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2-DAY SEMINARS COVER FUTURES, SWAPS AND OPTIONS

Who Should Attend: Retailers, Wholesalers and End Users

LEARN HOW TO USE FUTURES, SWAPS AND OPTIONS TO PROTECT YOUR
ENERGY PRICE RISK.

• Protect retail margins • Protect against higher costs
• Protect inventory • Protect against price declines
• Learn contracting techniques

The instructer for the seminars will be
James M. Burr, Vice President of FCStone.
James has over 24 years of experience in risk
management and instructing hedging seminars.

To Sign Up Contact:
James M. Burr
E-mail: jamesb@fcstone.com
Phone: 816.457.6217
Cell: 816.550.3843

Cost: $1250
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Myrtle Beach, SC ............... July 6-7

Chicago, IL .......................... August 10-11

Nashville, TN ...................... August 24-25

Atlanta, GA ........................ September 7-8

New Orleans, LA ................ September 22-23

Austin, TX ........................... October 5-6

New York, NY .................... October 12-13

Clearwater, FL .................... November 3-4

Scottsdale, AZ .................... November 17-18

Vail, CO ............................... December 8-9
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From The EditorFrom The Editor
Follow Wawa’s Example
Spend five minutes at a Wawa and one thing

quickly comes to mind: this is no ordinary con-
venience store. Inside the friendly confines of

Wawa, customers are treated to an upscale array of
goods and services including gasoline, gourmet cof-
fee and, of course, foodservice.

Though a regional operator with 540 sites in five
mid-Atlantic states, Wawa’s reputation as a top op-
erator spreads from coast to coast so it was a special
treat for me last month to spend a day at the
company’s Burlington, N.J. store with President and
Chief Executive Howard Stoeckel.

Stoeckel, the first non-Wood family member to head
the Pennsylvania chain, has had a profound impact
on Wawa. His fundamental belief that customer ser-
vice is the most important aspect of running the busi-
ness was palpable. As employees scurried around the
store quickly stocking shelves, refilling coffee pots and
discarding the mess left behind by on-the-run cus-
tomers, what impressed me most was how little direc-
tion they needed from store manager Gary Moskowitz.
It seemed almost instinctual for employees to keep the
coffee fresh and the checkout lines short.

Of the company’s 16,000 associates, Stoeckel says,
“Our goal as a company is to simplify the customers’
lives. If our associates didn’t believe in our vision and
share in these values our plan would never work. But
they do, and what’s more, they are always looking
for ways to make us better.”

What I enjoyed most about my visit, though, was
when I asked Stoeckel if he enjoyed spending time in
the trenches visiting the stores. His face beamed as he
gave the politically correct answer about how employ-
ees are driving the business. But his expression spoke

volumes, and that’s what sets
Wawa apart from the other mega
chains these days. He clearly was
as comfortable spending time out
at the fuel island on this rainy,
overcast day mingling with cus-
tomers and employees as he would
have been in the board room dis-
cussing the company’s expansion strategy. Good time
or not, don’t look for him to be manning the pumps
full-time any time soon. I have it on good authority
he plans to keep his position with corporate.

Customer service aside, fuel price volatility was a
dominant theme at the recent NACSTech show in
Nashville, Tenn. Margins have been on a roller coaster
ride and retailers are looking for new strategies to
build profits in other parts of the store. In this issue,
OE on the Inside has compiled a Fuel Price Volatility
Guide that offers tips for hedging fuel purchases,
building a customer loyalty program, opening a car
wash or expanding foodservice operations. “No one
can survive on fuel margins alone anymore,” says
Shawn Sorrell, general manager of Sweet Oil in New-
ark, Del. “Profits have to come from inside the con-
venience store, and even then it’s a challenge to stay
ahead of the competition.”

Sweet Oil operates 60 Uncle Willies stores. It’s
growing a proprietary foodservice brand and push-
ing car washes. “The more services you offer, the
better chance you have at capturing a bigger share of
the market,” Sorrell says.

If you have story ideas or a program you would
like to discuss, please contact me at 732-730-2545
or via email at jlofstock@opisnet.com.

Inside This Issue…
Wawa Continues its
Convenience Revolution

In the face of fierce competition, the Pennsylvania
convenience store chain continues to blaze its own
retail trail.

Food for Thought
Industry experts agree that with the right

offering, convenience store owners are well-posi-
tioned for foodservice success.

Beware of Overly Optimistic
Business Valuations

Outside evaluators must deliver accurate valuations
to optimize return and minimize heartache.

Protecting Your Risk
Leading convenience store and petroleum

retailers are hedging their risks to boost margins and
protect profitability.

Loyalty Programs Boost
Margins and Profitability

Customer rewards is a trend now extending well
beyond supermarkets.

Cleaning Up at the Car Wash
Car washes are proving to be effective for

retailers large and small.

Cover: Wawa’s President and CEO Howard Stoeckel (center) flanked by Gary
Moskowitz and Rehana Shams. Photo by Duane Perry. Cover Design by Mary Todaro.
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Wawa Continues its Convenience Revolution
In the face of fierce competition, the Pennsylvania-based c-store chain continues to blaze its own retail trail.

by John Lofstock

In describing his enormous success de-
veloping the McDonald’s chain, Ray
Kroc opined, “Luck is a dividend of

sweat. The more you sweat, the luckier you
get.” The folks at Wawa must be drenched.

The family-owned c-store chain operates
more than 540 Wawa Food Markets in
Delaware, Maryland, New Jersey, Pennsyl-
vania and Virginia. The stores are noted for
their freshly-prepared hoagies, coffee, com-
petitively-priced gas offering and friendly
service. And the company is continuing to
evolve. Over the next five years, Wawa plans
to expand fuel operations from its current
150 stores to slightly more than half the
chain, reveals Howard Stoeckel, CEO of the
Wawa, Pa.-based chain.

“We know people benchmark against us
and what we offer, but our philosophy is to
blaze our own trail through hard work and
a relentless dedication to serving our cus-
tomers,” Stoeckel says. “If you constantly
look over your shoulder, you become con-
fused and lose focus. That’s not what we
are about. Our focus is on the customers’
needs and becoming the best in the world
at what we do.”

