

Year 2: Traffic

121,250 visits, Conversion = 33.5%, ATV
Year 3: Traffic

118,825 visits, Conversion = 34.2%, ATV

For each year, calculate: (1) total transactions, (2) total store
revenue, (3) SSS growth rate, (4) contribution of each driver (traffic,
conversion, ATV) to SSS growth. Provide a diagnostic interpretation of

the trends. All data is hypothetical for demonstration purposes.

Expected Output: 4 table showing the decomposition for each year with calculated SSS growth and the
percentage contribution of each driver. The interpretation should note the traffic decline offset by

conversion and ATV improvements, and discuss sustainability.

Refinement: Ask Claude to project Years 4-5 under two scenarios: (a) traffic stabilizes, (b) traffic decline

accelerates to —4% per year.

Step 4: Inventory Modeling

Inventory management is the operational heart of retail. A retailer that carries too much
inventory ties up working capital, increases shrinkage risk, and faces markdowns. A
retailer that carries too little loses sales through stockouts. The model must balance these

opposing forces.
The three core inventory metrics are interconnected:

e Inventory Turnover = COGS / Average Inventory. Measures how efficiently
inventory is sold. Higher is generally better, but extremely high turns may indicate
understocking.

e Days Inventory Outstanding (DIO) = (Average Inventory / COGS) x 365. Translates
turnover into days. Specialty retail typically targets 60—90 days; grocery targets 20—
30 days.

e  GMROI = Gross Margin Dollars / Average Inventory Cost. Combines margin and
turnover into a single profitability measure. A GMROI of 3.0 means the retailer earns

$3 of gross margin for every $1 invested in inventory.



The relationship between these metrics is: GMROI = Gross Margin Percentage x
Inventory Turnover. This means a retailer can achieve the same GMROI through high
margins with low turnover (luxury strategy) or low margins with high turnover

(value/discount strategy).

& API Prompt — Inventory Optimization Model

{"role": "user", "content": "Build an inventory optimization model for a
hypothetical retailer with the following parameters:\n\nAnnual COGS:
$594M (hypothetical)\nCurrent average inventory: $99M\nCurrent gross
margin: 52%\nCurrent shrinkage rate: 1.6%\nTarget inventory turnover
improvement: +0.5 turns over 3 years\n\nCalculate: (1) Current inventory
turnover, DIO, and GMROI; (2) Projected metrics for each year as turnover
improves; (3) Working capital freed up by the inventory reduction; (4)
Impact on shrinkage assuming shrinkage declines proportionally with lower
inventory levels; (5) Net benefit to EBITDA from the inventory
optimization program. Label all data as hypothetical demonstration

values."}

Expected Output: 4 multi-year inventory optimization schedule showing the progression of turns, DIO,
GMROI, average inventory level, working capital freed, shrinkage savings, and cumulative EBITDA
benefit. The model should show that improving turnover by 0.5 turns frees significant working capital and

reduces shrinkage losses.

Refinement: Request Claude to add a chart-ready data table and discuss the trade-off between inventory

reduction and potential lost sales from stockouts.

Step 5: Consolidated Income Statement Projection

The final step rolls store-level economics into a consolidated income statement that
accounts for corporate overhead, new store openings, and e-commerce contribution. This
is where the DARE framework's Evaluate step is critical: the analyst must cross-check

the model's output against industry benchmarks to ensure the projections are realistic.

O Chat Prompt — Consolidated Retail Model

Using the store-level economics and SSS assumptions from the previous
steps, build a 5-year consolidated income statement for a hypothetical

specialty apparel retailer with the following rollout plan:



Year 1: 150 existing stores + 20 new stores
Year 2: 170 existing stores + 22 new stores
Year 3: 192 existing stores + 24 new stores
Year 4: 216 existing stores + 25 new stores

Year 5: 241 existing stores + 25 new stores

Additional assumptions:

- SSS growth: 3% annually for existing stores

- New store ramp-up: 75% of mature store revenue in Year 1, 90% in Year 2
- E-commerce: 18% of total revenue, growing to 24% by Year 5

- Corporate SGA: 5% of total revenue

- D&A: 3% of revenue

Show: Revenue, COGS, Gross Profit, Store Operating Expenses, Corporate
SGA, EBITDA, D&A, EBIT, Interest, EBT, Tax (25%), Net Income, and key

margins. All figures are hypothetical for demonstration purposes.

