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CHAPTER I

INTRODUCTION

Purpose
The purpose of this study 1s to present some methods

and procedures the independent operator can follow in

locating and flnancling a super market. Thls thesis also
provides some sources of information which offer data and
help in locating and filnancing the operator's new market.

In the slte analysis sectlon of the study, the general
procedure of determining the trading area, the site within
the area, population characteristics, area buylng power,
competitor's volume, and prospective operator's volume have
been explalned with various methods of determining each
factor.

The purpose of this study 1s not to describe the one
ideal proceduré which should be used by the 1independent
operators when selecting a location, but rather to set forth
a general procedure which may be altered to fit individual
needs.

The section on flnance 1n thils thesls presents the
Ssources from which the independent operator may secure
capltal for the new store. This sectlion also provides
Some suggestions to the 1ndependent on how to approach and

secure capital through these financlal sources.



Need for the Study

There 18 a need for the independent operator to have
procedgres and methods to follow 1n locating a super market.
He must perform studies to determine a satisfactory location
for his market. Beilng able to select a good store site is
vital to the exlstence of the independent operator, because
he cannot afford the "trial and error" method.

Financing the new market 1s a prevailing problem with
the 1ndependént operator and there 1s a need to discover

the capital sources and furnish the 1ndependent with the

necessary financial assistance.

Sources of Data

The data for thils thesis was secured through personal
interviews with executives of wholesale and retall food
distributors. To this information has been added secondary
data from periodicals, personal correspondences, theses,

speeches, conventlon proceedings, government bulletlns, and

textbooks.

Limitations
The dynamic nature of the food business makes 1t im-

possible to present one 1deal procedure in locating a super
market, for every situation is different 1in some ways. The
scope of the study covers some suggested sources where the
independent can secure capital for the financing of his

location and also offers some suggestlons 1n securing this

capital.



CHAPTER II

PRELIMINARY CONSIDERATIONS

Selecting the Town
Generally, large companies use maps with the trading

areas delineated on them and indicate thelr stores with
pins. Thls makes 1t easy to ascertaln how well the company
1s represented 1in various areas; 1t also shows prospective
areas for store location where the company 1s not represented.
The head of the real estate department calls upon hils fleld

real estate men to supply him wlth detalls on territory

being consldered for new store location. Any additional

data 1s compiled 1in the central offices.
The average small independent 1s rarely 1in a posltion
to choose a town on the same basis the large company does.

He has nelther the staff nor the capital to study the merits

of possible new store locations. He usually does the natural

thing, that 1s seek a location in hls home town where he is

known and liked and where he is an active participant in

church, civic, and social affairs. Climate and health

factors can play a vital role in the choice of a town.
The small operator, in contemplating the location of
a store, may feel there 1s little purpose to making a

thorough evaluation of the town and 1ts characteristics;



nevertheless, he should evalute the town to the best of his
abllity and limited resources before deciding to open a
store. Valuable assistance 1s avallable to the small
operator who wlshes to make a sclentific selection of a town
in which to locate but who cannot afford the expense of
having a complete analysls made. Wholesalers and manu-
facturer-wholesalers offer assistance in advising the small
operator on store location.

This assistance varles, from advice given in the

office of one of the executlves, to carefully prepared

printed location ailds and forms on which to record

factual Information. Such material 1s then oriented

and analyzed by a consultant who works closely with

the prospective retailer until a final selectlion of

the site is made.l

Some assistance 1s free, but there 1s a charge for the most

complete service.

Competition

The amount and quallty of competition is one of the
most 1mportant factors to consider 1n selecting a town. It
may be unwise to locate 1In a section when too many good
super markets are located there. Conditlons may be favorable
for a new store 1f the present stores are not fully meeting
the needs of the people. Very few large chains stay out of

town because Qf competition if they can get the right

1Helen G. Canoyer, Selecting a Store Location, Market
Division, Office of DomesTIc Commerce, Economlc Services
No. 56 (Washington, D. C.: U. S. Department of Commerce,
1946), p. 3.




location at the right price, but they will study the com-
petition they are to meet.

The competition, the number of retallers in the super
market business, and thelr actual or estimated sales, must
be evaluated. 1In examinlng the extent of competition, con-
sideration must be given to other types of retail business
which handle some of the super market line. For example,
if the super market operator plans to include a health and
beauty aids'display in his establishment, he should consider
the competlitlion from varlety stores, drug stores, department
stores, et cetera. All of these take a portion of the
health and beauty aid business. Dellicatessen shops, fruit
stands, dairy stores, meat and fish stores, and others com-
pete for that consumer food dollar and rate some consider-
atlon from the operator in locating a prospective super
market.

Even though there may be a sufficient number of super
markets in a community, a new outlet may be located there,
planning to attract trade from the stores already situated
in the community.

The best way to obtain iInformation about the com-

petition is to visit the competing stores.

Population
The slze of a cilty 1n terms of population is important
In choosing a store location and federal census figures

covering population can furnish answers to the population
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question. There are certaln facts regarding population
that should be examlned carefully. What 1s the population
trend? 1Is 1t increasing or decreasing? What proportion of
the population of the trading area shops in the community
and what 1s thé population of the trading area? What
transportation facilities lead into the community? What
is the proximity to the nearest large town? Are there any
topographical conditions that might influence customer
traffic to and from the community? What 1s the nature of
the population? What nationalitles are represented? What
is the leading religlon? 1Is the community residential or
Industrial? The small buslness operator may be I1nterested
in a breakdown of the population by race, age, occupation,
and income. This could have a bearing on the sales volume.
Answers to these questions will iInform the small
buslinessman on the possible trends of populatlon and the
general characteristics of the prospective customers. The
answers may be found 1n source materlal, such as the
official census publication, chamber of commerce or board

of trade, and independent observation and study.

Other Important Factors

Questions in addition to those concerning populatlon

and competition must be asked and answered before choosing

2preston Robinson and Norris B. Brisco, Store Organiz-
ation and Operation (New York: Prentice-Hall Book Company,
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the proper town. They are:

Is the town predominantly lndustrial, agricultural
or commercial?

If industrial, is 1t old and well-established or
recent and uncertaln? ‘

. 1Is the predominant activity of the town seasonal
or continuous?

Is the town wealthy, well-to-do, moderately
well-off, or poor?

Are clivic assoclations 1in the town aggressive,
moderately active, or lnactive?

Is there good town spirit; that 1s, do the
residents cooperate on cilvic projects?

Is 1t a good town to live 1n with regard to
climate, schools, churches, banks, stores,
amusements, et cetera?

8. How large a trading area does the town have?

~N O U &/ Ww N+

3

The presence of some business clubs, whether buslness
bureau or a retail merchants' association, 1s an indication
of a live, energetlc, optimistic, aggressive community.

These groups may contribute business information.

3 _
Establishing and Operating Your Own Business,
Department of Commerce, Series No. 22 (washingtom, D. C.:
Department of Commerce, 1950), p. 14.



CHAPTER III

RETAIL TRADING AREA

Determining the Trading Area

There are differences of oplnion as to Just what is
implied by the term "retail trading area." 1In general, 1t
refers to a geographical area from whence retall patronage
1s derived. I. V. Find, a professor of business at the
University of Wisconsin, suggests that a retall trading
area should be "that area from which the community receives
approximately ninety per cent of 1ts total retail patronage."a

One af the hethods of delineating a retail trading
area 1s the Law of Retall Gravitation. This method requires
relatively little work and was developed by Dr. William J.
Rellly of the University of Texas 1n 1929, The law states:

Two citles attract retall trade from an intermedlate
city or town in the vicinity of the breaking point
approximately 1n the direct proportion to the square
of the dlstance from these two cities to the inter-

medliate town.

Even though this law applies primarily to shopping goods,

4Isadore V. Fine, Retall Trade Area Analysis, School
of Commerce, Bureau of Business Research and Service,
University of Wisconsin, Vol. 1, No. 1 (January, 1954),
p. 11.

5Canoyer, op. cit., p. 9.
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it may be used to some advantage for the super market. The
mobllity of the present day consumer makes shopping trips
more frequent and thereby makes food buying a part of many
shopping trips. The law considers population and distance,
but 1t falls to consider customer habits, motivations, and
other factors wilth regard to where people trade.

A simplifled version of thils formula is:

Distance of A to B

The distance from B to the
breaking point of the retail 1+ - Population of A
trade areds between two citles = Population of B

An analysis of the automoblle license plates 1Is an
Important tool 1n retall trade area delineation. Checking
the registration of cars in the parking lots of a trading
area enables the retaller to obtain names and addresses of
shoppers. Thelr address can be plbtted on a map and the
trading area as well as volume of trafflc from each section
determined. Of course, in using this technique, an adequate
sample of reglistration numbers must be secured to glve a
representative plcture of the communlity.

The analysls of bank clearance data can aid in deter-
mining the trading area for a super market. This method6
involves the determination of the geographical distribution

of the out-of-town trade of the retall stores of the

6F1ne, op. cit., p. 15.
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community as evidenced by the bvank checks received in pay-
ment for goods. This method assumes that the check trans-
actions fall Into the same geographical pattern as the cash
transactions.

Application of this method 1s simplified if the local
bankers will permlt access to thelr transit sheet records
of checks cleared on out-of-town banks. These check
tabulations are then posted to an area map to permit a
delineation of an area. This method only reveals the
location of the bank customers and provldes only generalilzed
Information as to where the customer came from.

The local newspaper circulation may indicate, to some
extent, the trading area. Thls can be used wilth dalily or
weekly newspapers. The clrculation number may be secured
from the publlisher and the locatlon of the subscribers are
plotted on an area map.

This technique is based on the assumptlon that the
newspaper subécribers will be customers of the community in
which the newspaper 1is printed. There are two weaknesses
in this technique. (1) 1In the large cities, newspapers
build up circulation in rural areas and these rural people
may trade in an intermediate town. (2) The second weakness
arises In the study of the trade area of a county seat.
Frequently the publisher builds hls circulation around
Interest in the political news of the county. The newspaper
may have heavy circulation in remote areas that do little

trading at the county seat.
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The retallers in the community should have some knowl-
edge as to where their customers are located. For example,
a substantial proportion of the retailers in the community
may indicate separately on area maps what they belleve to be
the trading area for theilr store. From these maps can be
determined the trading area which a majority of the

retallers agree upon.