Wawa’s robust operating results and steady
growth bear truth to that premise. Company
sales increased in 2004 to $3.5 billion, up
from $2.8 billion in 2003. The sales increase
is directly attributed to its relentless push
forward with dominant retail programs mak-
ing a deep impact at the store level.

Sales on a Roll
While many convenience store chains

struggle to find their foodservice niche,
Wawa has perfected it. The chain is soaring
to new heights with its venerable hoagie and
coffee programs. The company put c-store
foodservice on the map with its hoagie pro-
gram in the late 1970’s.

Wawa continued investing heavily in the
concept and now sells more than 50 mil-
lion hoagies annually. Food sales have grown
to include gourmet coffee, (the company
sold 165 million cups last year), hot entrées
and sandwich wraps.

 As food volume increased, Wawa took
steps to streamline the ordering process. In
the late 1990s, it partnered with Radiant
Systems to install self-service ordering ter-
minals so customers can design sandwiches
exactly to their specifications, right down
to the salt and pepper. The terminals have
increased productivity and maximized la-
bor. Since there are fewer mistakes, there is
less waste, which increases the profit mar-
gin. “Our aim is to make the customer’s life
easier. The terminals ensure they can get in

and out quickly and always get their food
prepared just the way they ordered it,”
Stoeckel says.

The terminals are also programmed to do
suggestive selling, such as adding a buttered
roll to the order for an additional 89 cents.

Foodservice price points have been a ma-
jor contributor to the program’s success. Cus-
tomers can get a sandwich or a hot entrée
for about $4, which in most markets is more
economical than national sandwich chains.

Stoeckel, the first non-Wood family
member to head Wawa, is quick to point
out that the company evolved into promi-
nence in today’s marketplace through per-
sistence and by learning from past mistakes.
For example, during the early 1990’s, when
co-branding was regarded as the next great
retail trend, Wawa experimented with the
concept rather briefly.

The chain’s stint with co-branding came
via agreements with the likes of Pizza Hut
and Taco Bell, about 125 locations in all.
The problem was the concepts failed to of-
fer consistency because they could not be
offered in all locations. “It put us in a diffi-
cult position. We preached consistency to
our customers, but in these sites we were
failing to offer it,” Stoeckel says. “Finally,
our customers began saying to us, ‘do what
you do best.’”

The experience was a valuable lesson. “As
a result of our encounter with branded fast
food we became better at what we did be-
cause it gave us some insight to the national

1803… The company traces its roots back
to 1803 in New Jersey.

1865… Wawa incorporated as the Millville
Manufacturing Co., a textile company with
mills in several states and sales offices
across the country.

1902… George Wood, Millville’s owner,
opened a small milk plant in Wawa, Pa,
which specialized in processing, and the
home delivery of “doctor certified” milk.

1908… As demand for Wawa products
increased, advertisements touting Wawa
Certified Milk and Cream appeared in
newspapers in Pennsylvania and at the New
Jersey shore where customers were served
from regional distribution centers.

1918… Increased demand required increased
production and the business grew. Wawa milk
was sold in Philadelphia and Atlantic City,
N.J., and was shipped all the way to Texas
by train and abroad by ocean liner.

1934… Wawa introduces new slogan, “Buy
Health by the Bottle.” Home deliveries
extended to New Jersey and shipped as far
as Chevy Chase, Md. Company opens its new
Philadelphia distribution plants.

1957… Advertising strategies emphasized
the butterfat content of milk. A 1957 ad
for Wawa’s Golden Guernsey Milk claimed
“more milk and butterfat by careful
breeding.”

Wawa Through the Years… From its humble beginnings as a dairy and textiles company, the ch
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based on demand. For example, about a year
ago, a regular customer began asking for a
pork roll Sizzli. With none on the menu,
Moskowitz routed the idea up the chain and
today it’s a regular menu item. “Flexibility,”
he says, “is the one way of showing custom-
ers we understand their needs and take them
very seriously.”

If flexibility is a company hallmark, so
too is experience. Wawa’s retail roots can be
traced back to its dairy business. While it
concentrated on growing the c-store seg-
ment, it never stopped focusing on dairy
operations. Rather, it grew the company us-
ing the lessons it learned from many years
as a dairy operator. One of those lessons is
to have a strong infrastructure.

The company, in April 2004, partnered
with McLane Co. to open the New Jersey
Distribution Center, a 220,000 sq.ft. ware-
house in Carneys Point, N.J. The facility is
owned and operated by McLane, but its
contents are exclusively earmarked for
Wawa’s 540 stores throughout the mid-At-
lantic. The warehouse ensures items are re-
placed at the store level quickly and gives
the company cost advantages.

With distribution covered, Wawa is con-
stantly on the prowl for new locations. The
chain operates a real estate division for that
purpose, comprised of four groups. The Site
Acquisition/Additions and Improvements
team leads the site evaluation and selection
for Wawa. They also oversee enhancement of
existing store locations. Engineering and
Construction designs and develops each new
location, each store remodel and parking lot
alterations. The Property Management team
specializes in the sale of vacant commercial
real estate and operating store locations owned
by Wawa. Finally, Facility Operations gov-

erns the maintenance and repair of Wawa’s
stores, buildings and equipment.

Success by Design
Foodservice and convenience stores are

two-thirds of Wawa’s three-pronged busi-
ness model. The other is fuel.

Wawa became a major player in the fuel
business in the mid-1990’s. It pushes a com-
petitively priced strategy to drive customer
volume to the store and profits from its
“one-stop shop” design, where customers
can get sandwiches, coffee and snack items
all in one trip. The average store has about
6-8 MPD’s.

Stoeckel concedes Wawa put off the fuel
business for more than 30 years. But as the
competitive landscape changed over the last
10 years, so did the company’s strategy. “Su-
permarkets and big-box retailers have had
an impact on the fuel business - you either
stay ahead of what they are doing or fall
behind,” he says.

With all of these retail components, plus
the convenience industry’s growing depen-
dence on new technology, finding employ-
ees to execute the retail strategy is as diffi-
cult as the competition itself.