Expected Output: 4 complete 5-year income statement with percentage margins, year-over-year growth
rates, and a summary of revenue contribution by source (existing stores, new stores, e-commerce). The
model should show revenue growing from approximately $185M to $350M+ with stable or improving
margins.

Refinement: Ask Claude to add a revenue bridge chart showing the contribution of SSS, new stores, and e-

commerce to total revenue growth each year.

Note: All financial figures in this section are hypothetical and for demonstration purposes only. No reference is made

to any actual company.



6.3 Quick Reference Prompts for Retail Analysis

This section provides a library of ready-to-use prompts for common retail financial
analysis tasks. Each prompt is labeled for Chat or API use and includes the expected
output and refinement guidance. These prompts follow the DARE framework: each one
Defines the context, Asks a specific question, and includes guidance for Refining and

Evaluating the output.

Prompt 1: Same-Store Sales Trend Analysis

¢O Chat Prompt

Analyze the same-store sales trend for a hypothetical retailer given the
following quarterly SSS growth rates over the last 8 quarters:

Q1-Y1: +4.2%, Q2-Y1: +3.8%, Q3-Y1: +2.9%, Q4-Y1l: +1.5%

Q1-Y2: +0.8%, Q2-Y2: -0.3%, Q3-Y2: -1.1%, Q4-Y2: -2.4%

Provide: (1) trend analysis with commentary on deceleration, (2)
potential causes for the deterioration, (3) what questions to ask
management on the next earnings call, (4) a framework for determining

whether this is cyclical or structural. All data is hypothetical.

Expected Output: A4 structured analysis identifying the deceleration pattern, listing potential causes
(macro headwinds, competitive pressure, brand fatigue, channel shift), suggested management questions,
and a cyclical-vs-structural diagnostic checklist.

Refinement: Request Claude to overlay the SSS trend against a macro indicator (e.g., consumer

confidence index) to contextualize the decline.

Prompt 2: Inventory Turnover Optimization

& API Prompt

{"role": "user", "content": "A hypothetical retailer has inventory
turnover of 5.2x versus a peer median of 6.8x. Average inventory is $11eM
with COGS of $572M. Gross margin is 48%. Calculate: (1) current DIO
versus peer DIO, (2) excess inventory in dollar terms, (3) GMROI gap
versus peers, (4) working capital that could be freed by reaching peer-
level turnover, (5) recommended action plan to close the gap over 8

quarters. All figures are hypothetical demonstration values."}



Expected Output: 4 quantified gap analysis showing the retailer carries approximately $26M in excess
inventory, with specific recommendations for improvement (SKU rationalization, markdown optimization,
vendor-managed inventory, demand forecasting improvements).

Refinement: Ask Claude to prioritize the recommendations by implementation difficulty and expected

impact, and to estimate the one-time markdown cost of liquidating excess inventory.

Prompt 3: Gross Margin Bridge Analysis

O Chat Prompt

Build a gross margin bridge for a hypothetical apparel retailer showing
the walk from Year 1 gross margin of 52.0% to Year 2 gross margin of
49.8%. The following factors contributed to the decline:

- Product mix shift toward lower-margin basics: -80 bps

- Increased promotional activity / markdowns: -110 bps

- Higher freight costs (inbound logistics): -45 bps

- Favorable vendor negotiations: +35 bps

- Shrinkage improvement: +20 bps

Present this as a waterfall bridge and provide strategic recommendations

for each line item to recover the lost margin. All data is hypothetical.

Expected Output: 4 structured margin bridge with each factor quantified, plus actionable
recommendations for margin recovery (e.g., shift product mix, reduce promotional cadence, renegotiate
freight contracts, continue shrinkage initiatives).

