
 

 

 

 

 

 

Comprehensive Business Case  

PART I 

Assess the Situation 
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Introduction 

Welcome to Fairdays General Store as our new CFO.  Around here we just refer to our company as 

“Fairdays.”  In the next few days, you’ll have an opportunity to get familiar with our organization, its 

people, and help guide the company to the next level. Just as you would in real life, you will have the 

opportunity to meet with our staff, pour over results and industry analysis, and deal with certain issues 

that arise.  You’ll need to develop both proactive and reactive approaches to deal with these issues. 

YOU are the CFO, so where do you want to start? 

 Exhibit What you’ll find out 

1 Meet with Sally Fields Owner and Founder of Fairdays General Store 

2 Financial Statements Last 5 years of results and proposed budget 

3 Review store financial performance Last 5 years of results by location and next 
year’s budget 

4 Customer reviews What do customers think about Fairdays 

5 Tour the store See the store for yourself 

6 Retail Industry Primer How the retail industry works 

7 Notes from Meeting with Paul Gerard Controller of Fairdays 

8 Notes from Meeting with Julie Walker Marketing Director of Fairdays 

9 Meeting with Henry Talkin Senior Buyer of Fairdays 

10 Notes from Meeting with Store Managers Key insights from store managers 

11 Employee Survey Results  Key insights from employees 

22 Compensation and retention Summary of employee payroll data 

13 Takeover offer A buyer’s offer to acquire Fairdays General 
Stores from Sally 

14 Acquisition opportunity Maple Stores cut sheet 

15 PEGroup Investment Proposal A private equity proposal to partner with Sally 
in conjunction with acquisition opportunity 

 

PART II 

You’ve gathered data that might be helpful during strategic planning and risk analysis. 

Exhibit Title: 

A Economic indicators 

B Retail industry analysis 

C Retail industry trends 

D Shopping trends 

E Demographic statistics 

F Department store industry 
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1. Meet with Sally Fields 

“Our store motto is- “Proudly Independent, Just Like You.”  Our customers stand out in a crowd because 

they know their purchases are unlikely to be found at any of the stores found at the mall.” 

Q1: How did Fairdays General Store get started? 

“I started the first Fairdays General Store 15 years ago in the heart of Burlington Vermont’s trendy and 

colourful downtown district with nothing more than $2,000, an old building, and an idea. Fairdays has 

become a well-known shopping place to residents and visitors alike. This is my baby and we boot 

strapped our way up to what I like to think of as a modern-day department store, with a splash of old-

school charm.” 

Q2: What is the store format? 

“Our stores are more like boutique department stores- a throwback to the days when department 

stores used to be located downtown and offer a wide variety of goods.  Our stores are tiny by 

comparison to today’s department store, averaging only 4,000 square feet compared to a Walmart 

Supercenter which might be 120,000 square feet or more.  We do, however, offer an eclectic variety of 

items through what we refer to as traditional “departments” in each store.  So for instance, we have 

separate departments for men’s wear, women’s wear, foot wear, cosmetics, accessories, giftware, 

etc...” 

Q3: How do you survive and thrive in the very competitive retail industry? 

Obviously, with our small stores, our selection is limited, so we focus on providing unique merchandizing 

of trendy, yet affordable goods customers are unlikely to find elsewhere.  I am constantly buying new 

and original products, which encourages our customers to return to our stores.  The entire look of the 

store has a fun, retro, and cheeky personality. The Fairdays customer is one that wants to look on-trend, 

one that isn’t going to see 100 other people sporting that same look. Our style is funky with an interest 

in vintage fashion and has a great sense of humour.  

Q4: Why are your stores located downtown and not in retail districts? 

“I have located all our stores in downtown cultural and entertainment districts in small cities because I 

really believe that the Fairdays can revitalize the downtown core. I position the Fairdays as the 

alternative to having to shop at the mall and enduring traffic, line-ups, impersonal service, and walking 

miles of corridors only to find items that are mass produced and boring. I want customers to see 

shopping at the Fairdays as an outing, as they would the theatre or dining at their favorite restaurant.  

And apparently others see it that way as well because Friday and Saturday nights are often our busiest 

time.”  
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Q5: How did you come to open this sort of business? 

In my past life, I worked in the fashion-industry as a buyer and designer.  I know the fashion and retail 

industry well, not only the big players, but more importantly the small designers who are on the cutting 

edge.  These relationships allow me to work with designers to come up with merchandise for my store 

Q6: What are your personal objectives for Fairdays? 

“I founded Fairdays because I always wanted to own a store, one that sold different things to reflect my 

varied interests.  I feel as though this is what I was born to do. I’m 45 years old this year, which shocks 

me.  I’m not done yet, but at the same time, I have a five year goal with the end in mind.  My goal is to 

have a national network of stores across America.  I want to reach a point where the business can run 

itself and I have resources that can deliver on my vision.” 

Q7: Why did the company lose money last year? 

“A slow local economy didn’t help the stores last year, but I think the poor results stemmed from  

certain store managers that lack experience at running a store.  With my office in Burlington, I can keep 

a pretty close eye on that location, but the other locations must run autonomously to be successful.  

Every time I visit a store, I see ways to improve.  I know I need to spend more time working with 

managers to replicate the success we’ve had in Burlington.  Not all stores are struggling, but there are a 

couple that just don’t seem to get it.” 

Q8: How would you characterize your workforce? 