Three boundaries. One method of defining the trading

area for any proposed site 1s to draw three boundaries
around each site. The innermost represents five minutes
driving time from the proposed site, the next ten minutes,
the last fifteen mlnutes time. Within each of these
boundaries, telephone or personal interviews may be con-
ducted--starting with the smallest--to determine the food
stores patronized by residents. Such iInformation provides
an accurate picture of shopping patterns withln each boundary
and these, 1n turn, can bte used as a basls for estatlishing
the trading area.7

Consumer surveys can play a major role 1n delineating
a trading area. Fine says, "the most accurate and most

desirable of the methods of analyzing retall trade areas are

7Alderson and Sessions, Cost and Profit Outlook,
Marketing and Management Counsel, Philadelphia, Pennsylvania,
IX, No. 7 (July, 1956).
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8

the consumer surveys." These may be personal interviews or
malled questionnaires. These methods are desirable because
one 1s enabled to not only establish the exact outlines of
the retail area of the community, but also to determine

from the replies why the consumers do not trade in the
trading center conducting the survey.

These methods may bulld goodwill in the community, for
the people may realize the business operator 1s striving to
satisfy the customers' needs and desires.

The personal Interview method provides higher accuracy
and completeness of findings than the mailed gquestionnaire,
but 1t also 1s very expensive. 1In using questionnaires, the
form should be brief and simple. The questionnaires may be
malled to newspaper circulation 1lists, malling lists chosen
from phone books, or other sources.

Interviews conducted within the newly defined trading
area are not only of value 1n checkling the realism of the
definition, but also may be of value 1n determining the share
of market a new store might expect. This interview need not
be lengthy, and several factors beslides reslidence may be
extracted from i1it: dollar amounts spent on food, where
food 1s bought, by what means and how long 1t takes to get

to the store, and whether or not the respondent thinks he

8Fine, op. cit., p. 17.
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would buy at the proposed super market. It should be kept
in mind that opinions based on this last point may be some-
what unreliable; 1t 1s almost 1mpossible to draw conclusions
from such an oplnion unless very definite characteristics
of the proposed store are described.

The basic purpose of defining the trading area for
each proposed site is so potential food expenditures can be
estimated and so the independent businessman can estimate
the share of this potentlal which hls new store may expect

to obtain.

Rural trade. 1In a small town where there 1s much

rural trade along with the town customers; the tradling area
1s determined by assuming 1t extends as far as the rural

mall routes. By making this assumption, the prospective
operator may 1lnvestigate the distance and number of house-
holds the post offilce 1s servicing and include thils territory

and populatlon count in the trading area.

Aerial photography. "From your seat a few thousand
feet up, you can make a good analysis of where the heaviest

concentration of population and traffic is,"l0 says Roger

9Persona1 interview, Mr. Swanson, Grand Rapids
Wholesale Grocery, Grand Rapids, Michigan.

1OSuper Market News, October 8, 1956, p. 37.
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Smith, realty manager of Safeway Stores. Aerlal photography
can play a role in determining the definlte characteristics
of a tradlng area. Aerlal photography may provide a
perspective as to the barriers, rivers, bridges, mountains,
cliffs, et cetera. This photography may show the actual
dwelling units in an area and the possibilities for further
bullding of dwelling units. Maln highway arteries and flow
of traffic may be revealed from this advantageous positilon.
Mr. Roger Laverty, Jr., president of Corbin Development
Company, real estate subsidlary of Fitzsimmons Stores, Ltd.,

states, "We can see many obstacles from the alr Just a few

miles away which serve to divert traffic from the site."tt
This aerial approach provides a "birdseye" view of the
general trading area.
Selecting an Area Within the Town

In selecting an area for a super market, Helen
Canoyer lilsts several factors to consider:

1. Size of the trading area

2. Type of customers

3. Income of the people in the area

4, Parking facilities

5. Amount and quality of competition

6. Population characteristics

7. Local habits and customs of the people 12

8. Extent to which the area is a trading center.

b4,

12

Canoyer, op. cilt.
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After the boundaries of the trading area are deter-
mined, the competitors, population, and buying power of the

trading area must be evaluated.

Competition. The geographic location of the competi-

tors within the trading area should be known, as well as
their individual strength and effectiveness. In discovering
the geographlc locations, the competitors' locations should
be plotted on a trading area map. Such a map can be readily
prepared from information usually availabtle in the adver-
tislng department of a local newspaper or by a block to
block canvass.

The amount and quality of competition are vital in
considering a location in a trading area. Information as
to the number of stores and volume of sales can often be
obtained from the local civic organizations, such as the
chamber of commerce, tracde associations and business groups,
local real estate companies, ancd market-research agenciles.
In studying the competition of the area other information,
such as foot frontage, number of checkouts, sales area,
whether or not they are chains, and other information are

pertinent.13

Population. When anticipating the location of a

super market in a trade area, the size, trend, and

13"4ow to Measure a Trading Area,"

Vol. 27, No. 1 (January, 1951), p. 168.

Chaln Store Age,
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characteristics of the population come Into focus.

Since all people are consumers, the slze of a trading
area's population provides an indication of the number of
potential cdstomers. If the trading area 1s the community
1tself, the population may be found in the decennlal census.
Other approximations of population may be obtained from
city government offlces, state government offices, chambers

of commerce, or Sales Management's Annual Survey of Buying

Pover.

Another method of determining the number of people
living 1n the area 1s to make an actual count of oécupied
dwelling units. Local newspapers, chambers of commerce,
and city planning offices may provide ald in determining the
number of dwelling units.

The analytical maps and block statistics of the
decennial census offer a dwellling count. It can be assumed
that there are three and one-half persons per dwelllng, and
if the family spends on the average of one thousand dollars
a year on food, the potential business of an area can be
estimated. Block statistlcs present the opportunity of
dealing with any size area. A check with home delivery
vendors of bread and milk can give an estimate of the
number of family units in the trading area.

There are some urban communities where population data
are avallable and trading areas can be worked out by

employing census tracts and checking the trade boundaries.
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These tracts usually have a population between three and
8ix thousand. The areas are established with some regard
for uniformity in slze, in population characteristics and
density, and for natural barriers. The population data of
the census tracts include sex, age, race, nativity, citizen-
ship, country of birth, highest grade completed in school,
employment status, class of workers, and occupation.lLL
Included in the information about housing are occupancy
status, tenure, value or monthly rent, type of structure,
state of repair of plumbing equipment, size of household,
persons per room, radlio, refrigeration equipment, and type
of heating. All of thils information is useful when
attempting to estimate the potential of a trading area.

It 1s equally important to ascertain the trend in a
city's population. The size of some areas has remalned ap-
proximately stable over long periods of years, whereas
other areas have experienced pronounced increases or declines.
Even though an area with a stable or declining population
may offer possibilities for a successful store operation,
i1t is preferable to locate a super market in a growing

trading ar-ea.15

ll’lCzaLnoyer', op. cit., p. 34.

——

15christos Lillios, "Super Market Site Selection”
(unpublished Master's thesis, Michigan State University,
1953), p. 50.
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In observing the population trend of a trading area,

it 1s important to compare the rate of growth of that area
with nearby trading areas. Also the Census of Population

may be consulted for growth or decline of population. The
trend in population can be estimated by the school population,
number of electric meters, and the number of homes to which

mail is delivered. The telephone company and electric com-

pany can ald in determinlng the population trend.l6

Still another indicator of trading area growth is the
amount and nature of construction in progress. The
amount of new construction belng done 1s indIcated by
the value of constructlion contracts awarded and the
number and value of bulld permits issued. This infor-
mation 1s availlable 1n the monthly releases on building
construction which 1s published by the Bureau of Labor
Statistlcs for about two thousand towns over twenty-
five hundred in population.l7

The reason for community growth should be analyzed.
The retaller should know whether there are sound reasons
for growth and future expansion or if population growth
has been influenced by artificial factors, such as war
plants or military installations, which have a questionable
duration.

The characteristics vary conslderably among trading
areas of the same slze as well as unequally populated areas.
It 1s possible to obtaln information regarding the com-

posltion of the population according to sex, age, race,

16Ibid.

171p14.
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religion, educatlonal level, native or forelgn born, per-
manent or temporary status, and other characteristics.

The composlition and occupation of the population are
important determinants of buylng hablts of people. For
example, Foreigh-born population will exhibit very differ-
ent buylng hablts from natlve-born populatlon. Some tradlng
areas may have large groups of a particular race and consid-
eration must be glven to this group, like the Negro 1in the
South.

The size of the family has a tremendous influence on

buying hablts of the family; Naturally, larger famllies
consume more food than small families, causling a larger
potentlal food volume.

When the independent proprietor desires to analyze the
population characteristics, he needs to know 1f the people
are old or young. The young married people will accept
change more readily than older people.

Industrlal workers will differ from office workers
In their buying habits. A careful study of the size and
composition of the population of an area will help the
prospective retaller decide such polnts as: variety of
products, price lines, specific commodity lines, merchandise
to display, amount of floor space, store atmosphere, and
color schemes.

One of the best ways of obtalning a good, general
1dea of the characteristics of the people 1s to walk up

and down the street, talking to them in stores, banks, and
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on street corners, observe thelr shopping habits at all
hours of the day, and 1lnvestigate thelr religious and enter-
talnment actlvitiles.

Most of the population information can be obtained
from the decennlal Census of Population, state government
offices, bureaus of business research in local univérsities,

or chambers of commerce.

Buylng Power of the Trading Area

Markets have often been called "people with money to
spend." 1In studying and analyzing the trading area, it is
necessary to evaluate the trading area's total disposable
income, the distribution of that lncome among the population

and the sources of 1ncome.

Indices for buying power. The total retall sales of a

market may be used as an 1lndication of the buylng power,
since sales vary with buying power. The Census of Business
gilves actual figures of entire retail sales of every state,
county, and town of over 2,500 population in the nation.

Annual sales estimates are also provided by Sales Management

magazine and biennlal data by Standard Rate and Data Service.