While for the past decade, Stoeckel has
been focused on growing the Wawa brand,
his earlier experience with the company was
focused on attracting and retaining associ-
ates. Along the way, he placed great empha-
sis on nurturing the company’s unique cul-
ture, which included promoting from
within and rewarding loyal associates with
opportunities for advancement, recognition
programs and celebrations. This practice
continues companywide and has helped for-
tify the brand offering.

brands and gave us a much better under-
standing of how much hard work
foodservice really requires,” Stoeckel says.

Customer Focused
Another lesson Wawa learned is to care-

fully consider all segments of its consumer
base. While c-stores historically have catered
to the “Bubba factor,” demographics and
eating patterns are constantly changing.
Five-foot gondolas positioned just beyond
the ordering terminals contain health foods
such as salads, cottage cheese, fresh-cut fruit
cups, yogurt, protein shakes and cereals. The
market for these healthy items is growing.
The gondolas have a 100% turnover in
roughly a day-and-a-half. Many of these
grab-and-go foods are produced at a
Swedesboro, N.J. commissary and, supplied
to each store through an elaborate distribu-
tion network.

Each store also has a foodservice man-
ager whose job includes keeping the gon-
dolas fully stocked so the food and variety
remain fresh. The actual reordering of prod-
ucts is done electronically through its
Triversity POS system, which tallies sales
in real-time. At the end of the day, a list of
items to be reorder is generated and auto-
matically transmitted to the commissary for
next day shipment.

“It’s an effective system that ensures we
avoid shortages of important items,” ex-
plains Gary Moskowitz, the general man-
ager of Wawa’s Burlington, N.J. store. “We
don’t believe in surprises. Customers have
to know they can walk into one of our stores
and always get what they’re looking for.”

Another component of the food program
is adding items based on customer input.
Wawa has a proven record of adding items

1964… On April 16, 1964, Grahame Wood
opened the first Wawa store in Folsom, Pa.
This store was an immediate success, and
it marked the beginning of the Wawa chain
of food markets.

1992… First Hoagie Day – Wawa Associates
build a 500 foot hoagie that surrounds City
Hall in Philadelphia.

1994… The Junior hoagie was introduced
for customers who prefer smaller portions.

1996… Wawa entered the gasoline business
opening its first convenience store with
gasoline in Millsboro, Del. The two-foot
hoagie is introduced.

1999… Wawa launches the Rendelli hoagie
– a hoagie made with special ingredients
(pepperoni and sweet pepper) and names
the hoagie in honor of then Philadelphia
Mayor Ed Rendell.

2004… Wawa partners with McLane to open
an 220,000-square-foot refrigerated
distribution center in Carneys Point, N.J.,
allowing the company to self-distribute
grocery items to all of its units.

2005… Howard Stoeckel becomes chief
executive Dick Wood becomes non-executive
chairman.

hain has grown to 540 stores in five mid-Atlantic states. Here’s a closer look at Wawa’s history…



4/JUNE 2005 OE On The Inside

COVER STORY COVER STORY COVER STORY COVER STORY COVER STORY COVER STORY COVER STORY COVER 

Of the company’s 16,000 associates,
Stoeckel says, “Our goal as a company is to
simplify the customers’ lives. If our associ-
ates didn’t believe in our vision and share in
these values our plan would never work. But
they do, and what’s more, they are always
looking for ways to make us better.”

Associates are extremely cognizant of the
opportunity for professional advancement.
“Everyone on the staff knows that this is a
growing company that needs good person-
nel to keep growing,” Moskowitz says.

“There is enormous potential and associ-
ates don’t have to look very far to see some-
one that has been promoted. There are ex-
amples in every store.”

Stoeckel sat down with OE on the Inside
at the Burlington Wawa to discuss labor,
foodservice, the chain’s growing fuel pro-
gram and a host of other issues affecting
the convenience store industry.

What has been the driving force behind Wawa’s
success through the years?

All of our success is a testament to our
associates and their hard work. Wawa has
been referred to as the “Cheers” of conve-
nience stores. That’s not something we
planned from the top. That reflects the dedi-
cation and commitment of our associates at
the store level and their desire create a great
shopping experience for our customers.

Much of the industry continues to struggle with
labor. How do you find good employees?

Wawa strongly believes in promoting
from within. So we have put together an
active recruiting and retention and program.
We participate in job fairs to let prospec-
tive associates know that if they come to
work for Wawa they have real opportunity
for advancement. Plus, we offer new, clean
facilities and top-notch managers that help
create a favorable working environment.

Store employees and store appearance are of-
ten a customer’s only encounter with a brand
and could impact their overall perception of a
chain. What quality control measures does
Wawa have in place to make sure employees
are following company guidelines?

For starters, we make intelligent hires
based on our values. Our managers are
among the best in the industry at identify-
ing loyal associates and recognizing their
strengths. All associates undergo constant
training, both from managers and training
videos that discuss our commitment to cus-
tomer service. To make sure that nothing
slips through the cracks, we mystery shop
each store on a regular basis to monitor ap-
pearance, temperatures, expiration dates and
overall friendliness.

There are three main components to Wawa’s
retail offering: foodservice, fuel and the con-
venience store. Do these different areas make
it more difficult to train employees?

We prefer to slowly introduce all three
areas to new associates over a period of time
so they won’t get overwhelmed. As they be-
come more experienced, they will be in a
position to take on more responsibility. We
try to match the right person to the right
job and focus activities so they can achieve
success. That has been one of the keys to
our success in this area.

Hoagie History

W ith more than 50 million of the
built-to-order sandwiches sold
each year, the words Wawa and

hoagie have become synonymous through-
out Pennsylvania, New Jersey, Virginia,
Delaware and Maryland. Though Wawa
didn’t begin to feature hoagies until the early
1970s, the term actually spans eight decades.