“I look to hire young, energetic, artistic people to manage my stores.  I’m not talking about high school 

students looking for a part-time job.  I’m looking for people who want to make a career out of working 

for Fairdays and are willing to make it their passion.  These people must have an outgoing personality 

and an eye for fashion. I recruit from local art and design schools to find sales associates that customers 

find interesting and helpful.  The downside is that these people have very little sales or business 

background.  I believe these people can be trained in that regard.” 

Q9: How successful are you at retaining staff? 

My approach to staffing is unique in the industry.  I involve my staff as much as possible in the business.  

They are involved in the buying decisions and I teach them about our products and educate them about 

fashion trends. As a result, the employees at Fairdays are not only friendly, but can answer pretty much 

any customer question effectively.   I tend to pay them more than big box or mall retailers.  I want my 

staff to have as much fun at their jobs, as our customers do shopping at Fairdays.  I believe this is what 

makes this business profitable. 
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Q10: What do your customers think of Fairdays? 

It’s the people that make it all worthwhile. Our customers are “very supportive” of all I do.  In 

Burlington, my staff and I know many of our customers by name, and as a result, we deliver exceptional, 

personalized service.  In fact, some of my best ideas come from customer suggestions. Once customers 

learn what we are all about, they tend to become raving fans to return many times over, and better yet, 

bring their friends. I encourage you to check out some of our customer comments. 

Q11: Do you use e-commerce? 

We have a website, which simply promotes the store.  Our business is really simple- to deliver a unique 

shopping experience for our customers.  I can’t, for the life of me, figure out how computers fit with my 

business model, in fact computers scare me. However, I am a big believer in the social networking 

movement.  We use Facebook to communicate with our customers about upcoming special events and 

new orders.  It was slow at first, but it has been gradually building and we now have over 1,000 friends 

of the store.  You should talk to Julie about our marketing strategy. 

Q12: How would you evaluate your finance function?  

I met recently with my banker and my financial advisor, both of whom have concerns given our weak 

performance last year.  They have convinced me that I needed to hire you to help me run the business.  

Paul, my controller, has been with me for a long time and we are great friends, but he is the first to 

admit that he just doesn’t have the experience, desire, or the expertise to lead a fast growing company. 

Q13: How is the company’s financial position? 

I’m just about out of bank financing, so finding new sources of capital to grow the business is important.  

I’m not averse to bringing in new partners, but I want to ensure that I retain control and don’t get 

squeezed out of my own company.  

Q14: Where should I start? 

I need you to help me identify when we have issues.  And I need solutions before little problems turn 

into big problems.  I also need you to help me manage the growth.  I’m certain the Fairdays General 

Store concept can work in just about any small or midsized city in the U.S. and I want us to be there. This 

year, we are budgeting to achieve $21,000,000 in sales.  This is no longer a one store operation that I 

can run in my head.  I have over 200 employees and we need to start managing this business differently.   
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Exhibit 2: Financial Statements and Budgets 

 

 

Fairdays General Stores

Statement of Income (Loss)

For the years ending December 31 2013A 2014A 2015A 2016A 2017A 2018B

(in thousands of dollars)

Sales 2,008$        4,218$        8,052$        13,832$        15,928$        21,000$        

Cost of Sales 1,165 2,489 4,831 8,438 10,035 12,600 

Gross profit 843 1,729 3,221 5,394 5,893 8,400 

Expenses

Compensation 500 1,040 2,080 3,780 4,480 5,600 

General and administative 275 500 922 1,363 1,540 1,790 

Depreciation 19 36 87 169 222 251 

794 1,576 3,089 5,312 6,242 7,641 

Operating earnings 49 154 132 83 (348) 759 

Interest expense 0 0 0 38 108 150 

Earnings before taxes 49 154 131 45 (457) 609 

Income taxes 7 21 18 6 (64) 91 

Net income (loss) 42$             132$           113$           39$               393-$             518$             
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Fairdays General Stores

Statement of Financial Position

As at December 31 2013A 2014A 2015A 2016A 2017A 2018B

(in thousands of dollars)

ASSETS

Current assets

Cash 877$           659$           4$               7$                 8$                 10$               

Receivables 26 32 24 22 29 29 

Inventory 265 593 1,271 2,220 2,867 3,231 

Prepaids 3 14 48 98 120 180 

1,170 1,297 1,347 2,347 3,024 3,450 

Capital assets 82 241 544 974 1,023 1,232 

Total Assets 1,252$        1,538$        1,891$        3,321$          4,047$          4,682$          

LIABILITIES

Current liabilities

Bank indebtedness -$            -$            12$             1,062$          2,036$          2,263$          

Payables 96 191 371 809 1,045 1,036 

Other liabilities 12 23 21 24 33 33 

Total liabilities 108 214 404 1,895 3,114 3,331 

SHAREHOLDER EQUITY

Common shares 2 150 300 300 300 300 

Retained earnings 1,142 1,174 1,187 1,126 633 1,051 

Total shareholder equity 1,144 1,324 1,487 1,426 933 1,351 

Total Liabilities and Shareholder Equity 1,252$        1,538$        1,891$        3,321$          4,047$          4,682$          
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Fairdays General Stores

Statement of Cash Flows

For the year ending December 31 2013A 2014A 2015A 2016A 2017A 2018B

(in thousands of dollars)

Cash flow from operating activities

Net income (loss) 42$             132$           113$           39$               393)($             518$             

Depreciation 19 36 87 169 222 251 

Cash flow from operations 61 168 200 208 (171) 768 

Change in working capital 0 (239) (527) (556) (431) (433)

61 (71) (327) (348) (602) 335 

Cash flow from investing activities

New Store Openings 0 (175) (350) (525) (175) (350)