The total retail sales of an area may be misleading in terms
of buying power since people may go into another area to
purchase certain types of merchandise.

The better indexes of buylng power usually are those

that have been determined on the basis of several selected
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factors. There are selected indexes which provide a single
index of buying power. The International Magazine Company
has an 1ndex based on thirty-two different factors. Another

is by Sales Management magazine and Business Week magazine

which publish quarterly the income indexes for twelve
reglions.

A buying power index 1s not foolproof, because the
‘demand for a particular product does not necessarlly vary
directly with buylng power, or total retall sales. Differ-
ent climates and types of population influence the demand
for the product; furthermore’, the distribution of income
may affect the buylng, particularly of nonessentials. Two
trading areas may have the same buyling power; for instance,
one area has more people of the high and low lncome levels
and the other 1s a middle income area. The high-priced
goods may sell better in the first area, but the better
market may be the middle income area with the uniform income
distribution. It 1s a well-known principle that the more
equal the distribution of income among the population, the
higher the standard of 1living and the level of consumption.

There seems to be a close relationship between the
amount that a family spends for rent and their income. To
find the general rental value of dwellings, the information
may be obtained from the census, from realtors, or by looking
over rental advertisements in newspapers. Roughtly, "it

can be assumed that ten per cent of the family income 1is
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n18

spent for housing. In multiplying the rental values by
ten, an estimated family-income level is obtained.
Some buylng power indexes can be based on the trading
area conditions, such as:
The total estimated community income

a.
b. Number of people employed and approximate wage
levels

c. MaJor types of employment (industries)

é. Value of agricultural commodities produceé in
the area

e. Natural resources in the area (developed and
undeveloped)

f. The industrial trend (expanding or declining)

g. Regularlty and seasonality of production and

employment.

Consideration of these conditions will aid in formu-
lating oplnions regarding the nature of the income, 1ts
stabllity during adverse conditions and future trends.

In consldering income sources, a trading area in which
a large proportion of the population 1s depencdent upon a
particular industry 1s less desirable than one in which the
income originates from diversified industries. A single
industry or an individual company is more apt to be influ-
enced by seasonal or climatic variations.

- The prospective super market operator may determine

the income level of a trading area by consulting census

18U. S. Department of Labor, Bureau of Labor Statistics,
Family Income, Expenditures and Savings in 1950, Bulletin
No. 1097 (Washington, D. C.: Government Printing Office,
June, 1953).

19Robinson and Brisco, op. cilt., p. 104,
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publications, local newspapers, and market sources. The

Consumer Market Data Handbook, published by the United

States Department of Commerce, furnishes income data and
census tract rent data. Thls material may ald 1n estimating
the total income of an area.

By determining the income level of a trading area, the
small business operator can Judge the potential volume of
business avallable. One source of informatlion reveals the
above average income level families (above $5,000) spend
$23.19 a week for food; the average income level families
($3,000-$4,999) spend $20.00 a week for food; and the below
average lncome families (below $3,000) spend $13.81 a week
for food.20 |

Thus, this source supported by other surveys conducted
by newspapers and government agencles reveals the average
weekly expenditure for food 1s twenty to twenty-five dollars
per family. Data, revealing the percentage of 1income spent
by families for commodities, are obtainable from the Bureau
of Labor Statisticé, United States Department of Labor,
and the Bureau of Human Nutrltion and Home Economics of the

United States Department of Agriculture.

Potential Food Volume of the Area

By estimating the number of families 1n the various

Income levels, it 1s possible to estimate the total food

20Harry Beckner, "Market Research Applied to Food
Chains" (unpublished Master's thesis, Michlgan State College,

1951), pp. 15-16.




volume of
method:

1.

Summary
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the tradling area according to the followlng

The number of familles times per cent of familles
in each of the three lncome groups = the number
of famililes 1n each income group.

Number of famillies 1n each income group times
dollars spent per famlly per week by the group
for food = total dollars spent per week for each
group.

Add the total expencdlture for each group to obtain

the total food expenditure for the area.

Locating a super market requires a sclentific

approach to supply the experienced super market operator

the facts needed to make store location decisions.

The inexperienced independent operator needs much

counseling and advice from helpful wholesalers, manufacturers,

and other experienced super market persons in store location.

Three major factors in locatling a store are defining

the trading area, evaluating the characteristics of the

competition, population, buying power, and estimating the

prospective operator's volume for the area.

21
Ibid., p. O1.




CHAPTER IV

CONSIDERATIONS IN SELECTING THE SITE

Introduction

In selecting the site, the prospectlve operator fre-
quently encounters the problem of whether to locate on the
site avallable or walt for a more advantageous opening
later. This 1s true for the small independent as well as
the chaln operator. Occasionally an independent operator
will establish himself at a medlocre location because he
falled to use the scientific approach to site analysis.

If the site avallable does not fulfill the major character-
istics for a successful location, the independent should
save his money and effort; for one mistake of this nature
would have him working for someone else.

When the anticipated super market 1s sltuated away
from a central shopping district and has no complementary
stores nearby, whether or not the market can attract the
necessary traffic becomes a pertinent question.

In central and secondary shopping districts, site
Selectlon can be of principal significance. Because of the
substantial number and dilverse character of exlsting stores
and other business, professional, and entertainment facilli-
ties, there 1is 1in such a location a large amount of traffic

that 1s not dependent upon the drawing power of individual
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stores or very small clusters of them.22 Two sites only a

block apart may vary tremendously with respect to profit-
making possibillitiles.

There are certain very definite hazards which should
be avolded and certaln favorable factors which should be
used 1n selecting a site. A check 1list may be employed to
advantage, especially when used with an occupancy map. Such
a map 1s obtalnable from the city, a real estate company,
or the operator may prepare one himself. These maps show
each store by name, frontage, rent, length of lease, et
cetera. Helen Conoyer provides the check list shown on
the following page for gulding the businessman in discovering

the advantages and hazards of a site in a tradlng area.

Traffic Flow

The idea of counting the number of persons passing a
given point during the day and classifyling them according
to characteristics has been used in site selectlon for many
years. The opinion was once widely held that the total
volume of traffic passing a site was the most significant

factor determining its value for merchandising purposes.23

22Paul Brown and William Davidson, Retailing (New
York: The Ronald Press Company, 1953), P. .

23Ibid., p. 87.
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Department of Commerce studies have revealed that there 1s

no dependable relationship between the quantity of pedestrian
24

trafflic and the value 2£ a site as measured El retall sales.

Far more important are the qualltatlve characteristics of
the traffic. The analyses of the quality and composition
of passing traffic are highly signifilcant. .

To use the traffic count technique to greater advantage,
the pedestrians should be counted at intervals during the
day, for periods of fifteen minutes, from ten to twelve in
the morning, and from two to four in the afternoon. The
count should be made during hours that are of particular
importance to the super market. In some Instances men are
included in the count and, in others, only women.

In addition to providing a basis for comparing the
relative desirability of alternative sites, traffic counts
are used as a means of roughly estimating the probable sales
volume of a location. The following chart 1is helpful in
determining the amount of pedestrlan and automoblle traffic.
Roughly estimating the probable sales volume of a location
has been used by some chain store organizations. A calcu-
lation of this kind is possible when the following inform-

25

ation 1s known:

24Ibid., p. 87.

=
2/Ib1d.
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The types of persons most llkely to be customers

of the store.
The number of such persons passing the site during

the day. (Obtained from traffic count.)
The percentage of such persons likely to enter the

3.
store (based upon experience in other comparable

situations).
4, The percentage of those entering who will buy
based upon experience in other comparable

situations).
The amount of the average sale (based upon trade

5.
experience).

Estimates derived 1n thls manner must be adJjusted

with the volume variations that occur at different times in

the week and seasons of the year. These estimates are

usually crude approximations but they may be sufficlently

revealing to indicate whether or not there is a probabillity
The 1inde-

of a profitable volume of business on the site.
pendent operator can approximate thls approach by assuming

the number of persons likely to enter which can be estimated

by traffic checks of other super markets near the prospective

Estimates of other needed information may be obtalned

site,
from other merchants, associations, or supplilers in the same

trade.
Studlies of traffic flow usually reveal that one side

of the street 1s definitely more valuable than the other.
In trading areas where there 1s an extended warm season,

this 1s generally the side that 1s shaded in the afternoon.
This side, which enhances pleasant shopping by the customers,
1s cooler and permits more effective window display.

Corner locatlions are valuable because two distlnct

traffic streams can be tapped and more people can see the
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However, super market

window displays and store interior.

operators are more interested 1n parking space and ease of
Pedestrians

access by car rather than pedestrian traffic.
stop on corners for traffic control lights and, when so
stopped, they wlll be incllined to enter an attractive store

1f they desire to purchase some convenlence items which were
There are always a limited number of corners and

forgotten.
sometimes the rent charged 1s out of proportion to their

relatlive value especlally for a food store.

Accessibllity
The importance of accessibility of the site under con-

sideration 1s a vital factor to the success of the business.

There are several major considerations involved in the
26

accessibility of a site. They are the following:
1. Distance of the proposed store from residences

of potential customers.
Amount of traffic congestion prevailing 1n the
district and the variations in this congestion
during hours of the day and days of week.
3. Parking facilities available wlthin convenilent
walking distance of the proposed store.
Side of the street upon which the site 1s located.
Width of the street, so that potential customers
are not discouraged from visiting the store because

of belng Jostled or by a slow flow of street
traffic. Streets with marked inclines and dead

ends are also desirable.
The part of the block in which the site 1is
whether 1t 1s a corner location or

located, 1.e.,
an Inslide location.

Delbert J. Duncan and Charles F. Phillips, Retailing
. 133.

(Chicago: Richard D. Irwin, Inc., 1951), p
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In addition to the above accessibility considerations
public transportation 1s to be considered, although in many
areas a small per cent of the super market customers
arrive by publlc transportation. Consequently, public
transportation 1s not necessarily an important factor.

Driving time 1is a very important factor that many
location planners overlook--they often draw a circle on a
map, and consider everything within the circle as trading
area.27 Qulite often, however, local traffic conditions

make 1t easier--aqd quicker--for a shopper to drive to

another trading area that is actually further away.