During the Depression, an out-of-work
Philadelphian Al DePalma went to Hog Is-
land near the Naval shipyards in South
Philadelphia to find work. When he saw the
shipyard workers on a lunch break eating
giant sandwiches, his first thought was,
“Those guys are a bunch of hogs!” Instead
of applying for a job at the shipyard,
DePalma opened a luncheonette that served

big cold cut sandwiches, listed on the menu
as “hoggies” for the gentleman who served
as his inspiration.

During the late 1930s, DePalma joined
forces with Buccelli’s Bakery and developed
a hoagie roll – an eight-incher that became
the standard for the modern-day hoagie.
By World War II, DePalma turned the back
room of his restaurant into a hoagie fac-
tory to supply sandwiches round the clock
to workers at the shipyard. DePalma be-
came known as “The King of Hoggies.”
At some point after the war, customers
began referring to the sandwiches as
hoagies and the multimillion-dollar sand-
wich brand was born.
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Many companies are still scrambling to de-
velop foodservice programs today. Why did
Wawa decide to get into the foodservice busi-
ness almost 40 years ago?

From day one, Grahame Wood (founder
of the first Wawa food market) envisioned
convenience stores that reflected Wawa’s fresh
dairy heritage. He wanted stores that were
exceptionally clean and featured fresh milk
and foods, and stores that were staffed by
customer-focused associates reminiscent of
the home delivery dairy business.

What did Wawa see in the 1960’s that led it
to believe the sandwich business could be so
successful?

Wawa general managers were respond-
ing to their customers at the time. What
Wawa did was put together a menu that
reflected their needs at the time and it grew
from there.

Is foodservice always the focal point of the re-
tail offering?

Our new stores feature a proprietary de-
sign that insures optimum shopping expe-
rience – safe, user-friendly, attractive and
inviting with the space and capacity to de-
liver the wide range of product solutions
our customers’ ever-changing needs.

 We are familiar with the end result, but there
must have been some growing pains involved.
What were some of the biggest pitfalls and les-
sons you learned?

Co-branding didn’t work for us. In ret-
rospect, maybe we were hoping branded
fast-food companies would be a simpler
route to profitability. But we learned very
quickly that’s not the case. We believe to be
successful in foodservice, it requires a great
product, quality associates and a total orga-
nizational commitment.

Did the company at any point come close to
giving up on the program?

No. Foodservice is what we are known
for. It’s our point of differentiation.

Wawa is also well-known for its coffee pro-
gram. What makes its coffee so special?

Coffee is one of our top attractions and
one segment that we are constantly rein-
vesting in. At all times, we feature eight va-

rieties that are brewed fresh every 20 min-
utes using our own special blend of the fin-
est roasted coffee beans and double-filtered
water. We also feature six flavors of
cappuccino, caramel steamers and a full line
of teas. The key for us is that we think and
act like a national brand when it comes to

coffee. We constantly monitor quality and
customer traffic flow and offer an attractive
price point to keep us competitive with
other national brands. This allows us to
maximize taste and get customers in and
out of the store quickly.

But like everything else, it comes down to
execution. In our stores we have a morning
coffee hostess whose only job is to keep the
coffee full and fresh and help people find what
they need. Customers know they can go into
any Wawa and get a good cup of coffee and
have a positive shopping experience.

OPIS statistics show brand loyalty is waning
in convenience stores on fuel. In-store, how do
sales of Wawa’s proprietary dairy items and
beverages compare with national brands?

Sales of private-label items are on the rise
and the reason is that selling the brands of
others doesn’t make you unique. You can
get them anywhere. Wawa’s private label can
be found on dairy items, teas, fruit drinks
and now we have spring water. But going
forward we are working with a private-la-
bel marketing firm Daymon Worldwide to
launch more Wawa-branded products in-
cluding nuts, cashews and yogurt. They
should be available in the next few months.

You recently partnered with McLane to open
a distribution center in New Jersey. Why was
this necessary?

As the company grew, increased fre-
quency of deliveries became a top priority.
Because we have such high-volume stores,
we have a need to replenish them quickly.

Some of our stores get three or four deliver-
ies a week. McLane was the driving force
behind achieving this goal. To succeed to-
day, you need more than vendor partners.
You need strategic partnerships that ben-
efit both companies.

Why is Wawa pursuing the gasoline strategy?

For 30 years we didn’t want to get into
the gas business. But the competitive land-
scape changed Big Oil companies started
getting into foodservice and we had to re-
spond. As they added better coffee programs
and fresh food, we were in danger of not
being the most convenient option in the
markets where we compete. In response, we
began testing gas [gas only, no diesel] and
our customers responded very favorably. So
we continued rolling it out to new stores to
remain the one-stop convenience center our
customers expect.

For hypermarketers and other high-volume re-
tailers, gasoline is a major draw based on a cheaper
price-point. What is Wawa’s fuel strategy?

Gasoline is not a loss leader. Fuel for us
is a profit center that we believe very
strongly in.

As its stands now, some stores can not accom-
modate a fuel island. Will they be shuttered?

Some stores may be sold off or closed as
we move them to bigger lots nearby that
can accommodate fuel pumps and the
higher volume we anticipate.

Pictured: Wawa’s Howard Stoeckel with fuel court
manager Sonny Ryan.



Convenience store operators
that were battered by
miniscule fuel margins in the

first quarter saw a strong rebound at
the start of the second quarter. Fuel
profit margins jumped more than
40% as wholesale prices declined.
Unfortunately, the drop in prices that
had marketers smiling didn’t last long.
Wholesale prices started spiking in
early June and retailers once again
were caught in the tight grip of a
margin squeeze.

In volatile fuel markets, fortunes can
change in an instant. Fact is, fuel vola-
tility is here to stay and marketers that
can deal effectively with the wild swings

Inside the Guide…
Food for Thought
Beware of Overly Optimistic
Business Valuations
Protecting your Risks
Loyalty Programs Boost
Margins and Profitability
Cleaning Up at the Car Wash

will not only survive, but will thrive.
OE on the Inside’s Fuel Price Volatility
Guide is a series of stories developed to
help chains zero in on best practices and
stay abreast of the latest trends in the
face of unprecedented competition and
price volatility.