Maintenace capital expenditures (10) (20) (40) (74) (96) (110)

Capital expenditures (10) (195) (390) (599) (271) (460)

Cash flow from financing activities

Drawn (repaid) bank line of credit 0 12 1,050 974 227 

Issuance of shares 148 150 0 0 0 

Dividends (100) (100) (100) (100) (100) (100)

(100) 48 62 950 874 127 

Change in cash during year (49) (218) (655) 3 1 2 

Cash beginning of year 925 877 659 4 7 8 

Cash, end of year 877$           659$           4$               7$                 8$                 10$               
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Notes to the Financial Statements: 

1. Inventory is valued at the lesser of cost and net realizable value.   

2. Capital assets are composed of leasehold improvements and store fixtures which are 

depreciated at a declining balance rate of 20% per year.   

3. The company has entered into year-to-year leasing commitments for all of its stores with the 

exception of Burlington, which has 7 years remaining.  The average annual lease cost is $58,000 

per store. 

4. The company is authorized to issue an unlimited number of shares, of which it has issued 

300,000 common shares.  All shares are held by Sally Fields. 

5. The bank has provided with company with a $2.5 million line of credit.  Its availability is 

restricted to 75% of the inventory value and 30% of the value of capital assets of the company.  

The bank also holds a shareholder guarantee and other personal investment of the sole 

shareholder as collateral for the debt outstanding.  The interest rate for the loan is prime + 2%.  

Notes to the Budget 

1. Two stores have been recently opened and are targeting to earn a modest income or break even 

in their first year of operations.  This brings the total number of stores to 10. 

2. The gross profit margin across the portfolio is expected to be 40%. 

3. Sales at the stores which have been open for 2 years or more (Burlington, Concord, Manchester, 

Bangor) are assumed to contract by 2%.  Sales in Portland, Montpelier, and Syracuse) are 

expected to grow at 28%, 48%, and 46% respectively, given their second full year of operations.  

Albany is expected no growth due to city construction in the area.   

4. Operating costs, including compensation and store and management level general and 

administrative are expected to hold steady next year. 

5. Interest costs are assumed to be 7% in the budget year. 

6. Income tax rate is assumed to be 15%. 
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Fairdays General Stores

Financial Analysis 2013A 2014A 2015A 2016A 2017A 2018B

Gross profit percentage 42.0% 41.0% 40.0% 39.0% 37.0% 40.0%

Compensation (% of sales) 24.9% 24.7% 25.8% 27.3% 28.1% 26.7%

G&A (% of sales) 13.7% 11.9% 11.5% 9.9% 9.7% 8.5%

Operating margin (% of sales) 2.4% 3.6% 1.6% 0.6% -2.2% 3.6%

EBITDA 68 189 219 251 (127) 1,010

EBITDA margin 3.4% 4.5% 2.7% 1.8% -0.8% 4.8%

Return on equity 3.7% 10.0% 7.6% 2.7% -42.1% 38.3%

Return on assets 3.4% 8.6% 6.0% 1.2% -9.7% 11.1%

Current ratio 10.9            6.1              3.3              1.2                1.0                1.0                

Working capital 1,062 1,083 943 452 (90) 119

Inventory turnover 4.4              4.2              3.8              3.8                3.5                3.9                

Days payables outstanding 30 28 28 35 38 30

Bank line availability

75% of inventory 199             444             954             1,665            2,150            2,423            

30% of capital assets 25               72               163             292               307               370               

223             517             1,117          1,957            2,457            2,793            

Drawn -              -              12               1,062            2,036            2,263            

Availability (deficiency) 223 517 1,104 895 421 530

Debt to equity 0.1              0.2              0.3              1.3                3.3                2.5                

Free cash flow   51 (266) (717) (947) (873) (125)
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Exhibit 3: Store Performance 

  

Fairdays General Stores

Store Results

2013A 2014A 2015A 2016A 2017A 2018B

Store Sales

Burlington 2,008        2,320        2,416        2,490          2,708          2,667          

Concord -            1,898        2,013        2,213          2,389          2,352          

Manchester -            -            2,013        2,075          2,230          2,184          

Bangor -            -            1,610        1,936          2,071          2,037          

Portland -            -            -            1,660          1,752          2,100          

Montpelier -            -            -            1,522          1,274          1,890          

Albany -            -            -            1,936          2,071          2,100          

Syracuse -            -            -            -              1,434          2,100          

Lowell -            -            -            -              -              1,785          

Plattsburgh -            -            -            -              -              1,785          

2,008        4,218        8,052        13,832        15,928        21,000        

Gross profit %

Burlington 42% 43% 42% 43% 41% 40%

Concord 38% 40% 39% 39% 40%

Manchester 39% 39% 37% 40%

Bangor 38% 39% 36% 40%

Portland 39% 36% 40%

Montpelier 36% 31% 40%

Albany 37% 36% 40%

Syracuse 37% 40%

Lowell 40%

Plattsburgh 40%

42% 41% 40% 39% 37% 40%

Store ETIBDA

Burlington 218 356 371 406 417 382

Concord 0 83 160 198 249 256

Manchester 0 0 135 134 140 189

Bangor 0 0 (26) 90 56 130

Portland 0 0 0 (18) (62) 155

Montpelier 0 0 0 (122) (289) 71

Albany 0 0 0 50 56 155

Syracuse 0 0 0 0 (155) 155

Lowell 0 0 0 0 0 29

Plattsburgh 0 0 0 0 0 29

218 439 641 739 413 1,550

Fixed G&A 150 250 422 488 540 540

Depreciation 19 36 87 169 222 251

Operating income 49 154 132 83 (348) 759
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Exhibit 4: Customer Reviews 

Customer 1 (female, age 41) 

Fairdays is one of my shopping staples in downtown Concord. If you're looking for something unique 

and quirky, it's definitely one of the best places to look for sure. I love the selection of designers -- while 

not huge, they definitely make the effort, and will let you know when you're trying on something with a 

more local label. 