Refinement: Ask Claude to estimate the margin impact if the retailer reduces promotional events by 20%

and shifts 5% of product mix back toward higher-margin categories.

Prompt 4: Seasonal Revenue Forecasting

& API Prompt

{"role": "user", "content": "Build a quarterly revenue forecast model for
a hypothetical department store retailer with the following seasonal
pattern:\nQl: 20% of annual revenue\nQ2: 22% of annual revenue\nQ3: 23%
of annual revenue\nQ4: 35% of annual revenue (holiday season)\n\nTotal
Year 1 revenue: $1.8B (hypothetical)\nAnnual growth forecast: 4% per
year\n\nProject quarterly revenue for Years 2-4. Include: (1) quarterly
revenue in dollars, (2) year-over-year growth by quarter, (3) working

capital implications of the seasonal inventory build for Q4, (4) staffing



cost implications of seasonal labor for Q4. All data is hypothetical

demonstration values."}

Expected Output: A quarterly revenue schedule for three years with seasonal adjustments, YoY growth
rates per quarter, a discussion of the Q3 inventory build-up needed to support Q4 sales (typically 30—40%
above normal inventory levels), and estimated seasonal labor costs (15—25% headcount increase for the
holiday season).

Refinement: Request Claude to model the downside scenario where Q4 holiday sales come in 10% below

forecast, including the markdown and inventory carryover impact on Q1.

Prompt 5: New Store Rollout and Unit Economics

O Chat Prompt

Build a new store rollout model for a hypothetical fast-casual restaurant
chain planning to open 30 locations per year for 3 years. For each store:
- Build-out cost: $850K

- Average unit volume (AUV): $1.6M at maturity

- Ramp schedule: 65% of AUV in Year 1, 85% in Year 2, 100% from Year 3

- Restaurant-level margin: 22% at maturity

- Pre-opening costs: $45K per location

Calculate: total capex by year, incremental revenue by vintage,
consolidated restaurant-level profit, payback period per store, and
return on invested capital (ROIC) for the rollout program. All data is

hypothetical for demonstration purposes.

Expected Output: A vintage-based rollout model showing stores opened by year, revenue contribution by
vintage (accounting for ramp-up), aggregate restaurant-level profit, cumulative capex, and program-level
ROIC. The model should show payback in approximately 2.5-3 years per store.

Refinement: Ask Claude to model a scenario where 10% of new locations underperform (achieving only

70% of target AUV at maturity) and assess the impact on program ROIC.

Prompt 6: Retail Peer Comparison Framework

& API Prompt

{"role": "user", "content": "Create a comprehensive peer comparison
framework for analyzing specialty retail companies. The framework should
include:\nl. Operating metrics: SSS growth, revenue per sqft, conversion

rate, ATV\n2. Profitability metrics: gross margin, EBITDA margin, net



margin, ROIC\n3. Efficiency metrics: inventory turnover, GMROI, DIO,
asset turnover\n4. Growth metrics: store count growth, e-commerce
penetration, total revenue CAGR\n5. Valuation metrics: EV/EBITDA, P/E,
PEG ratio, EV/Revenue\n\nFor each metric, provide: (a) the formula, (b)
what good vs. poor looks like for specialty retail, (c) which peer group
to use as benchmark. Use published industry benchmarks where available

and note where current data should be verified."}

Expected Output: A comprehensive comparison matrix organized by category, with formulas, benchmark
ranges based on published data, and guidance on peer group selection. The output should note that specific
benchmarks should be verified with current data sources (Damodaran, NRF, company filings).
Refinement: Ask Claude to create a scoring rubric that weights each metric by importance for specialty

retail investment analysis.