Parklng Facilitles

The prospective retailer willl want to estimate the
amount of parking space necessary for hils market operation.
As more and more customers use automobiles, parking space
becomes increasingly essential, and especlally for the super
market where the bundles and packages of groceries are too
heavy and awkward to carry on public transportation vehicles.
Adequate space for parking 1s one of the most important
factors to consider in a site for a super market.
There are several ways to determlne parklng space for
a store's vehlcular customers. The first method 1s to buy

whatever ground 1s available, construct a bullding and leave

27Joseph J. Trout, "How to Locate and Finance a New
Maﬁfet," Progressive Grocer, Vol. 21, No. 8 (November, 1955),
p. 40,
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the remainihg vacant area for parking. This 1s a haphazard
method and is not conducive to providing adequate parking.
Another method uses a ratio of parklng space to the
sales space of the store. The amount of parking space for
a particular super market will vary according to the pro-
portion of customers arriving by automobile. A four to one
ratlo 1s desirable when one hundred per cent of the customers
arrive by automobile. When this method 1s used, the per
cent of trade arriving by automoblle must be determined.
The following table 1s based on the assumption that all
potential store customers arrive by car and can be accom-

modated by a four to one parking ratio.

TABLE III
RATIO OF PARKING SPACE TO SALES SPACE OF STORE!

Percentage of Trade Arriving Ratlo of Parking Space
by Automobile to Sales Space
100% 4 to 1
90% 3-1/2 to 1
75% 3tol
60% 2-1/2 to 1
50% 2 to 1
Lo% 1-1/2 to 1
25% 1 tol

liHere's Help in Deciding Space Needed for Parking,"
Natéonal Grocers Bulletin, Vol. 39, No. 2 (February, 1952),
p. 60.

Possibly, the chief weakness of the ratio method lies

In the varying space requirements of different parking lots.
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A car covers approximately 140 square feet of ground, but
by the time alsles, drives, and wider parking stalls are
provided, the area allotted to a car may be 400 square feet.
Therefore, the number of automobiles that can be accom-
modated 1n a glven area will depend on the parking angle,
the width of the parking spaces, width of the aisles, and
shape of the lot.28

The Urban ILand Institute recommends that "a minimum
of 10 car spaces be provided for every 1,000 square feet
of sales space."29 Parking turnover varies with the type
of merchandlise offered. If the store has a line of soft
goods, housewares, and health and teauty ailds, besides the
produce, meat and canned goods department, the customer will
usually requlire more shopping time; therefore, her car
remains in the parking lot longer, decreasing the car turn-
over rate.

Another variable 1s the difference between peak load
and average load. The peak load may be the number of cars
parked on Saturday before Christmas, but realistically the
lot may be designed to accommocate the largest influx of
cars on Friday afternoon or Saturday, whlchever 1is the

busiest period.

28"Here's Help 1n Deciding Space Needed for Parking,"
National Grocers Bulletin, Vol. 39, No. 2 (February, 1952),
p. 00,

291b14., p. 61.
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A department store situated close to a super market
can present a parklng turnover problem. The department
store customer requlres more shopping time than the super
market customer due to the types of merchandise, therefore,
her car remains in the shopping center parking area a
longer period of time and decreases the parking turnover
which decreages the parking space avallable for food store
customers, In another situation, the department store and
super market may be close together but not in a shopping
center. The customer may use the super market parking lot
while shopping in the store; then go to the department
store leaving her car near the super market. This decreases
parking turnover.

While the operator 1s planning the parklng area, he
should consider the dlstance the customer must walk from
the parked car to the market. This would be no probtlem for
a small market operator with a small parking lot; but if
the store 1s located 1n a shopplng center having a large
parking lot which is crowded with cars preventing the cus-
tomer from parking near the market and requiring her to walk
a sizable distance, which she may be reluctant to do, she
may drive to another store which offers more convenient
parking. - People usually walk parallel to traffic and not
across a line of parked cars. Parking facilitles should
be close to the market to provide short walking distances
for the customer. Parkling i1s a customer convenience and

Should be made Just that.
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Although there is adequate land for the actual bullding
and most of the location characteristics are favorable, the
operator may not desire to establish hils store on a desig-
nated plot of land 1f there 1is insuffilclent parking area.
With insufflcient parking area he may lose customers and
he would have no room for further expansion in the future,
providing hils business merited 1t. The followling chart

provides a form for complling store and parking lot infor-

mation.
TABLE IV
SITE INFORMATION®

1. Business block located at

2. Location of avallable site

3. Lot size X

4, Alley

5. Size of existing bullding (1f any) X
6. Size of store possible X
7. Size of parking lot possible X
8. Number of cars

9. Street parking: Angle Parallel Meters
10. Comments:

1

Christos Lillios, "Super Market Site Selection"
(unpublished Master's thesis, Michigan State University,
1953), p. 64,

Negative Factors to be Avolded

There are certaln factors generally considered as
detrimental characteristics to a store location. Vacant
bulldings adjacent to or in the immediate vicinity of a

Slte are considered as bad neighbors, because they do not
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attract trade to the vicinity of the location and they
detract from the appearance of the area. This may be some-
whaﬁ alleviated i1f the new store's signs can be displayed
on the vacant bullding's windows. This may 1lncrease sales
and glve the super market the appearance of belng larger.

Another factor, which may be detrimental to a new
store locatlon 1s a tall building nelghboring the prospec-
tive location that may overshadow the bullding preventing
customers from seelng the market from a distance. The
super market usually maintains an outdoor sign advertising
the store. Unobstructed visibility 1s essential to attract
customers to the super market. A sign 1s effective only if
it can be seen from a distance.

Sometimes the directlion of prevailing winds may be
detrimental in creating wind pockets resulting in dirt and
trash on the sidewalks and at entrances. Other disagreeable
factors, such as smoke, unpleasant odors, and nolse from
nearby factories or shops will reduce the value of locatlons.
Poor sidewalks and proximity to automoblle repalr garages,
hospltals, factories, cemeteries, and funeral parlors will
discourage pedestrian traffic. Rallroad yards have dis-

agreeable nolses and should not be close neighbors.

Estimated Volume of Business

By estimating the potential volume of the prospective
Super market, the operator determines whether the particular

location offers sufficient volume to provide an adequate
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return on the investment. Knowlng the potential volume
helps the prospective operator determine how large a
bullding should be erected for the proposed super market.
Before estimating the sales potential of a proposed
store, the total sales potential for the entlire trading
area must be determined. The gquestion 1s how much of the
area potential could be obtained by the new store. 1In
coping with thils question of the new store's prospective
sales, the sales volume of the competitors, thelr weaknesses
such as an 1lnadequate parking lot, poor merchandising
techniques, bad customer relations, obtaining trade from
the people shopping in another trading area, attracting
people living in another trading area who are willing to
shop at this new store need to be considered 1n the esti-

mating of sales volume for a new market.

Evaluation of Cbmpetition

Competition will determine, to some degree, the amount
of business a new store willl be able to obtain, so the
prospective operator must be familiar with some techniques
of evaluating competition. He 1s Interested in their sales
volume to glve him some measurement of their business
strength. Still another vital factor 1s to discover the
acceptance and coverage of the competition within the
trading area.' By 1nspecting the store and estimating the
8tore traffic count of competitive markets, their effective-

ness can be evaluated. Very often, some prominent businessmen
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in the area can provide evaluations of the competition.
Discussions can supply some information on the effectiveness
of competitlion; while some organizations secure information
by talkling to the store manager of the competitive market.
Occaslonally a sales representative of some manufacturer

can inform the new operator as to the effectiveness of a
competitive market. A businessman can observe the activl-
ties of the competitors elther by walking through the

store or observing activities from the exterior. Usually,
if the store traffic count is high, the assumption is that

the competitor must be successful.

Analyzing competltor's cash register tapes. There

are several ways of estimating the competitor's sales

volume. One voluntary group has developed a unique method.30
The cash register in the competitor's store must be the type
which prints on the tape not only the dollar total of each
individual customer's purchase but also a cumulative figure
showing the number of customers for the day or for several
days. Then this company's representative makes the first
and last purchase of the day. By assuming an average based

on the company's experience per sale, total sales of the

competitor can be estimated.

Personal interview method. Another technique used not

only to estimate the sales of stores but also to form an

3OCanoyer, op. cit., p. 34,
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idea of the trading area size is the personal interview
method. Interviewers canvass the area to find out where the
people buy thelir food and why. This method 1s reliable when

carried out by a group of experienced Interviewers.

Counting the number of check outs. One of the most

commonly used methods 1s that of counting the number of
check out counters and estimating the sales per cash
register. The weekly sales per reglister varles according

to the type of check out facllities, speed of cashier,
amount of store trafflic, and assistance given by bag boys.
According to a survey of the opinions of some food operators,
"the conventional type of check out averages between $3,500
and $5,000 a week; while the motorized check out facilities

average $6,500 to $8,000 weekly."3l

Even though there are
exceptional situatlons, average sales per cash register
can be used as one of the correlations in esﬁimating store

volume.

Number of store employees. Still another method of

estimating competitor's volume 1s to count the number of

employees 1n the store and estimate sales on the bases of
an assumed average per employee. Sales in food chalns and
super market organizations approximate twenty-five dollars

per man hour; therefore, this figure 1s used 1ln estimating

311411108, op. cit., pp. 93-95.
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the sales of competitive super markets. "Twenty-five
dollars per man hour 1s an overall store average, for this

figure does vary in the different departments."32

Square footage of the store. Another technique 1is

determining the square footage of the store and estimating
sales on an assumed average éf $2.50 to $3.25 per square
foot of selling area.33 The efficliency of the operator can
affect the volume per square foot 1n a store, so the above
figures provides another estimate. Several methods of
estimating sales should be used to provide a more reliable

figure.

Number of customers. A more elaborate method 1s to

count the number of customers coming out of the store and
take cash register readings at frequent intervals, such as
every fifteen minutes for a given period. This technique
will provide a reasonably accurate estimate of the average
sale per customer and, when multiplied by the number of
customers for a glven period, the sales for the week can be
determined by consulting company records as to the proportion
of weekly busilness done for the specified perlod. Generally,

34

such a technique 1s employed for two peak days.