Customer 2 (male, age 28) 

Definitely agree that the pricing seems really all over the place as I’ve been to several locations and even 

noticed differences between the different stores.  I often love their selection of shoes too and their staff 

is always helpful and cheery.  

Customer 3 (female, age 28) 

If I had one word to describe the Fairdays General Store, that word would be "fun."  I find myself 

casually walking into this store all the time, not necessarily looking for anything in particular. I mean all 

the different things you can browse and buy... it's endless. The decor and layout of the store alone fills 

my mind with happy thoughts every time I walk in. 

Customer 4 (male, age 39) 

Fairdays is a store that has reached iconic status in my eyes. Tucked away amidst your favourite bars and 

restaurants on Gary Street. From some of my favourite European brands to fifties-style home 

accoutrements to the fun and colourful dressing rooms, it's a quirky little shop filled with plenty to see 

whether you're buying, browsing, or just want to kill half an hour somewhere fun by yourself or with 

some friends. 

Customer 5 (female, age 24) 

Since it's very much boutique-style shopping, sizes are extremely limited so if you don't get in early, you 

may run out of luck. That said, the Portland store seems to have AMAZING sales every now and then 

that are worth coming out for just in case it's your lucky day! Definitely more women's clothes than 

men's here, which kind of makes sense but also kind of makes me sad  
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Exhibit 5: Tour the Store 
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Exhibit 6: Retail Industry Primer 

Retailers form the link between the producer of goods and the consumer. Getting the merchandise that 

customers want to buy is critical to their success. Doing it profitably is essential for their survival. 

Merchandise must be ordered, shipped, delivered, and stocked. Stores must be staffed, payrolls met, 

and merchandise advertised. Financial management and real estate strategies are also essential. 

Retailing has long been held to be more of an art than a science. The intuitive ability to anticipate 

fashion trends will always be key, and it is a distinctly human skill needed to succeed in this business. 

Successful retailing demands sophisticated planning and use of technology so that decisions can be 

made based on information rather than just intuition. 

Senior management establishes corporate objectives based on the outlook for the economy and 

consumer spending. These objectives include goals for sales, expense levels, margins, and profitability.  

The buyer then develops a merchandise plan for the year consistent with overall company objectives. 

The buyer is the employee responsible for planning which goods to buy and in what quantity.  Sales are 

derived from inventory, a large stock of well-selected, desirable merchandise.   

The sales forecast is based on three to five years’ worth of sales data, but heavily weighted by the 

retailer’s sales figures from the preceding year. A company sales plan is created for comparable stores 

(units open for a year or more) and new stores.  

Shortages in inventory, called shrinkage, occurs through shoplifting, employee pilferage, and inventory 

spoilage. Shrinkage equals slightly less than 2% of sales, according to most industry sources.  

Perpetual inventory systems enable retailers to leverage point-of-sale data to improve sales forecasting, 

as well as merchandise planning and allocation. By collecting and analyzing sales at the SKU level—i.e., 

brand, size, style, and color—and by location, retailers can improve in-stock levels on the most popular 

items, and reduce inventory positions on slower-selling assortments.  

Once merchandise is ordered, it must be shipped and received. To receive merchandise, department 

stores, discounters, and mass merchandisers operate one or more distribution centers serving stores in 

a particular region. These facilities act as an intermediate point between manufacturers (vendors) and 

retail stores. From the distribution center, products are shipped to stores on an as-needed basis.   

The last step in the supply chain is the retail store, often located in a shopping center, of which there are 

two basic configurations: the enclosed mall and the non-enclosed strip center.  
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Exhibit 7: Notes from Meeting with Paul Gerard (Controller) 

Q1: How did you come to start working for Fairdays? 

I started working with Sally twelve years ago on a part-time basis.  At the time, we were both working on 

a Rotary Club project to build a new playground in Burlington and that’s where she found out that I was 

an accountant.  She needed someone to keep the books of the store and I agreed to take it on. Five 

years ago, she asked me to work for her full time to help with her ambitious plan of opening new stores 

in other cities.   The rest as they say…is history. 

Q2: What is your background? 

I worked as a cost accountant at the IBM plant in Burlington for 30 years.  I have a college degree in 

business, but no real formal accounting training.  I picked up those skills over the years.  I’ve lived in 

Burlington all my life and enjoy the life-balance that this city and this job allow me to have.  I’m probably 

going to retire in the next couple of years, but have told Sally that I’m happy to help out as long as she 

needs me. 

Q3: Describe your responsibilities? 

In the beginning, I kept the books for the Burlington store, but as Sally opened up new stores, I moved 

into more of an oversight role.  Each of the stores now keeps their own books and are staffed with an 

accountant.  The stores all run as standalone businesses, complete with their own bank accounts.  They 

deposit their own sales, they pay their own bills, and process their own payroll. 

Q4: How is cash managed? 

There is one central account for the company that I primarily control.  The purpose of this account is to 

pay for general and administrative costs that don’t have anything to do with the stores.  These would 

include the salaries of Sally and a couple of us who work for the company, and not any one store in 

particular.  Also, we use this account to draw on our line of credit.  I have authorization to transfer cash 

from any of the store bank accounts as required to manage cash and this keeps me busy on a daily basis. 