Prompt 7: E-commerce Channel Profitability

O Chat Prompt

Analyze the profitability differences between in-store and e-commerce
channels for a hypothetical omnichannel retailer. Use the following

assumptions:

In-Store: Gross margin 54%, fulfillment cost 0% (customer self-serves),
return rate 8%, rent/occupancy 8% of revenue
E-commerce: Gross margin 54%, fulfillment/shipping cost 12% of revenue,

return rate 22%, rent/occupancy 2% of revenue (warehouse)

Calculate the effective net margin by channel after accounting for
fulfillment costs, returns processing costs ($8 per return), and customer
acquisition costs (in-store: $5/customer, e-commerce: $18/customer). All

figures are hypothetical for demonstration purposes.

Expected Output: A channel-level P&L comparison showing that despite identical gross margins, in-store
profitability typically exceeds e-commerce by 5—10 percentage points due to higher fulfillment, return, and

acquisition costs in the digital channel.
Refinement: Ask Claude to calculate the break-even fulfillment cost at which e-commerce profitability

matches in-store, and discuss strategies for closing the gap (ship-from-store, BOPIS, reducing return

rates).



Prompt 8: Markdown and Clearance Strategy

& API Prompt

{"role": "user", "content": "Model a markdown optimization strategy for a
hypothetical apparel retailer with the following seasonal inventory
data:\n\nEnd-of-season inventory to clear: $45M at cost
(hypothetical)\nOriginal retail value: $94M\nCurrent sell-through rate:
62% at full price\n\nModel three clearance strategies:\nStrategy A:
Single 40% markdown at end of season\nStrategy B: Graduated markdowns
(20% after 4 weeks, 40% after 8 weeks, 60% after 12 weeks)\nStrategy C:
Flash sale event (50% off for 3 days) + off-price channel for
remainder\n\nFor each strategy, calculate: total recovery dollars,
recovery rate vs. original retail, gross margin on clearance sales, and
inventory remaining to donate/destroy. All data is hypothetical

demonstration values."}

Expected Output: A comparison table showing recovery dollars, recovery rate, clearance gross margin,
and residual inventory for each strategy. Strategy B (graduated markdowns) typically recovers the most

total dollars, Strategy C clears inventory fastest but at lower recovery.
Refinement: Ask Claude to add the time-value-of-money consideration: holding inventory for 12 weeks of

graduated markdowns has an opportunity cost (carrying cost, warehouse space) that may favor Strategy C

despite lower gross recovery.



6.4 Retail Financial Modeling Cheat Sheet

The following table provides a quick-reference guide to the most important retail

financial formulas and their industry benchmarks. All benchmarks are drawn from

published sources and should be verified with current data before use in live analysis.

Metric

Formula

Benchmark Range

Source / Notes

Same-Store Sales

(Current Period Sales —

2-5% (healthy); <0%

NRF; company filings.

Growth Prior Period Sales) / Prior | (concern) Definition varies (12-14
Period Sales months).
GMROI Gross Margin $ / Avg 2.0-4.0 (general merch); NRF Retail Metrics

Inventory Cost

1.5-2.5 (grocery)

Guide. Higher = more

efficient inventory.

Inventory Turnover COGS / Average 4-8x (specialty); 12-18x Damodaran sector data.
Inventory (grocery) Varies widely by sub-
sector.
Shrinkage Rate (Book Inventory — 1.0-1.8% of sales NRF National Retail
Physical Inventory) / Security Survey.

Book Inventory

Conversion Rate

Transactions / Store Visits

20-40% (specialty); 80%+
(grocery)

[Industry average —

verify with current data]

Revenue per Square

Foot

Total Store Revenue /

Selling Sqft

$150-$300 (specialty);
$400-$600 (luxury)

ICSC; company filings.

Excludes non-selling area.

4-Wall EBITDA Margin

Store-Level EBITDA /

Store Revenue

18-25% (specialty); 5-8%
(grocery)

Company filings; NRF
Operating Results.
Excludes HQ costs.

Gross Margin

(Revenue — COGS) /

Revenue

25-35% (grocery); 50—
60% (apparel)

Damodaran sector

margins, NYU Stern.