32Personal interview with Mr. Swanson, Grand Rapids
Wholesale Grocery, Grand Rapids, Michigan.

33Lillios, op. c¢it., p. 95.

34Ibid.,p. 96.
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Sometimes the estimate 1s obtained by counting the
number of people entering the store and estimating the sales
on the basis of an assumed average purchase per person.
Using this method makes 1t difficult to determine which
people entering the store actually made a purchase.

In extimating the per cent of business which may be
attracted to the new store, some operators may rely on
experlence recelved in other locations and the Judgment
drawn from these experiences. In a survey taken of several
chains, they commonly conceived that an "estimate of twenty
to thirty-five per cent of the total food sales of an area
is expected by a new super market."3° of course, the experi-

ence of these chalins has resulted in these opinions.

State sales tax. In some states where there 1s a

state sales tax, the prospectlve operator may obtaln sales
tax reports of the varlous retall establishments in hils
area over the period of a year, especlally those of his
potential competitors; and he may derive from these sales
tax figures the estimated volume of the competitors. After
the total volume of all the competitors 1s determined, this
figure can be compared with the total potential food sales
for the area, thus revealing the possible sales for the new

store.36 A reason this method 1s not always workable 1is

351p1d., p. 43.

36Personal interview with Jack Brewer, Jewel Tea Com-
pany representative.
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that the data 1s released by company figures rafher than
1nd1vidua1 store filgures and frequently covers a territory
larger than the trading area. A form for evaluating the
characteristics of competition will aid the investigator 1n

his evaluation (see page 47).

Estimating the Prospectlive Sales for the New Operation

After the various factors, such as the number of
families, the average family 1income, the potentlal food
volume in the area, and the competitors and their volume
are given consideration, the potentlial sales of a new super

market can be estimated.

Rule of thumb method. One method used for estimating

the potential volume of a prospective super market 1s the
following:

number of people in the area $7.00 = Weekly Sales

The figure four in the formula 1s the expected pro-
portion, twenty-five per cent, of the business avallable
within the area. The seven dollar figure represents the
average food expenditure per person per week. When the
number of people in the trading area 1s multiplied by the
average amount spent per person per week for food and then
divided by the expected proportion of business in the area,
the estimated weekly volume of a prospective super market 1is

determinable.
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SUPER MARKET REPORTY
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Store Address City
(IndIcate the nearest cross street)
Dimension of bullding Area
Dimensions of sales room Area
Basement __ Yes (___ same size as building,
______No 3/ size, __ 1/2 size,
1/4 size.)
Number of spaces 1n lot ‘ Number of check stands

Other parking nearby

Store hours

Type of fresh meat operation:
self service, butcher service,
combination of both

Type of fish and poultry operation:
self service, butcher, both

Special departments, features and facilitiles

Description of exterilor

Description of interior

Description of immediate nelghborhood or shopping center,

if any

General impressions

On the reverse side make rough outline sketch of buillding,
salesroom and parking lot, showlng approxlimate dimensions,
and location of entrances to store and lot. Show street

names, and indicate type bulldings adJacent to this store.

1Christos Lillios, "Super Market Site Selection" (un-

published Master's thesis, Michigan State University, 1953),

p. 94,
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Where a new unit will be located 1n close proximity
with another super market, another rule of thumb method has
been used. In general, where there was one store and now
there are two stores, both stores will do one hundred and

37

forty per cent of what was done by the former store.

Estimates by other experlenced people. The independent

operator, inexperlenced 1n estimating the possible sales
volume, may enlist the advice of other operators in differ-
ent communities and get thelir estimates. The prospective
operator tends to stay on the conservative side. "Their
reasoning 1s that 1t 1s better to figure on a smaller volume
of business and builld the store to meet this volume than to

" 38

plan on a larger volume that does not materialize.

Highway locatlon. Estimating the prospective sales

of a highway site 1s very cdifficult. According to one
study,>” a highway site which 2,000 to 2,500 automobiles
pass per day 1s a good locatlon for a super market solely
dependent on transient traffic. This study indicates that

flve to ten per cent of all translent vehicular traffic that

37Tsamuel C. A. Hanna, "Analysis of a Location for a
Supermarket" (unpublished B.B.A., Massachusetts Institute of
Technology, Cambridge, Massachusetts, 1948), p. 44,

38Rrobert Formann, "Store Location and Trading Area
Analysis," Seminar Report, p. 7.

39Hanna, op. cit., p. 46.
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passes the consldered site each day will stop to shop. On
the assumption that five per cent of the traffic would
patronlize the prospectlve location, the following formula
1s devised to estimate the prospective sales for a highway
location:

.05 x 10,000 (number of automobiles passing the
locatlion during the store hours for an
entire week)

x $20.00 (average food expendlture per week)
= $10,000 (weekly sales expected from transient traffic)

In estimating the sales for a highway location, con-
sideration should be glven to the type of traffic passing
and the hourly distribution of traffic along with the number
of potential customers passing the location.

One chaln operation determines the prospective sales
for a new market by making a count of homes within a one,
two, and three mile radius of the slte, and assuming one
family lives 1n each home and each family has an average
food expenditure. The volume of the store 1s usually antic-
ipated by a "rule of thumb" method based on about twenty
dollars per week per family (assuming location is in a
section that would average four persons to a family). This
method measures the food volume within a reasonable trading
area of the site and the number of food stores in the area
have a considerable effect on the percentage of food business
avallable for a new store. Generally speaking, considering

competition already establlished, 1t 1s reasonable to expect
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about twenty-five per cent of the total food sales within a

three mile I'ad:Lus.l‘lO

The formula for calculating the prospective sales is:

number of families in the area

x $20.00 anticipated
4 . =

weekly sales

One cannot emphasize too strongly the 1importance of
traffic flow, accesslbility, and parking facillities to a
prospective store locatlon. If the traffic flow 1s toward
the center of the trading area, the store should be located
In the position to catch thils incoming trafflc. Many people
patronize a store because of 1ts accessibility, therefore,
thils factor ranks high on the site evaluatlion 1list. Mr.

New Fleming, president of the Fleming Company, says, '"We
believe 1f a super market 1s located where 1t 1s easily
accesslible to consumers, particularly by automoblle, the
ultimate success of the store will depend upon 1ts manage-
ment." 41

Several wholesalers throughout the country provide
Store engineering service to assist the independent retailer
In store site selection, bullding, and layout. Some whole-
salers wlll purchase the land, flnance the construction of

the building, and lease it to the retaller. Not only will

4Orobert Harkins, "Store Location," Seminar Report,
pp. 16-17,.

ullnterview with New Fleming, President, The Fleming
Company.
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they perform these services, but they will 1nstall the
fixtures and arrange the stock in the display cases, on the

shelves, and on gondolas.

Summary

A parking lot has become an essential factor in
attracting customers to the super market, since a majorlty
of the super market customers shop by car. Provisions
must be made for parking facilitles near a market location
or Mrs. Consumer will drive to the place where such facilli-
tles are avallable.

In estimating the prospective sales for a new super
market, the exact volume figure of the competition 1s not
imperative, but approximate figures may ald the new operator
In deciding on the amount of potential food volume 1in the
trading area. There is always the possibility that the new
market may draw customers from other trading areas. The
new operator's estimated volume will determine the slze of
his building, size of his parking lot, and total land area
needed. On the following page 1s a retall food survey form
which summarizes the important factors in evaluating and

locating a super market.
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CHAPTER V

FINANCING THE SUPER MARKET

Determining the Amount of Capital Needed

Now that the prospective sales volume of the proposed
food store has been estimated, the next 1mportant step 1s to
declde how much capital the prospective operator needs to
buy the land, construct and equip the bullding, purchase
the inventory, surface the parking lot, and malntain a
working capital.

Assuming the anticipated store volume would be $20,000
per week, the area size of the bullding site plus the
parking lot can be figured. According to a recent figure
released by the National Association of Food Chains, the
average sales per square foot per week of selling area in
the chain stores is $3.25.u2 This figure 1is also used by
a prominent wholesale distributor in the food industry.
Assuming $3.25 to be the average sales per square foot of
selling space and $20,000 to be the anticipated volume, the
formula 1s:

anticipated volume divided by average sales
per square foot = sales area of prospective bullding

aeSuper Market News, October 1%, 1956, p. 41.




The slze of the selling area is figured with the
estimated weekly sales volume ($20,000) divided by the
anticipated average sales per square foot of selling area.
Using this method results 1in approximately 6,000 sjuare
feet of sales area. Assuming the bullding to be divided
Into seventy per cent sales area and thirty per cent stock,
preparation and cooler rooms, which are the percentages some
food store operators use, the total area size of the prospec-

tive building, in round numbers, 1is 8,500 sjuare feet.

Land and bullding. There 1s difficulty in arriving

at an exact figure on land and btullding costs, since these
costs will vary slightly according to location of the
property and type of bullding erected. A safe estimate of
building costs would range from $7.50 to $10.00 per square
foot. 1In determining the bullding cost per sguare foot,
some operators may 1ncluce refrigeration-heating facilitiles,
basement, upstairs, et cetera; therefore, when comparing
bullding cost, the operator must determine whether the
figures are comparable. Thus, a conservative estimate on
8,500 square foot building may te $63,750. This estimate
was obtained during a personal interview with Mr. Swanson,
Director of Store Improvement Service for Grand Rapids
Wholesale Grocers of Grand Rapids, Michigan. He has had
conslderabvle experience in working with independent operators

on their store locating and buillding problems.u3°

u3Swanson, loc. cit.




A fair estimate of land cost for a super market with
6,000 square feet of selling area and a parking lot of
24,000 square feet, assuming a four to one parking ratio,
would be $17,200. This land estimate 1s based on the average

land costs as reported by Chain Store Age and presented in

a pamphlet published by the Natlional Assoclation of Food
Chains in connection with thelr Spetember 1953 convention.
Basic bullding and land costs of a market 8,500 square
feet on a plot of ground 32,500 square feet and tased on
the above estimates would then run In the neightorhood of
$80,950. If air-conditlioning were added, this would

increase the cost.