Q5: How is reporting prepared? 

I’m also the one that Sally relies on to prepare reports on how the business is performing.  I will get the 

stores to send me results and I will prepare the analysis she needs.  The bank also requires monthly 

reporting, but we have a local CPA firm, Black Johnson LLP, that helps us prepare these reports and this 

seems to give the bank sufficient comfort. 

Q6: Are there any areas for improvement in your mind? 

I think we’ve reached the point that we need to begin automating our accounting system.  Each store 

uses an off-the-shelf accounting package that our accounting advisors have set up for us.  We also have 

dozens of spreadsheets that we’ve built over the last couple of years to track various pieces of 

information that is used by the store managers, our senior buyer, and our marketing director. Sally and I 
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have talked about it and met with a few software providers.  The solution we like the best is Retail 

World Application and they have provided us with a proposal [Exhibit7]. 

Q7: Any issues with the store level accounting? 

The other problem I often encounter is that each of the stores sometimes record things differently.  One 

store will record all apparel sales in one account, another will break it into three or four different 

accounts for casual, career, formal, etc. 

Because our system is manually intensive, our reporting is not timely.  It takes me almost a month to 

combine all the results of the stores to give to our CPA firm to prepare a report for the bank.  By this 

time, it is old news. 

Q8: Who have you hired as accountants at each of the stores? 

Sally and the store managers were responsible for these hires.  Generally, the store accountants are 

either experienced bookkeepers or college graduates with accounting studies.  They are all good people, 

but none of them have a real appreciation for the corporate perspective.  Sometimes the results they 

send me don’t make sense, which causes me extra work.  Montpelier’s results have always been a bit 

baffling to me.  They should be doing better than they are. 
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Exhibit 8: Notes from Meeting with Marketing Director (Julie Walker) 

Q1: Tell me about what your responsibilities. 

I am responsible for: 

• All social networking public relations, which is mainly Facebook.  

• All promotional materials for sales and special offers including signage, posters, flyers, etc. 

• Maintaining a customer database in Excel. 

• Sending email notifications of upcoming sales events. 

• Designing advertising for newspapers and radio that can be accessed by the store managers 

to run in their respective local markets. 

• Maintaining the company website. 

• Coordinating community events organized by the company. 

• Responding to corporate sponsorship and giving requests. 

 

Q2: What are the store managers’ responsibilities as they pertain to marketing?  

The store managers are responsible for: 

• Arranging for local advertising through print media or radio. 

• Coordinating marketing initiatives with me. 

• Setting pricing to meet the local market, but with the objective of achieving an overall 40% 

gross profit.  

• Holding sales events or other promotional activities are at the discretion of the store 

manager. 

• Setting up displays. 

• Involvement in one or more community organizations to make the store a part of the 

community including at least one community event each year in which all staff participate. 
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Exhibit 9: Meeting with Henry Talkin (Senior Buyer) 

Q1: What is your role at Fairdays? 

I work closely with Sally to select all the products sold at the Fairdays.   I place orders and negotiate 

terms with North American or European distributors.  The store managers schedule the deliveries to 

their stores, but are encouraged to contact other stores for items that are out-of-stock to expedite 

service for customers.  I also set the suggested retail prices for all our SKU’s; however, the store 

managers have discretion to markdown or markup inventory at their location based on local demand. 

Q2: What are the typical terms with your suppliers? 

Our credit terms are typically net 30. Scheduled deliveries are based on a forecast of projected sales for 

new merchandise, but we do not guarantee volumes with our suppliers beyond our initial order. I have it 

set up with the suppliers to have an standing purchase order which allows the store managers to order 

replenishment stock as needed directly from the suppliers.   

Q3: So how does inventory get to the store and where is excess inventory stored? 

I place the initial order for new SKU’s on behalf of the stores.  The deliveries are all direct to each store.  

I have a monthly call with all store managers to discuss new products and discuss merchandizing.  All 

stores have stock rooms where they are able to store excess inventory.  The store managers call me to 

work out any procurement related issues.  And as I said earlier, inventory can be couriered between 

stores when requested by customers.  It is not the most efficient system, but it generally works. 

Q4: Do you have any suggestions for improvement? 

We are not optimizing inventory between our stores. One store may have excess inventory and marks it 

down to move the item, while at the same time another store is out of stock of the same item and 

waiting a month or more for the distributor to send another shipment.  Also, since each store is doing 

their own procurement, we are missing out on volume discounts available for consolidating shipments 

and orders. If we were able to make larger volume commitments, I would expect to save another 2% on 

purchase costs. Lastly, tracking purchase commitments is a nightmare because everyone is ordering 

directly with our distributors and I don’t have a way to track what is outstanding.  
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Exhibit 10: Notes from Various Meetings with Store Managers 

Burlington 

“This is a great store that just keeps growing each year.   We have a great bunch of customers and staff 

that made the Fairdays General Store one of the most unique shopping experiences in the city.” 

Concord 

“The store has done fabulously well the last five years and has become an important part of the 

community.  I have a great staff and Sally has been a fantastic mentor for me.” 

Manchester 

“I have worked in retail all my life and I can honestly say that working at Fairdays is different in the best 

possible way.  The people are great, the business is unique, and our customers are satisfied.” 

Bangor 

“I worked with Sally in Burlington for two years before she asked me to come to Bangor to open a new 

store.  Things are just starting to take hold and I think in a few years, this store will be every bit as good 

as the store in Burlington.” 