Whether it’s choosing the right
foodservice program, fuel price hedg-
ing, developing a customer loyalty
strategy or adding a car wash, retailers
must boost profitability in other areas
of the store by operating leaner and
smarter. The Guide offers insight into
what leading retailer are doing and tips
for getting you started on your own
path to profitability.
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Customer owes 1:1 Below Minimum - Unlimited

Float with the Market
15:00 cent Maximum
Downside Benefit

$1.37 Minimum $1.37

$1.52

$1.52 Dec - Feb Strip

$1.67

1:1 Price Gain
15:00 Cents
Max Payout

167.00 cent Maximum Upside Protection

Heating Oil Min Max (Dec 05 - Feb 06)
Cost = 2.50 cents/gal

“Analysts predict diesel fuel prices
could top $2.00/gal. this winter...”

As a marketer, higher prices hurt your margins.  For as little as 2.5 cents/
gal, let Powerline show you how to participate in a portion of that rally.
Our proven hedging tools allow you to gain revenue and offset lower retail
margins when wholesale prices move higher.

Powerline’s Min/Max contract for heating oil is designed to offer
jobbers a low-cost financial tool to combat declining retail margins
during periods of high prices.  It’s easier make buying decisions for
2.5 cents per gallon when you don’t lose any money for the first 15
cents down in the market.

At Powerline, our sole purpose is to help clients navigate the ups
and downs of an ever changing fuel market.  Our financial (hedg-
ing) programs are specifically tailored to meet the needs of the
jobber/wholesaler, retailer and end user segments of the industry.

Want to know more?  Contact us today for a free trial of our daily
commentary and to learn more about our hedging and price risk

management programs.
Toll Free (888) 605-6051 wwww.powerlinepetroleum.com

Food for
Thought
Industry experts agree that with
the right offering, convenience
store owners are well-positioned
for foodservice success.

by John Lofstock

The value of a solid foodservice pro-
gram can not be overstated. Profits
from gasoline sales and tobacco have

dropped well below levels previously ex-
pected and competition from other retail
channels is so great that there is little rea-
son to expect sales and margins to return
any time soon. So what can retailers do to
get their “fare” share?

“One thing they can do for sure is strive
to be that best at what they do,” says Des
Hague, president and chief executive of Hot
Stuff Foods in Sioux Falls, S.D. “If they are
selling gas, have someone at the pumps to
check the oil and wash the windows. If it’s

beer, have the coldest beer selection in town.
And if it’s foodservice, offer only the best
selection at the best price.”

Estimated at $150 billion annually, the
foodservice sandwich category is a major
driver of industry sales. Recent trends, how-
ever, indicate the category is undergoing
several fundamental shifts. For example, hot
sandwiches, particularly hamburgers, are
losing ground while toasted deli-style sand-
wiches are enjoying growth. Consumer pref-
erences also appear to be shifting with re-
gard to venues. Quick casual and other
sandwich operators, such as Quiznos and
Subway, are experiencing double-digit
growth, even as traditional quick-service
segments are struggling.

What’s Working
To drive sandwich success, operators also

are spicing up menus with an ever-widen-
ing number of breads, meats, cheeses and
condiments to increase the variety and ap-
peal of their offerings. Plus, they are ben-
efiting from a change in eating patterns. The
trend right now is toward eating meals away
from the dinner table. Overall meal occa-
sions are three-to-one outside the home.

Overall, conve-
nience stores rang
up just 3% of over-
all sandwich sales in 2004, according to
Technomic Inc., a Chicago-based consult-
ing firm. Sandwich sales as a whole jumped
45% percent over the past five years and
are expected to keep growing at a rapid clip,
with the strongest results centered on the
lunch daypart.

“It’s simply a matter of time. People are
busier and stores have become more conve-
nient,” according to Alan Hyatt, senior prin-
cipal with Chicago-based Technomic Inc.
“With good locations, convenience stores
are in a great position to get their share if
they approach it properly.”

But how to approach foodservice is a
source of much debate among operators
who face multiple choices including regional
and national fast-food brands or building a
proprietary program based on local needs.
Both paths have proved to be effective.
Wawa, Sheetz, Thornton Oil and Rutter’s
Farm Stores have created extremely lucra-
tive proprietary sandwich brands that serve
hot entrées for all three dayparts. Big Oil
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Special Contributor

Contrary to the old adage of Buyer
Beware, in the world of mar
keter exiting the new theme

should be Seller Beware  when it comes
to overly inflated business valuations. A
good example of this resulted when we
were helping a marketer exit the busi-
ness after he received a business valua-
tion of the kind widely advertised
throughout the industry.

Instead of presenting our seller with
a realistic expectation as to the market-
able value of the business, this errone-

ous valuation made our client giddy with Christmas Eve-like ex-
pectations, wide-eyed at the prospect of the multitude of gifts to
be delivered at closing. If ever the other adage of “Please Don’t Kill
the Messenger” was appropriate was when we tried to instill some
real world pragmatism, while our client repeatedly uttered the
phrase… “But they said it was worth this much.”

In this example, the gulf between the initial business valuation
and the real world was so vast that we checked the date of the
report to see if it coincided with any local wine or beer festivals
that may have been held near the client’s office at the same time.
Our job was thus more difficult as we attempted to bring reality to
the situation over several months of initial sales effort. We were

chains and interstate operators like
TravelCenters of America and Pilot have
prospered with national brands.

Both approaches require considerable
start-up costs. Investments per store typi-
cally range from $10,000 for smaller re-
gional concepts like Hot Stuff ’s Smash Hit
Subs to as much as $100,000 for national
powerhouses like McDonald’s and Subway.
Proprietary costs will be a little cheaper, but
in-house training, testing new menu items
and ongoing brand maintenance also eat up
a big chunk of revenue.

Which choice is right for you? “It comes
down to knowing your market,” says Ellie
Katz, president of the Bread Stixx chain
which operates a half-dozen stores New York
and New Jersey. “Brand recognition plays an
important role in where people decide to eat
in high-traffic areas where customers have a
lot of choices. In more intimate markets,
proprietary programs that offer good food at
a good price can be very profitable as well.”