Equlpment. The estlimate submitted on ejuipment cost
1s based on the opinion of a person who has had years of
experiencelin aliding indepencent operators establish new
stores or remodel o0ld stores. This figure was also compared
with similar stores with the same volume.

It is estimated that equipment for a super market of
the size considered would bte $36,000. This figure includes
all the necessary selling ejuipment and tackroom ejuipment.
As a point of reference on actual expenditures of ejuipment
ltem for 1item, see "A Case Study in the Development of A

Supermarket" by Donald Rubens. Presented in this study are

L,
"What Does It Take To Maintain Food Chain leader-

Ship in Stores?," National Assoclation of Food Chains,
September, 1953,
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the actual egulpment expenditures by the Hart Food Stores,

Incorporated, Rochester, New York, in equipping one of

=
~

their new 10,000 square foot markets in 19t£1.

Inventory. The opening inventory estimate, including
produce, meat, frozen foods, some non-foods, and dry grocer-
les 1s $42,000, the costs of goods for one store with an
expected volume of $20,000 per week.

Leading super markets today consider twenty times per
year average turnover to be reasonable although outstanding
operations have been known to attain a turnover rate, taking
all departments Into consideration, of thirty-six times per
year, At the same time, many successful large volume stores
do well on an average turnover of eighteen.

The above estimated inventory figure of $42,000 per
store might be broken cdown still further by estimating the
inventory for the meat department at $11,130, the produce
department at $3,990, and the grocery department at $26,880.
The 1nltial opening inventory 1is estimated from typical
relationships between inventory and sales. 1If the gross
profit is ninéteen per cent, using the figure in the
following operating statement, then the cost of sales is
elghty-one per cent of sales. On the tasis of a $20,000

weekly volume and $1,0L0,000 yearly volume, the cost of

45D0na1d B. Rubens, "A Cast Study in the Development
of a Supermarket" (unpublished Master's thesis, Michigan
State College, 1951), p. 31.
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goods for the year is $842,400. A typical rate of turnover
is twenty times per year. This means that sales are twenty
times the average I1nventory investment. When the cost of
sales ($842,400) is divided by the turnover rate, twenty,

the cost'value of the average stock 1s approximately $42,000.
The percentages used 1n calculating the cost of goods by
department is based on a $15,000-$20,000 weekly sales,

which 1is presented in "Facts in Grocery Distritution," by
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Progressive Grocer. For a food store operating statement

of this size store, see the followlng page.

Parking lot. The estimated cost of the parking lot

(24,000 sjuare feet) 1s $13,200. This estimate includes
the cost of btlack topplng after grading has teen completed,
and 1s based on an average cost of fifty-five cents per
square foot.u7 The amount of parking area will vary with

the number of vehicular customers.

Cash. Generally speaxing, cash on hané ejual to ten
to twenty per cent of the total current assets 1s sufficient
for a retail grocery store. This amount should bte enough

fo meet daily needs and to provide some reserve for

1

u6"Facts About Grocery Distribution," Progressive
Grocer, Twenty-third Annual Survey, 1956 Edition, p. 10.

u7"What Does It Take to Maintain Food Chain leader-
ship in Stores?," op. cit.




TABLE VII

FOOD STORE OPERATING STATEMENT1

Average Weekly Sales $15,000-$20,000

Sales
Groceries 63.88%
Meat 26.55%
Produce 5
Total Sales 100.0
Gross Profit
Groceriles 16.34%
Meat 21.90%
Produce 26.6%%
Total Gross Profit 19.0
Expenses
Accounting .10%
Advertising .96%
Delivery expense .03%
Depreciation and leasehold .63%
Dues and subscriptions .03%
Freight .86%
Fuel .08%
Garbage disposal .05%
Insurance expense .15
Interest expense 15%
Laundry .09%
Light, power, water .SU%
Rent/bullding expense .82%
Repairs 13%
Salary--Grocery 2.89%
Meat 2.01%
Produce .99%
Service fee--Grocery 1.02%
Meat .21%
Supplies .81%
Sundry 3%
Taxes--Payroll _-18%
Personal property 1%
Trading stamps 2.02%
Telephone .Ou§
Total expenses 15,
Operating Profilt L, 06%

Owner's Salary

1.09%
NET PROFIT .

lvpacts About Grocery Distribution," Progressive
Grocer, Twenty-third Annual Survey, 1956 Edition, p. 19.
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emergencies. Carrying a larger cash balance would not be
profitable since idle cash is not producing a return and
cash turnover 1s Just as vital to good operations as inven-

48

tory turnover. The cash required for this $20,000 weekly

volume store is estimated to be $5,000.

TABLE VIII
SUMMARY OF THE REQUIREMENTS

_

Item Amount
Land $ 63,750
Building 17,200
Equipment 36,000
Inventory 42,000
Parking lot 13,200
Cash 5,000

$177,150

Sources and Type of Capltal

Naturally, after the prospective super market operator
has projected his capital reguirements for the establishment
of the market, he desires to know where or by what means he
can obtain the capital. A very usual and logical question
a prospective retaller will ask 1s, "How much money must I
have and how do I go about obtalning the financial aid I

may need?"*? After determining the necessary amount of

48 W. Huegy, and Assoclates,
Nelson A. Miller, Harvey W. s

"Establisﬁing and Operating a Grocery Store," United SgaFes
Department of Commerce, Series No. 21 (Washington, D. C.:

Government Printing Office, 1950), p. 72.
L9 Financing Your New Super Market," Bulletin prepared
by the National Association of Retall Grocers.
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money the prospective owner must secure the capital.
The prospective grocer's sources of financing are as
follows:

Sale of stock--common and preferred.
Issuance of bonds secured or debentures.
Loan from private investors.

Loan from a financial institution.

Aid through wholesalers.
Sale--leaseback.

oOWNn Fwmn -

Sale of stock. The prospective super market operator

may want to finance part of his new store site by selling
stock. The selling of stock by a new operator, who is a
stranger in the trading area, may be almost an impossibllity
because he has no reputation in the area. This problem
may not exist with a prospective tusinessman who has teen
active in civic and social activities and 1s known.

The prospective super market operator may form a
corporation by selling common and /or preferred stock. Mr.

Ned Fleming says,

A prospectlive super market operator may form a‘corpor-
ation by selling sufficlent common stock to make a
twenty-five per cent down payment on flxtures and a
cash payment for the opening inventory; ghen the corpor-
ation may borrow the additional capital.-

J. K. Lasser suggests four reasons for the small
' [

businessman seeking capital through stock:”

510)

ct

Fleming, op. ci

.

°l; k. Lasser, How to Run a Small Business (New York:
McGraw-Hill Book Company, 195%), p. 100.




If you want to avoild debts,

If the economy 1s heading for a period of ce-
flation,

If the maturity date or the fixed charges will
be a burden that cannot be met,

. If your capltal posltion and credit are weak.

= w e

Issuance of bonds or debentures. There are people

who do not want to assume the risk involved in ownership
participation, but these people may be willing to extend

the use of thelr capital to any busilness, provided there

is not too great a risk. To secure the capltal through a

bond 1ssue, the company will pledge 1its property.
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To 1llustrate the financing of a store by detentures,

the following actually happened to Scott C. Detrick and
Joseph A. Raible, co-owners, Scotty's Markets:Z2

In arranging the financing for our new store which
opened last December, we discovered we were short
atout $30,000 of the capital we needed. But we did
not want to delay locating in this particular com-
munity.

Where was $30,000 availatle? Careful study of the

situation resulted in the 1dea of 1ssuing debentures.

Debentures are sold mostly on falth. Thls was true
of ours. Any person entering a community new or
unknown would find 1t difficult to finance in this

way. People must see a busliness 1n operation to have

faith in i1it. However, we have been in business for
about six years, so customers were able to Jjudge the

type of business we operated, and this Justified their

faith in our future plans.

A debenture has last call. Should a business fail,
the bank would secure 1ts money before the debenture
holder. The wholesaler would get his money. Then

52"They Sold Debentures to Finance Their New Store,"

Bulletin prepared by National Association of Retaill Grocers,

p. 11.
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what 1s left would be availlable for division among the
holders of the debentures.

We s0ld in units of $500, with 5 shares of common
stock at $10 a share. Thus each package cost $550.
To launch them, we suggested them to customers some-
thing like this: "Mr. Jones, we are offering $500
debentures on a 10 year basis, at 6% interest. 1If
we can pay these out 1n 3 years, or 5, we reserve
the privilege of calling them 1n sooner. You are
familiar with our business operation . . ."

A super market which opened July 30, 13956 at Fort
Wayne, Indiana, owned by an independent operator, Mr. Henry
J. Eavey, reguired an investment of two and a half mlillion
dollars, Mr. Eavey had a credit standing and reputation
In the grocery industry that Jjustifled the filnancing of
this super market. He 1s the president of a wholesale
grocery house at Richmoncd, Indiana, which has operated for
many years and thils operation serves a voluntary group of
independent grocers in the territory.

Mr. Eavey cdecided to bulld a super market 1n Fort
Wayne, Indiana and recelved financial assistance from his
bank. His banker works closely with the Continental Illinois
National Bank and Trust Company of Chicago. Mr. Eavey's
local btank was not permitted to lend him enough money to
open this market because of the legal limits on that partic-

ular bank's maximum lending authority, so the Chicago bank

aided in the financing of this great market.53

Insurance companies as debenture lenders. Life insur-

ance companies are a source of long term debenture loans.

Z3Personal communication with Gordon Cook, Sr., Operation,
Incorporated.
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The insurance company, 1n making long term loans, has no
depositors and no danger of a sudden demand for money as
does a bank. Insurance companies do make long term loans,

since much of thelr business inclucdes long-term commitments.

Investment bankers and debenture money. Investment

bankers are chlefly middlemen. The investment house merely
assists the prospective borrower to declde on the type and
terms of his proposed loan, and then markets the security
for a fee. The investment house may sell the bonds to the
public or one of several large institutional investors,
such as, insurance companies, educational foundations,
pension funds, investment trusts, and the like. The expert
can size up the borrower's situatlon and present his appli-
catlon to the best source for the funds. He can advise
what rate to pay, what features to include 1iIn the indenture
and what requirements and policles the respective money
sources operate under.su The expert knows what leading
Institutions are ready to make loans, thelr prejudices and
preferences and he may save the borrower money and time,
Sometimes the investment banker's own prestige can help the

prospective operator get a loan.