Portland 

“I just started here a few months ago.  The last manager was not much of a business person.  I think he 

had sales events every week, so I’m having to re-adjust customer expectations about what Fairdays 

General Store is all about.” 

Montpelier 

“I’m not sure this market is right for a Fairdays store.  It is just too small.  I’ve got a Walmart on the low 

end and the fashion stores at the mall on the high end.  No one shops downtown.  I think we’ve got a 

bad location and should move closer to the retail district, but Sally insists on this location.” 

Albany 

“We just opened the Albany store last year and were well received in the community.  I think this year 

will be slower because there is a large redevelopment happening in our neighbourhood, which will make 

it inconvenient for people to come to our store.  Longer term though, this will be a great location.” 

Syracuse 

“Our first year didn’t go very well in Syracuse.  I had trouble finding people and when I did, I caught 

some of them stealing so I had to find more people.  Sally only got to Syracuse once last year, and I only 

got to Burlington once, so we are still kind of figuring stuff out as we go along.  Sally and her buyer tell 
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me what to order from our suppliers, but beyond that, sometimes I feel a little disconnected. Hopefully, 

things will improve this year.” 

Lowell 

“We have just opened in a great location in Lowell.  I’ve been with Sally for 6 years in Burlington and she 

asked me to run the store in Lowell.  I’m highly confident I can replicate the success we had in Burlington 

as Lowell is my home town and I know practically everyone.  We are staffed, stocked, and ready to go.” 

Plattsburgh 

“We opened three weeks ago in Plattsburgh and word of mouth is spreading like crazy already.  Sales 

have been strong.  I’ve recruited a really fun bunch of people who bring a spirit to the store that keeps 

our customers in stitches, both in laughter and in dress!” 
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Exhibit 11: Employee Survey Results 

The company hired an online survey company to poll our employees on their experience working at 

Fairdays General Store.  The findings were anonymously compiled. No actions have yet been taken. 

Survey Question: 5 strongly agree  
4 agree 
3 neither agree or disagree  
2 disagree 
1 strongly disagree 

How satisfied are you with your job?   
 

4.8 

Do you feel your pay is competitive with the 
industry? 

3.9 

Would you recommend working at your company 
to your friends? 

4.8 

Do you feel your input is valued by management? 4.1 

Are you planning to leave within the next year? 1.7 

 

Comments submitted: 

• “Great place to work, but we should have some sort of bonus or profit sharing plan.” 

• “I think one of my coworkers is stealing from the store, I’m not sure what I should do.” 

• “We should earn commissions on sales to encourage us to sell more.” 

• “My manager is a jerk, thankfully the assistant manager is super nice.” 

• “We should serve coffee and tea to our customers to encourage them to stay longer.” 

• “Customers get frustrated because we don’t carry a full range of sizes and are often out of 

stock.” 

• “It would help to have more training!!!!!” 

• “I love the freedom, but a few policies in certain areas would help us do our jobs better.” 
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Exhibit 12: Compensation and Retention 

Administrative Group (budget year) 

Name Title Compensation Other 
Compensation 

Tenure 

Sally Fields President $175,000 $100,000 annual 
dividend 

15 years 

Your Name CFO $150,000 Discretionary bonus New 

Julie Walker Marketing 
Director 

$42,000 $200/month car 
allowance 

4 years 

Henry Talkin Senior Buyer $50,000 Discretionary bonus 3 years 

Paul Gerard Controller $35,000 Discretionary bonus 12 years 

* Previously the company relied heavily on a CPA firm to provide additional monthly accounting and tax 

services, these costs will go away in the budget year as the CFO will take on these responsibilities. 

Store Management (budget year) 

Title Number Compensation Other 
Compensation 

Tenure 
(average) 

Store Managers 10 $40,000 Discretionary bonus 4.1 years 

Assistant Managers 10 (2 currently 
vacant) 

$30,000 Discretionary bonus 3.4 years 

Store Accountant 10 $30,000 None 1.6 years 

 

Non-Management Group (budget year) 

Title Number Compensation Tenure 

Sales associates 160 $10-$15/hour 
depending on seniority 

1.9 years 

Store clerks 10 Minimum wage 0.5 years 
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Exhibit 13: Unsolicited Takeover Offer 

Purchaser: Downeast Delaware Limited (operates a chain of variety stores in Delaware, Maryland, and 

Pennsylvania)  

Purchase price: $4,000,000 for all the business assets of Fairdays General Store, including assumption of 

store leases. 

Consideration: $2,000,000 cash, with $2,000,000 in a non-interest bearing vendor take back note, 

repayable in three equal instalments over the next three years. 

Management Contract: [Sally Fields] 2 years at a salary of $175,000 per year.  3 year non-compete 

agreement should Sally leave the company or refuse the Management Contract. 
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Exhibit 14: Acquisition Opportunity (Project Maple) 

Target: Maple Stores 

Description: Maple Stores has 22 stores located across mid-size cities in Ohio, Michigan, and Illinois.  

Maple stores operates using a variety store format, and specializing in buying odd lots and 

liquidations of everything from housewares to clothing to dry goods. Inventory is aggregated at a 

third party warehouse and then distributed across the 22 stores network for resale.  The improving 

economy and the move of retail away from inner city location has made the business unprofitable in 

recent years. 

Assets offered for sale:  All inventory, store fixtures, automated POS cash registers, computerized 

accounting and inventory management systems, and associated hardware.  The purchaser must 

assume all leases.  The stores are currently operating and the successful purchaser can acquire the 

business with a full complement of staff (approximately 400 employees). 