Bread Stixx, and its sister chain Chop

Stixx, have similar operating strategies that
include take-out and limited dine-in menus,
value meals and kid’s meals. But it didn’t
start out this way. “There was a lot of trial
and error,” Katz admits. “Even now, we are
constantly evolving. The one big lesson we
learned was not to take a cookie-cutter ap-
proach. Each store has its own entity and
the right people allowing us to quickly re-
spond to the customers’ needs.”

New Standards
Industry analyst Ira Blumenthal says Katz’

method has proved effective. Blumenthal,
president of Co-Opportunities Inc., believes
companies with proprietary foodservice pro-
grams should develop a culture that encour-
ages new products, fresh graphics and
underused techniques like suggestive selling.
“They constantly should strive to create, de-
velop, test and refine ideas,” he says.

It is also vital that companies focus their
efforts on customers and no longer take the
position, “We want to market and sell what
services we offer.” Instead, they should

adopt a more realistic approach such as, “We
want and need to market and sell what the
customer requires.”

“This approach is market-driven and fo-
cused,” Blumenthal says. “History is full of
stories about once-successful foodservice
companies folding because they did not have
an effective operating plan. There’s clearly a
future for those who do plan.”

In contrast to what some retailers may
think, the proliferation of new quick-casual
concepts like Panera Bread or Quiznos are
good for the convenience industry for two
reasons. First, these higher-priced models
are forcing operators to be better foodservice
purveyors, and, most importantly, they
command higher prices.

“Successful models like Panera Bread
have the right mix of quality food, décor
and value proposition that has customers
lining up to spend $6 for a sandwich,” Hyatt
says. “By comparison, chains like Sheetz and
Wawa are considered a bargain to consum-
ers and there is no drop off in quality.”

Beware of Overly Optimistic
Business Valuations

finally able to adjust our client’s expectations after several pros-
pects presented offers that not surprisingly were very close to our
initial valuation assessment.

Obviously, the objective of any buy-sell transaction is to bring
both parties together to successfully conclude a transaction as ex-
peditiously as possible. Thus accurate valuations must analyze the
desirability/marketability of the different business components as
they relate to their worth to one or more real sales prospects, not
imaginary pie-in-the-sky prospects.

In the sale of commercial jobberships for instance, bulk plants
may garner a solid real estate appraisal but hold little value for
prospective buyers located nearby who are primarily interested in
optimizing their current bulk plant facilities by rolling up added
volume. Valuations must also analyze the relative value of existing
volume by evaluating its long term viability post closing including
contracted gallons and overall terms.

Considering the familial aspects of our industry, when market-
ers finally decide to exit the business they require both a realistic
valuation and comprehensive exit strategy designed to help deliver
an optimum return with the least amount of stress and heartache.

To insure a successful outcome, marketers must insist that out-
side evaluators roll up their sleeves and dig deep into their operation
to understand the structure and inter-workings of the various busi-
ness components and their expected valuations as they relate to real
potential buyers. Anything short of this professional effort will re-
sult in continued frustration and wasted time for everyone involved.
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Protecting your Risks
Leading convenience store and petroleum retailers are hedging their risks to boost
margins and protect profitability.

As a businessman you go to great lengths to protect yourself,
your family, your employees and your business against the
  risks you face everyday. You protect yourself, your family

and employees through insurance on life, health, dental, vision,
the cars you drive and the homes you live in. You protect your
company with a variety of insurance policies on your assets and
probably on key employees and board members. Yet, the simple
idea of protecting the financial items that are integral to your busi-
ness is a foreign thought to many.

Retailers have two areas of risk as it relates to petroleum: the
risk of margin decline that accompanies price increases, and the
risk that fuel that has been purchased will decline before it can be
sold (more on this subject later).

Everyone in the retail business agrees that margin decline is linked
to increases in price. But this correlation is not linear – in other
words, if the price of gasoline goes 20 cents higher your margins
will not decline 20 cents.

There are various methods to go about protecting against this
price induced margin decline, and determining which is right
for you necessitates that you do a little soul-searching and ask
yourself how much risk you are willing to take in your margin
protection program.

For those that want to know the maximum risk each month that
you will be exposed to, FCStone’s HedgeSmart division offers a
“Structured Trading” program in which the retailer knows that the
maximum risk each month is approximately 2 cents per gallon.

This is an excellent program that requires very little time or
input on the part of the retailer. When/if the market moves higher
there are predetermined levels at which positions are liquidated
with gains. If the market does not go higher, the maximum risk
was known in advance.

More Aggressive Approach Available
For those retailers that are willing to take on a greater degree

of risk, HedgeSmart offers a more aggressive program that lets
market conditions combined with computer models dictate the
use of a combination of long and short options, swaps, futures
and crack spreads.

Risk/reward is a very simple concept; the more you put at risk,
the more potential for gains – and for losses.

Should you be protecting your retail outlets against margin de-
cline? Absolutely, however you need to select the program that is
right for you. FCStone has experienced brokers to assist you in
assessing which program fits your risk profile.

The second area of risk for retailers
is on priced purchases. Notice that I
did not limit this to “inventory.” Any
purchase in which the price is estab-
lished has risk of loss until that pur-
chase is sold at a set price. This is not
only true for the inventory that you
own at your combined stations but also
any gallons that you have purchased on
forward contract.

You may have never purchased any gallons on forward contracts,
but suppliers cannot continue to assume the financial risk that
posting a traditional rack price places them in. The changing of
the rack price effective time from midnight - to early evening - to
twice a day in many cases - is simply the evolutionary process that
will end with all suppliers going to “real time” pricing. And in true
Darwinian form, those suppliers that cannot adapt to this change
will not survive.

This change should not be looked at as a bad thing, but an
opportunity to learn a new method to “buy better.” You will begin
to purchase fuel months in advance, and these purchases will need
to be hedged. FCStone has nearly 20 years of experience in assist-
ing firms with the decisions on the timing and hedging of forward
contract purchases. FCStone is the premiere firm in the US in
basis risk management (the difference between the price of the
physical fuel and the futures price) and has brokers waiting to as-
sist you in beginning a hedging program on both inventory and
forward contracts.