Loan from private investors. Another plan for

Securing capital 1is to find a contractor with some money and

S4prthur Richland, "How to Ralse Cash and Influence
Bankers," Super Market Merchandising, Vol. 21, No. 8 (August,
1956)) po u’6o
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get him to bulld a super market, which the super market
operator leases. The next step 1s to arrange with ejuip-
ment manufacturers for financing of equipment, which is a
standard practice. Under this plan, all operator has to
do 1s pay for his opening stock anéd he may get temporary
credlit on this from hls sponsoring wholesaler.

Sometimes a local 1nvestor who believes 1In the com-
munlity and 1is convinced of the future of a new super market
wlll make a loan without security, or with less than a loan
institution would require.55 A small concern may get a loan
this way when a bank does not want to grant it. Sometimes
a local 1Inventor will endorse the bank loan, agreeilng to

pay 1f the maker of the note 1s unable to pay.

Loan from a financial institutlon. The twelve regional

Federal reserve banks are authorized to lend dlrectly to
business enterprises when they cannot get money from the
usual sources on reasonable terms. These loans are at
present limited to five years or less and are for working
capital purposes only. The loans are avallable only to
established buslnesses, so new concerns cannot be accom-

modated.56

55United States Department of Commerce, The Small
Businessman and Sources of Loans, Economic (Small BusIness)
Serles No. 69 (Washington, D. C.: Government Printing
Office, 1948), p. 19.

=
’6Lasser, op. cit., p. 118.
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The Small Business Administration makes regular loans
up to $250,000 maximum and limited loans up to $15,000. For
someone already 1n buslness and doing over two million
dollars volume, Small Business Administration makes no loans.
The following 1s a telegram from Wencdell B. Barnes, Small

Business Administrator, to Super Market Merchandising:

Grocery stores and Super Markets in small business
category are applying for and recelving SBA loans.
82 such loans totaling $2,688,000 already approved.
All applications from eliglble concerns given fair
and impartial consideration. Super Markets with
$2,000,000 or less annual gross are regarded as
small business. The act under which we operate
specifies no government loan funds be advanced unless
credit not otherwlise avallakle from private sources
at reasonable rates and that all loans be of such
sound value or so secured as reasonably to assure
repayment.c’

Financing through wholesaler. Many incdependent

operators are affiliated with either a voluntary group or
a co-operative group. Many of the groups have set up
separate finance corporations to help finance good, young
retallers open new, large super markets. Many of the groups
are actively and aggressively seeking good, young retallers
or especilally competent super market managers so as to help
them get started in business.

Some wholesalers make connections wlth banks and

Insurance companies, which in turn, supply the retaller

5Twendall B. Barnes, "What Can You Get From SBA?,"
Super Market Merchandising, Vol. 21, No. 8 (August, 1956),
p’ 510
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with the necessary funds. The wholesaler often guarantees
the repayment of part of the loan and sometimes the entire
amount. 1In either case, a reserve fund 1s set up by the
wholesaler to cover any loss which might occur.58 One
wholesaler said the 1lmportance and the need of a financing
program 1s Indicated by the fact that forty per cent of
thelr cost-plus accounts had received assistance from the
wholesaler.

There 1s a thesis entitled, "A Proposal for the
Financing of Independent Super Markets by Wholesale Grocers,"
by Erwin Lee Feller which proposes an excellent plan for
financing the construction and location of super markets
for the independent operator. This thesis 1s suggested to
anyone who 1s further interested in financing super markets

59

by means of wholesalers.

Construction of a building with a sale and leaseback

agreement. Just what 1s a leaseback? Sidney Barton, who

1s reputed to be the largest individual holder of leaseback
real estate in the country, says, "It is a holding purchased
for the complete price, which the owner has invested in
bullding and land, and then leased back on a specifled long

60
term lease and rental.

5% rwin Lee Feller, "A Proposal for the Financing of
Independent Super Markets by Wholesale Grocers" (unpublished
Master's thesis, Michigan State University, 1954).

60"Rarton on Leaseback," Super Market Merchandising,
Vol. 21, No. 8 (August, 1956), p. 53.
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The leasee recelves several advantages from this
transaction:

1. He gets a market made to his own liking and
specifications.

2. Capiltal is freed for expansion purposes.

3. There may be faster turnover on money.

4, The rental which runs anywhere from 0.7 percent to
2.0 percent of total sales 1s a legltimate deduction.
If the operator 1s 1n the £2 percent tax bracket,
his rental cost is cut in half.

. Since a typical lease would run from 1€ to 25 years

and allows for a number of five or ten year options,
In many 1nstances a lessee could control the land
and buillding for up to ten years. If the site is
no longer sultable for a super market, it may be
satisfactory for another business. In that case
the lessee not only works out a re-lease but may
realize a profit for himself through this re-lease.
6. Most leases contain negotiation clauses which permit
the lessee to withdraw from his contract 1f the
location proves to te a "dud."

Barton thinks anyone can qualify for leaseback,
providing he has good crecit anc hils company's net worth
1s at least $500,000. The potential purchaser generally
conslders credit, net worth, and the real estate price as
the most important factors.

There seems to be a difference of oplnion on the sale-
leaseback financing for Albert F. Donohue of Kidder, Peabody,
and Company, an investment firm, says that 1t (sale-leaseback)
most certainly 1s not the magical "eat-your-cake-and-have-it-

to" technigue that some may think.02 A sale and leaseback

llp14., p. 53.

62p1bert F. Donohue, "Eight Questions and Answers on
Financial Growth," Super Market Merchandising, Vol. 21, No.

8 (August, 1956), p. 52.
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of a property means the seller disposes of hils property,
probably never regalns title to 1t, bears all of the
expenses of the property Just as if he continued to own it,
yet repays the purchaser every dollar of the purchase price
during the primary term of the lease. The interest rate
contained 1n the lease-rental flgure ordilnarlly 1s higher
than the rate on an unsecurec long-term borrowing transaction.

This toplc cannot be delved 1Into thoroughly in this
thesis, but the differences in opinions reveal the fact
that the prospective operator should conslder, ponder, and
discuss with experlenced men, and have a thorough knowledge
of the sale-leaseback method before utilizing 1it.

The following chart classifies all the types of loans
and capital generally avallable to commercial buslnesses
and shows the sources from which such funds generally

emanate.

Working with the banker. Three kinds of money are

avallable:
Loan--For temporary use only--must be returned.

Invested Capltal--Permanent money--use as desired;
1t 1s the operators.

Borrowed Capital--Substitute for invested capital
under certain condlitions--use only
as directed.

Some people think of banks as institutions that loan
money to individuals or companies who do not need capital.

These individuals think that the bank never loans them
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TABLE IX

THE LINE UPl

Type

Source

Unsecured loans
Short term:
Long term (debentures):

Secured loans
Real estate mortgage:

Equipment (chattel)
mortgage:

Accounts receivatble:
Inventory:

Invested capital
Capltal stock:
(common, preferred)

Private capiltal:

Borrowed capital

—r—raae———y

Commercial banks.

Commerclal banks,
companiles.

insurance

Commerclal banks, savings
banks, bullding and loan
assoclations, insurance
companles, real estate,
mortgage bankers, invest-
ment trusts, pension
trusts, universities, U. S.
government corporations,
investment bankers.

Finance companies, factors,
investment bankers, com-
mercial banks, 1nsurance
companies.

Finance companies, commercial
banks, U. S. government
corporations, factors.

Commerclal banks, factors,
finance companies.

Investment bankers (or their
own account or through the
proceeds of sale securilties
to public), insurance com-
panles, investment trusts,
pension trusts, etec.

Individuals or investment
groups and syndicates.

Factors, finance companies.

1 P
Albert F. Onohue,

——
—

"Eight Questions and Answers on

Financial Growth," Super Market Merchandising, Vol. 21, No.

8 (August, 1956), p. E54.
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money when they need 1t. These operators should analyze
the reason for not receiving their loan.

The klnd of service a retaller gets from his bank
depends upon the working relationship he has with the bank.
The retailler should have an understanding of the btanking
loan system. He should make the bank president an advisor
or counselor to his business by informing the president of
financial incidents that occur in the business. If the
operator expects to purchase some ejuipment or fixtures,
he may ask the bank president's advice on the transaction,
whether the operator follows the advice or not. This way,
he will develop a friendship which may be of value in
securing loans later.

When the retaller is planning to construct a super-
market, he may want to show the bank presldent how the
location was chosen by showing the means of determining
the trading area and the characteristics of the population
trends, buying power, estimated potential food volume in
the area, and the anticipated volume of the prospective
operator's business. The retaller may show the banker how
the store size and parking lot were determined along with
other important store information. Presenting to the presi-
dent of the btank complete site location information may win
his confidence in the prospective operator, and thus the
banker 1s more readily agreeable to making a loan. The

banker will be interested in the prospective operating
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statement, budget, and future plans of the new businessman's
enterprise. "When a climate of confidence exists, the
banker will try to figure out how he can make the loan

63

rather than to gilve reasons why he cannot." There 1s one
important poilnt to remember. In presenting the informatilon,
the operator should always be receptive to suggestions the
banker may offer, since the banker has varied experiences

In business transactions.

Choosling a bank. Not all prospective retailers may

be selective 1n choosing a bank, for there may be only one
bank in their small community. But 1f there are several
banks, consideration should te given the service each
bank has to offer before selecting the bank to patronize.
A bank should be chosen that 1is progressive and wllling to
take risks on new businesses in the communlity. There may
be a bank 1n the community that makes a practice of loaning
money to super markets ané 1is willing to advance a loan to
the prospective operator.

"Strict regulation of banking practice ty government
agencies plays an important role 1n determining not only

how much a banker can loan, btut to whom he can offer 1t "OH4

6

P}
°"Financing Your New Super Market," op. cit.