Assumption of liabilities: A condition of sale is the assumption of all store leases and employee 

severance costs (estimated at $262,000).  All the leases expire in five years, with tenant options to 

renew for another five years.  Annual net rent amounts to $60,000 per location. 

Asking Price: $2 million. 
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Exhibit 15: Private Equity Proposal 

To: Sally Fields, President Fairdays General Store 

From: Bill Hardman, Managing Director PEGroup 

RE: Project Maple Strictly Confidential 

 

I’m excited by the prospect of working with you to grow the Fairdays General Store brand through the 

acquisition of the Project Maple.  The stores are well situated in downtown locations with space and 

configuration similar to those of the Fairdays General Store.  Except for a couple of them, I think all of 

these locations could work well for us. 

I had our retail guys look the inventory over.  The $2 million asking prices is very reasonable and 

represents a 70% discount to their book value.  The rest of the assets- the fixtures, computers, and 

systems- are basically free.  Through our contacts in the industry, we believe that we may be able to 

realize proceeds of up to $4 million on the liquidation of the inventory.  This would clear the way to 

convert the stores to the Fairdays format.  Our guys estimate based on your configuration that we’d 

need to probably put $75,000 in leaseholds and signage for each location to get up and running.  I think 

our goal for our first year would be to break even, and then after that, I think we should be able to 

conservatively average $200,000 of EBITDA per location if you are able to replicate your business model 

across the portfolio. 

We’ve come up with a win-win proposal that requires no further out-of-pocket cash from you.  We bring 

not only cash to the table, but extensive industry expertise to the table.  What we propose is as follows: 

1. Share issuance: PEGroup would buy 300,000 newly issued shares of Fairdays General Store for 

$300,000, making us 50% owners alongside of you.   

2. Mezzanine financing: PEGroup will supply $5,000,000 in the form of 3 year, 12% unsecured 

mezzanine financing, with warrants attached for 1,000,000 additional shares at $1 per share.   

3. Use of proceeds: We will use $2,000,000 of this financing to close the acquisition of Maple Store 

with the balance to finance the store conversion and initial inventory stocking.  

4. Bank financing: Our bank has indicated that it is willing to increase the line of credit limit to $5 

million.  Availability will be limited to 50% of GAAP value of inventory.  The interest rate is Prime 

+ 1%. 

5. Governance. You and I will become directors of the company and would get to nominate 

another director.  Those two directors would nominate a fifth independent Chairman to give us 

5 directors.  You would carry on as the CEO of the company.  The Board would be responsible 

for making all strategic business decisions.  Our goal would be to grow the business to a scale 

where we could IPO or sell to a larger strategic buyer within five years. 

6. CEO Contract: salary $200,000 per year, travel allowance of $25,000, stock options for 
1,000,000 shares at $1 per share vesting over 4 years, which gives you the opportunity to invest 
in the business on the same basis as our warrants.  
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Comprehensive Business Case  

PART II: Strategic and Risk Indicators from the External Environment 
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Exhibit A: Exhibit Economic Indicators   

 2014A 2015A 2016A 2017A 2018F 

CPI 0.1% 2.1% 1.9% 1.4% 1.3% 
GDP Growth -4.0% 1.7% 2.9% 1.5% 1.0% 
Unemployment 9.1% 8.9% 8.8% 8.6% 8.4% 
Risk free rate 2.5% 2.6% 2.8% 3.3% 3.8% 
Prime rate 5.0% 5.0% 5.0% 5.0% 5.0% 
EUR/USD  1.38 1.29 1.39 1.35 1.32 

 

EUR/USD chart (past 3 years) 

 

Other key economic indicators for the Retail Industry: 

         

Last 10 years 
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Exhibit B: Retail Industry Analysis (department stores) 

 

Year Apparel Sales 
Growth 

Housewares 
Sales Growth 

Retail Industry 
Gross Profit 
Margin 

Retail Industry 
Inventory 
Turnover 

Retail industry 
Days Payables 

2015A 2% -2% 41% 3.3 32 

2016A 3% 5% 41% 3.2 31 

2017A 2% 3% 40% 3.3 30 

2018F 1% 3% 40% 3.3 30 

2019F 1% 4% 40% 3.3 30 

 

Retail Outlook 

Since loosening their purse strings last year, middle-income consumers seem more willing to spend in 

the coming year. The housing market remains weak, but real income has risen over the past year due to 

stronger employment and payroll tax cuts that became effective last year. By comparison, the growing 

number of lower-income households continues to bargain-hunt in the discount retail sector. These 

consumers base their purchase decisions mainly on needs, versus wants, and an increasing number of 

families are relying on government assistance to make ends meet. 

Looking at consumer demand for discretionary-purchase categories, sales of relatively low-cost apparel 

and accessories outpaced sales of home-related purchases last year. Expect to see similar behavior in 

coming year.  

Look for same-store sales growth of 1%–3% in the coming year for most of the department store 

retailers with stronger results expected in the South-East and Western Regionals, and weaker results 

expected in the North-East and Central regions. 
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Exhibit C: Retail Industry Trends 

Protecting the Bottom Line  

Retailers will need to consider cost-control initiatives to manage higher inventory costs.  Strategies may 

include the following:  

• Moving up receipt of orders and holding inventory where possible 

• Consolidating suppliers, and switching factories, mills, or suppliers without compromising 

product quality  

• Seeking alternative means to transport orders 

Localization 

Best-in-class retailers are working to raise customer service levels and to localize merchandise 

assortments by store to improve sales productivity. For department stores, the hope is that by delivering 

the brands, styles, and sizes customers want, sales will increase.  