Many retailers think that they can add to their margin simply
by becoming a pipeline shipper. But the majority of the profits
made by pipeline shippers comes from correctly timing (and hedg-
ing) their purchases in the forward contract market.

Branded suppliers have historically been the most reluctant to
offer forward contracts, but any branded retailer can take advan-
tage of the profits of forward contracting by using the swaps mar-
kets in place of purchasing physical forward contracts. FCStone is
a significant participant in the swap markets through their FCStone
Trading division.

Changes in how you do business are not just coming – they are
here. In order to compete in this new world you must know how
to protect your company using the tools briefly discussed here.
FCStone holds frequent hedging seminars around the US; contact
us for a schedule or to sign up to attend.
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Loyalty Programs Boost
Margins and Profitability
Customer rewards is a trend now extending well beyond supermarkets.
by John Lofstock

For the average supermarket customer,
carrying multiple loyalty cards on
their key ring is as normal as carrying

a wallet or pocket book. For convenience
store operators, the trend has been spotty
at best. But it’s not from a lack of effort.
There is no shortage of software providers
developing systems to capture sales data and
create consumer profiles that will help con-
venience chains market directly to their
customers’ needs.

The million dollar question remains, “Is
the c-store industry capable of capitalizing
on a loyalty strategy or is it too fragmented
to capture this segment?” Since supermar-
kets offer thousands more SKUs than c-
stores, they have a natural advantage to of-
fering rewards and loyalty discounts, and
the numbers bear that out. According to
ACNielsen’s 9th annual Frequent Shopper
Survey Update, 82% of households were
members of a grocers frequent shopper pro-
gram in 2004, up from just 35% in 1996.

C-store retailers investing in a loyalty
strategy are optimistic that a similar oppor-
tunity exists for them if they expand their
horizons. In fact, as gas prices and margins
fluctuate many insiders feel that cultivat-
ing a rewards program is the key to calming
the volatile retail waters.

“Loyalty works for supermarkets because
they have all the items customers want un-
der one roof,” explains Pat Lewis, presi-
dent of Twin Falls, Idaho-based Oasis Stop
‘N Go. “When customers earn and redeem
rewards there they get instant gratification
and leave feeling satisfied. While we can’t
compete on the number of items we carry,
we can match any operator in delivering
instant gratification.”

Getting Involved
To compete for loyalty market share,

Lewis launched the KickBack Points rewards
program in 2003. He says the key for c-

store owners is to get surrounding businesses
involved in order to create a protracted re-
demption platform across multiple retail
segments such as car washes, oil changes and
dry cleaning.

The central theme of KickBack is cap-
turing consumer sales patterns at a variety
of retail outlets. This allows participating
retailers to paint an accurate picture of each
consumer and devise a strategy to drive them
to their stores. For example, if a customer
gets an oil change and uses a local dry cleaner
participating in the program, the system
records it and shares that data equally with
the chains. After a few months, if the cus-
tomer returns to the dry cleaner, but hasn’t
had their oil changed, a coupon will print
at the time of purchase offering them up to
$5 off an oil change. The redemption rate
is about 35%, Lewis says.

“The coupon is either a reminder to go
get their oil changed or an incentive to come
to one of our stores to get it done,” he says.
“Then, when they pay for the oil change,
we will set up the system so that it appears
they have also won a free cup of coffee or
fountain drink. This moves them inside the
convenience store where they can spend
more money.”

Plus, for every dollar spent at a KickBack
location, cardholders receive 1 to 5 points.
Each point is worth 1 cent, which is used to
redeem prizes like a cup of coffee or a sand-
wich to high-end prizes like radios and TV’s.

The beauty of KickBack, Lewis asserts,
is that the users benefiting the most from
the program turned out to be Stop ‘N Go’s
most loyal costumers, largely due to the
perceived value of the rewards. For example,
a customer earning a free car wash believes
they are receiving a $7 wash for nothing
and they are more likely to return to pay
for washes in order to earn another free one.
The reality is the wash cost the retailer about
80 cents and even by giving one away, the
margin and profitability more than doubles

with each subsequent wash sold.

“I have found it much easier get an ex-
isting customer to shop more often and
spend more money, than trying to get new
customers to give us a try,” Lewis says. “Re-
tailers need to understand that they have
an enormous untapped resource at their dis-
posal. In their businesses, they have learned
to effectively manage employees, cash, in-
ventories, time, cash flows, etc. Now it’s
time to manage the most valuable of all as-
sets, their customers.”

KickBack is run on a proprietary soft-
ware platform developed by KickBack and
cost about $3,500 for stores to get involved.
Through May, there were 35,000 registered
customers and approximately 120 busi-
nesses participating in the program.

Know the Market
Lewis is not alone in promoting this strat-

egy. Ross Mirabito, president of the
Mirabito Fuel Group, operates 60
Quickway convenience stores in upstate
New York. Two years ago, he partnered with
ValueCentric Marketing Group to form
Quickway Rewards Plus.

Mirabito launched the program because
he recognized margins and profitability in
his markets were declining rapidly as a re-
sult of competition from Native Americans
and mass merchandisers. “It’s a fiercely com-
petitive market and when we looked at our
retail portfolio we realized we did not know
our customers buying patterns,” he says.

Like KickBack, Rewards Plus is a transac-
tion-based program utilizing concentrated
marketing. It’s a point-based program that
features free membership and frequent buyer
rewards such as per gallon fuel discounts and
in-store items. It features VCMG’s ValueSYS
software and a VeriFone interface to identify
customer spending habits, encourage new
customer acquisition and stimulate brand
awareness. Unlike KickBack, it isn’t depen-
dent on other retail channels and remains
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relatively self-sufficient among Quickway c-store customers.

The complex ValueSYS software allows Quickway to conduct real-
time data mining and basket analysis of customers and products,
and run detailed reporting for analyzing effectiveness. Customers
can also monitor points and target rewards online in real-time.