—_—

6“"F1nancing the Food Store," op. cit., p. 5.
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The bank may be convinced of the prospective operator's
business abllity, but government banking regulations may
limit his loaning capacities. The amount that the bank can
loan 1s related to the bank's capital ané surplus. The
operator may use the local bank for small loans and acjulre

larger loans from a metropolitan bank.

Stay close to home. Convenlence 1s a big asset in

dealing wilth a nearby bank. When borrowing from a big bank
in another city, the first guestion they will ask is why
dldn't he use his local bank. He must have a legitimate
answer ready because in thelr investlgation they will phone
his "logical" near-home bank. Bankers exchange information
freely so the impression made on the first banker may influ-
ence the entire borrowing history. The banker must have
confldence in the borrower's ability and can trust the
borrower's statements.

Here are some points to remember in presenting the
story to the bank:

1. Establish a souncd credit reputation.
a. Pay all wholesaler billls promptly.
b. Keep bank accounts in good ordcer.
c. Pay all loans promptly.
Keep business records 1in good shape.
Make yourself known to bank officlals.
a. Ask them for buslness advice.
b. Make follow-up visits to show them improve-
ments.
L. Make a thorough study of potential trading area,
1ts development possibilities.
Present a sound, well-developed picture of your
need for financing to the bank.

w N

\n
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6. Present all the facts, all the documentation you can.
7. Don't let one bank's turndown deter you.©0%

Net Fleming of the Fleming Company, a voluntary sponsor,
suggests these qualifications to the operator golng into
business for himself:

1. He must have proven himself to be a sound operator
either by reason of the fact that he successfully
managed a super market for a chaln or successfully

operated a retall grocery store of his own even
though it might be a superette.

2. The ability to develop and train personnel and to
delegate authority.

3. An open mind to improvements and a desire to grow.

L. The ability not only to makemoney, but to save 1it,

as a basis for future growth.

"Free Capital" sufficient to make a seventy-five
percent down payment on fixtures, and cash payment
for the opening inventory. Preferable, too, would
be sufficient additional cash for working capital,
although this, 1in Instances of weél-qualified
operators, might well be waived.©

n

The prospective operator should know his needs before
actually receiving the necessary funés to finance a market.
The prospective retailler must make a thorough study of the
amount of money neeced to establish his tusiness andé should
get advice from the banker, wholesaler, and other market
operators tefore drawing any conclusions as to hils needs.

To keep the business "above water," the operator

should ask for sufficient capital or loans to keep the

"How to Locate and Finance a New

62 Trout
Joseph Trout, 34, No. 11 (November,

Market," Progressive Grocer, Vol.
1952), p. BE.

ct

66F1em1ng, op. ci

pRu————
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business operating effectively ancd must anticipate his
ability to repay these loans without "strangling" the
business.

Wholesalers are becoming more and more concernec¢ over
the flnancial assistance of retail operators, and frequently
they will support a prospective operator in a loan or buy
the land, bulld the market, and lease to the operator.

Mr. Gordon Cook, Sr., Operation, Incorporated, says, "If
the super market operator is really worthwhile, he'll get
financial help in some manner from his chief source of

Supply . n 67

[=
ct

67Cook, Sr., op. ¢
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CHAPTER VI
SUMMARY AND CONCLUSIONS

Summary

This thesls presents methods and procecures the
Independent operator can follow in locating andé financing
a super market. Thls thesis also provides sources of
Information which offer éata and help in locating and
financing the operator's new market.

The site analysis section of the study reveals that
certain factors are more Important in one type of location
than in another. Thls study also suggests factors that the
Independent operator should consider in selecting a location.

The locating of a super market includes three main
problems: the selection of the trading area, the particular
Site within the specified area, and the anticipated sales
for the Qonsidered site.

Several methods are used to determlne the tradling

area; namely, Editor and Publisher Market Gulde, local news-

Paper circulation map or figures listing license numbers of
parked automoblles, interviewlng merchants and professional
men, takbulation of out-of-town checks, Rellly's Law of
Retall Gravitation, rural mail deliveries, and aerial

Photographs. One or a combination of several methods may
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ald 1in determining the trading area, depending on the
situation.

After the trading area 1s determined, the size, trend,
and characteristics of the population are vital information.
All people are consumers, so the trading area's population
provides an indication of the number of potential customers
in the area. A population analysis reveals the trends of
growth in the area which 1s of basic importance in locating
a market. Characteristics of the population to ke consid-
ered inclucde sex, age, race, religion, educational level,
native or foreigh born, permanent or transient status, and
others. These traits indicate the buying habits which
affect the potential volume for the trading area.

Decennial Census of Population, block statistics,
ané local sources of market information provice material
on tracding area population. The Decennial Census may be
untimely 1n many instances tecause of 1ts decennial pub-
lishing time.

The buying power of a trading area 1s determined by
a number of indicators, such as total retail sales, general
rental value, and income level of the population. Income
date can be obtained from census publications, local news-
papers, and market information.

To find the potentilal food sales volume of the
trading area, the operator multiplies the number of people

in the area by the average food expenditure per person per
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week. Thils gives the potential food sales volume of the
trading area for a week. Another method 1s to determine
the number of famlllies 1n the area multiplied by the
average weekly food expenditure per family.

The prospective operator should estimate his com-
petitors' volume after the potential food sales for the
trading area have been determined. The sales volume of
exlisting stores can be obtalined by the number and type of
check out units, the number of employees, the sjuare footage,
customer counts, cash reglster tapes, sales tax, and other
methods. These methods may furnish a reasonably accurate
estimate of the competltors' volume.

The operator may determine hils prospective sales
volume by comparing the total competitors' sales volume
figure with the potential food sales volume for the trading
area, which means more volume, or the store may draw people
from the competition. "Rule of thumb" methods are used to
calculate the portion of business a new operator may expect.
A new operator may antlcipate twenty to twenty-five per
cent of the food sales 1n the area, 1f competition is
limited and the new store provicdes additilonal cdrawing power.
Another method 1s to multiply the number of people in the
area by average weekly food expendlture per person, then
multiply by the anticipated per cent of the total volume
the store 1s expected to draw. This gives the anticipated

sales volume for the new store.



78

Where a new supermarket is located in close proximity
to a competing super market, the combined volume of the two
may be as much as one hundred and forty per cent of the
former store volume.

Some other consicderations for a new location are
parking facilities, accessibility, and traffic flow.
Parking faclilities are a customer convenience and every
convenience possible should be provicded. The parking lot
area 1s flgurecd 1n proportion to the antlclipated number
of vehicular customers anc the store sales area.

There are negative factors, such as wrong side of the
street, rivers, cemeteries, incdustrlal plants, poor side-
walks, hospitals, smoke, ancé other factors that may bte
detrimental, and may detract customers from the location.

Knowlng the prospective sales volume may help the
operator determine the amount of land needed, bullcding
area, ejulpment, opening 1inventory, and working capital.
When these facts are known, the super market operator may
know the amount of capital needed to establish his store.

After the prospective operator cdetermines the amount
of capital he needs, he must findé some means of securing
this money. He is usually limited in the sources avallable
to finance the business. The main sources are, namely,
his own capital, relatives' money, a financial institution,
and/or a wholesaler.

The sale of stock to finance a new buslness may be

Impossible for the 1ndependent super market operator, since
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his business ability 1is not known. The large established
operator of a well-known corporation may be able to market
common anc/or preferreé stock.

The 1ssurance of bonds may be a way of securing
capital from those who cdo not want to assume the risks
involved 1n ownership participation. This method may te
used only by incorporated businesses.

Insurance companles and investment bankers may be
sources of securing loans and assistance in obtaining loans.
Some contractors will bullcd the building to the
operator's specifications and lease 1t to him. The ejuip-

ment manufacturers may flnance the ejquipment and the
operator may pay for hls opening stock or get temporary
credit from his sponsoring wholesaler.

The Small Business Administration makes regular loans
to a $250,000 maximum and limited loans to $15,000. Small
Business Acdministration loans are not avallable to a busi-
ness having a volume of over two million collars per year.

Many voluntary or cooperative groups are actively
seeklng good, young retailers and are helping to finance
them, Some wholesalers may ald the retailer in securing
necessary funds from banks and insurance companies.

The sale-leaseback method 1s used by many super market
operators. They buy the land and construct the bullding
and as soon as the store is 1n operation, sell the lanc

and building and lease 1t back.
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Banks can be helpful to super market operators seeking
capital. The independent owner should have a working knowl-
edge of the banking loan systems. He should make the bank
presicdent an advisor to hils business and keep him informed
on financial incidents that occur in the business. The
retaller may wish to discuss the complete site analysis
with the banker and should be receptive to suggestions
that the banker may offer.

In choosing a bank, the retailer should patronize a
bank that 1is progressive, offers the most service, and 1is
willling to take risks on new businesses. The retailer
should stay close to home in his banking so that the banker

can observe his operation anc gilve advice and assistance.

Conclusions

Independent super market operators are at a disadvan-
tage compared to chain operators in expanding thelr business.
The indepencdent is inexperienced and 1s prone to depend
upon his knowledge insteac of employing the services of
experts. Furthermore, he 1s successful 1n his present
Super market ané telieves 1n his buslness ability and
Judgment. The chain operator has on his staff speclalists
and experts to survey the trading area, select the slte,
plan the store, and do the financing. The chaln operators
are aggressively seeking new locations to satisfy planned

expansion.
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The independent operator, to avoid losing out in
the expansion race, must aggressively plan expansion.

That 1s, as a group through voluntary or co-operative
assoclations, the 1ndependent must seek out new locatlons
and fincd means of financing new store construction in the
same manner the chain operator does.

The voluntary or co-operative group wholesaler offers
Services to the members in the form of site selectlion, store
engineering, and financing. New super markets are planned
and built. Upon completlion the super market 1s leased to
a member, thereby putting aggressive planned expansion into
the 1incdependent field.

Technligues for selecting super market locatlion have
changed from selectling by guess to selecting by scientific
processes. Chaln super market operators developed the
techniques which have proven successful. Tocday, the inde-
pendent super market operator with the cooperation of the
voluntary or co-operative group wholesaler uses these
scientific technlgues.

The incependent super market operator has available
assistance to enable him to compete successfully in the

highly competitive area of new store development.
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