Fast Fashion 

Fast fashion refers to affordable, rapid-turnover clothing collections reflecting the latest high-end 

fashion trends. One of the challenges facing department stores is how to win share of wallet from the 

teenage girls and young women who shop at “fast fashion” chains such as H&M, Topshop, Zara, Uniqlo, 

and Forever 21.   

Leveraging Mobile Technology 

Mobile technology affords retailers an opportunity to tailor marketing messages and shopping 

experiences for customers. Point-of-sale systems can support online and out-of-stock orders. This 

enables sales associates to access a much broader assortment of merchandise than that available in-

store.  

The Internet as a Sales Channel 

Retailers are increasingly using the Internet to showcase and sell their products and services. Internet 

selling can reach a larger audience; and also enables retailers to offer a broader selection of products 

and related information in an easily accessible form. Expect e-commerce sales will continue to outpace 

overall retail sales growth in the foreseeable future. The Internet offers a strong combination of 

convenience, selection, information, and value compared to off-line channels. 

Marketing on Social Media Networks 

All of the department store retailers are using social networking sites such as Facebook and Twitter to 

engage consumers with up-to-date information on their brands and products, the latest fashion styles, 

current and upcoming promotions and special events, and corporate initiatives.   
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Exhibit D: Shopping Trends  

 

Purchasing habits change as Americans’ lifestyles shift. Here are some of the current shopping trends 

that affect all aspects of retailing, from store layout to merchandise assortment. 

• Presale shopping. Presale shopping is an added service that retailers offer to accommodate 

customers who may not be able to shop on a sale day due to busy work or personal schedules. 

These private presale events can be an important means to build customer loyalty and improve 

relationships between salespeople and customers. 

 

• Precision shopping. Consumers are buying closer to the point of need. Consumers spend fewer 

hours cruising the mall in search of the perfect item, and look to make their purchases as quickly 

as possible preferring convenience over leisurely browsing.  To satisfy them, retailers must have 

a full stock of merchandise, speedy checkout, and good service. The upside of precision 

shopping is that consumers will spend more money each time they visit a store. 

 

• Dressier attire. With well over half of American white-collar workers allowed to wear casual 

clothing to work every day, consumers had been spending many of their apparel dollars on 

casual wear. In some cases, however, casual dress devolved into sloppiness; in response, 

dressier attire, including suits, has returned to the workplace.  

 

• Men’s fashion. Men have started to “dress for success,” which is driving growth in dress wear 

(i.e., suits, shirts, and accessories). Fashion has also become more accessible to men, as retailers 

have trained sales associates to help customers create individual looks. 
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Exhibit E: Demographic Statistics 

 

City Population Population 
change        

(past 10 years) 

Median 
Age 

Household 
Income 

Mean House 
Prices 

Burlington, VT 38,647 -0.4% 29.2 $39,296 $301,728 

Concord, NH 42,463 +4.4% 37.0 $53,262 $251,394 

Manchester, NH 109,395 +2.2% 34.9 $48,720 $256,276 

Bangor, ME 31,450 -0.1% 36.1 $36,524 $156,046 

Portland, ME 63,008 -1.9% 35.7 $42,010 $304,245 

Montpelier, VT 7,705 -4.1% 40.5 $51,000 $230,524 

Albany, NY 93,836 -1.9% 31.4 $37,505 $191,025 

Syracuse, NY 138,560 -5.9% 30.5 $30,075 $93,018 

Lowell, MA 104,400 -0.7% 31.4 $46,774 $287,315 

Plattsburgh, NY 19,380 +3.0% 29.6 $39,119 $154,495 

      

STATE AVERAGE      

Vermont 625,741 2.6% 37.7 $51,618 $216,300 

Maine 1,328,361 4.1% 38.6 $45,734 $177,500 

Massachusetts 6,547,629 3.1% 36.5 $64,081 $338,500 

New Hampshire 1,316,470 6.4% 37.1 $60,567 $249,700 

New York 19,378,102 2.1% 35.9 $54,659 $306,000 
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Exhibit F: Department Store Industry 

 

Competitor Revenue 
(TTM $B) 

Return on 
Revenue (%) 

Competitive 
Strategy  

Store Locations 

Nordstrom 8.6 6.3 High end stores  Largest cities, 
downtown locations 

Saks 2.6 1.7 High end stores Largest cities, 
downtown locations 

Dillard’s 6.2 2.9 Upper-moderate 
stores 

Large cities & regional 
malls 

Macy’s 23.5 3.4 Upper-moderate 
stores 

Large cities & regional 
malls 

JC Penney 17.6 2.1 Moderate stores Regional and city malls 

Kohls 17.2 6.1 Moderate stores Regional and city malls 

Sears 23.7 0.3 Moderate stores Regional and city malls 

Big Lots 4.7 4.5 Discount Strip malls 

Dollar Tree Stores 5.2 6.8 Discount City malls, strip malls 

Dollar General 11.8 4.6 Discount City malls, strip malls 

Kmart 15.7 0.3 Discount City malls and 
standalone locations 

Walmart 304.9 3.7 Discount City malls and 
standalone location in 
small cities 

Maple stores Unknown Unknown Discount Ohio/Illinois/Mich.- 
downtown locations 

Downeast 
Delaware 

Unknown Unknown Moderate stores Maryland, Delaware, 
Penn. Downtown 
locations 

 

 

 