Average Transaction

Value

Total Revenue / Total

Transactions

Varies by sub-sector

[Industry average —

verify with current data]

Sources: Damodaran, A., Margins by Sector, NYU Stern (pages.stern.nyu.edu/~adamodar/); NRF National Retail

Security Survey,; ICSC U.S. Shopping Center Census.




Additional Formulas for Retail Modeling

Beyond the core KPIs, the following formulas are frequently used in retail financial

models:

e Days Inventory Outstanding (DIO) = (Average Inventory / COGS) x 365

e Sell-Through Rate = Units Sold / (Units Sold + Ending Inventory Units)

e Stock-to-Sales Ratio = Beginning-of-Month Inventory / Monthly Sales

e Customer Acquisition Cost (CAC) = Total Marketing Spend / New Customers
Acquired

e Customer Lifetime Value (CLV) = Average Annual Spend x Gross Margin % x
Average Customer Lifespan (years)

e Rent-to-Sales Ratio = Annual Rent / Annual Store Revenue (target: <10%)

e Labor Productivity = Revenue / Total Labor Hours

¢ Open-to-Buy (OTB) = Planned Purchases — (On Order + On Hand — Planned Sales —
Planned Markdowns)

Note: All formulas above are standard retail finance formulas as documented in retail management textbooks and

industry practice guides.



Key Takeaways

e Retail financial modeling centers on three pillars: store-level economics, same-store sales
decomposition, and inventory management. Mastering all three is essential for building

credible retail models.

e Same-store sales (SSS) is the single most important retail KPI. Always decompose SSS into
its drivers (traffic, conversion, ATV) to diagnose the quality and sustainability of growth.

e  GMROI unifies gross margin and inventory turnover into one metric, revealing whether the
retailer earns adequate returns on its inventory investment. Target GMROI of 2.0+ for general
merchandise.

e The DARE framework (Define, Ask, Refine, Evaluate) ensures that every prompt to
includes sufficient context, asks a precise question, and produces output that can be validated
against industry benchmarks.

e Always cross-check model output against published benchmarks from NRF, Damodaran, and
ICSC. If the model produces margins or turnover ratios outside normal ranges, investigate
assumptions before proceeding.

e E-commerce profitability typically lags in-store profitability by 5—10 percentage points due to
fulfillment, return, and customer acquisition costs. Channel-level P&L analysis is essential

for omnichannel retailers.

e New store rollout models must account for the ramp-up period (typically 1-2 years to reach
mature-store productivity) and pre-opening costs to avoid overstating near-term revenue and
margins.

e Seasonal patterns in retail (especially the Q4 holiday concentration) have significant
implications for inventory planning, working capital, and staffing costs. Build seasonality

into every quarterly model.
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Alileall Haliall Slaye — Same-Store Sales (SSS)

O34l o)y — Inventory Turnover

Sy Gialel ¢ Al e silall — Gross Margin Return on Inventory (GMROI)
S / 83l Jaee — Shrinkage Rate

Aea¥) ol Jisla — Gross Margin

JL8Y) / ¢Dleall 4S s — Traffic / Footfall

Jisadll Jaea — Conversion Rate

Alalaall 2o Jows 5ia — Average Transaction Value (ATV)

e pB JS1 ol Y) — Revenue per Square Foot

il (5 gie e DAY 5 il puall 5 305l 3 #L Y — 4-Wall EBITDA

de bl gl 4S5 Cost of Goods Sold (COGS)

A Y15 A ganll g Al jiaddl — Selling, General & Administrative (SGA)
ddatll [ il — Markdown / Clearance

&l Jae — Sell-Through Rate

Glad) o5 384l obl — Days Inventory Outstanding (DIO)

Jaanll Clui€) &85 Customer Acquisition Cost (CAC)

<) gisl) daate 4 Jailh aadl — Omnichannel Retail

el [ ,alidl #) ddas — Store Rollout / Expansion

el Jlall Gl 5 Ao il — Return on Invested Capital (ROIC)

dams gall / (pams sall Jaaill — Seasonal Pattern / Seasonality
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