One of Mirabito’s core beliefs is to get customers in the store by
focusing rewards on foodservice items. “When you attract cus-
tomers with cheap gas prices, you only buy their loyalty until the
next gas fill-up,” he says. “If you are banking on gas price alone to
distinguish your business you are losing the opportunity to drive
volume inside the store and that’s where the higher margin items
and real profitability comes from.”

The strategy is paying big dividends. In little more than two
years, Quickway has registered more than 75,000 Rewards Plus
members. According to Mirabito:

• Rewards Plus members spend 90% more than non members;

• Participants are more than twice as profitable as non
members; and

• In last 18 months, “penetration” (i.e., loyalty customers to
total customer transactions) has grown from 5.5% to nearly
15%, with one store nearly 32%.

Another loyalty challenge is that some customers just don’t want
to be bothered with carrying a loyalty card or have reservations
about revealing too much personal information. “The hidden
strength of a loyalty solution lies in linking a consumer’s first visit
to the next, essentially creating a reward for returning, and an
emotional bias against competitors,” says Mike Finley, vice presi-
dent of global product marketing for Alpharetta, Ga.-based Radi-
ant Systems, which administers back-office and POS systems to
the convenience store industry. “The trick, however, is to avoid
spending the profit of one visit on the rewards for the next one.
The operation will break even at best and consumers will react
negatively when the rewards are removed.”

Radiant Systems’ loyalty solution solves the problem of attract-
ing and retaining customers while increasing the profitability of
the store. “The fundamental key to the problem is to identify the
consumers who should be rewarded, and to reward them with low-
cost things that they want,” Finley says. “For Radiant’s solution,
that means the power to create very specific and defined rewards
for many different consumer behaviors, to group consumers into
reward program categories, and to cross-reference those rewards
with a great deal of information about the consumer.”
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Cleaning Up at the Car Wash
Experts are warning retailers not to have tunnel vision when it comes to
investing in alternative profit centers.
by John Lofstock

Unstable gasoline margins, shrinking
tobacco sales and competition from
multiple retail channels are forcing

retailers to be quicker and smarter when it
comes to driving new business. Despite
these difficult market conditions, the one
advantage convenience stores have consis-
tently held over encroaching competitors is
their strong locations.

But it’s not enough to have good corners
anymore. Chains are realizing that it’s their
ability to meet the diverse needs of today’s
demanding consumers that ultimately tilts
the competitive scales in their favor. By le-
veraging good corners with multiple services,
retailers are able to create the one-stop shops
customers have shown a preference for, even
if prices are a few cents higher than the local
supermarket or other big-box outlets.

 “The ability to offer ATMs, foodservice
and a car wash at the same unit where cus-
tomers buy their gas ensures you’re going
to get a good number of time-pressed cus-
tomers. It also helps improve margins and
overall profitability because costs stay fixed
while the overall ticket price goes up,”  says
Ed Hough, president of Springfield, Mass.-
based L.E. Belcher, which operates 20 stores
throughout New England.

Car wash is high atop the growing list of
services with long-term profit potential. Now
that many manufacturers offer smaller mod-
els to accommodate c-stores and gas stations,
experts say it’s time to give car washes a seri-
ous look, even if you thought units were too
bulky or expensive for your location.

For example, Ryko developed a wash that
can be retrofitted to an existing unit in as
little as 100 square feet for about $50,000.
“It a low-cost, high return type of business
that gives customers another reason to stop
in the store,” says Bob Adams, sales coordi-
nator for the Grimes, Iowa manufacturer.

Depending on the region, Ryko’s washes
range from $3 for a basic wash to $10 for
the high-end package. The cost to retailers

factoring in chemicals and electricity is
about 80 cents making an eight-month re-
turn a very real possibility.

“The ROI has to do with location, gas
volume and how motivated retailers are to
sell,” Adams says. “We prefer adding fuel
pump interfaces to allow customers to pay
for the wash right at the pump. Our statistics
show that customers are much more likely to
purchase a wash at the pump then they are to
go inside the store and pay for one.”

Finding the Right Solution
According to the International Car Wash

Association, the professional car care indus-
try is poised for rapid growth over the next
five years and convenience store owners that
have already invested in wash facilities are
primed to see some of the biggest growth.

The association’s Study of Consumer Car
Washing Attitudes and Habits found there
are currently 90,000 car wash centers in the
U.S. generating an estimated $35.03 bil-
lion annually.

But what wash is right for you? Experts
say that depends on a number of variables
including the amount of capital you have
to invest, the space available on the lot and
demographics. And to compound matters,
there is a dizzying array of choices – touch-
free, soft-cloth, automatic rollovers, convey-
ors, self-service. In order to find the right
wash, ICA says retailers first have to look at
why the trend has changed from home
washes to industrial settings. The associa-
tion found that convenience and a lack of
time by customers to do it themselves are
the two biggest factors driving the car wash
business. Customers also said they are much
more satisfied with the quality of wash and
the perceived value. The average cost of a
wash nationwide is about $6.25.

One surprising figure ICA revealed is that
the number of customers using a car wash
because it was discounted with a gasoline
purchase was down sharply from 80% to
68%. This suggests that discounting washes
is not always necessary and could be cut-
ting into margins especially if customers are

already committed to using the car wash.
The number of customers using the car

wash based on the additional services of-
fered on the lot, specifically convenience
stores, gas stations and quick lubes, jumped
from 34% to 42%. When asked what addi-
tional services they would like to see, re-
spondents said convenience stores, ATMs,
quick lubes and auto detailing.

One company that recognized the ben-
efits of adding all of these services under
one roof is Foam & Wash. The Red Hook,
N.Y.-based company operates 14 retail cen-
ters consisting of a convenience stores, gas
stations, car washes and quick lubes.

Driving new business is vital, but Foam
& Wash’s general manager Doug Robinson,
says the bread and butter of the business is
repeat customers. Building a strong repeat
business is the result of a lot of trial and
error and innovative marketing.

For example, the company has a three-
tier pricing structure ranging from $7 for a
basic wash to $14 for the platinum wash.
“At all locations, customers receive a $1 off
on any wash package with the purchase of
8 gallons or more,” Robinson says.

For every 11 washes customers, receive a
gold wash package free. Bulk discount cou-
pon books are also available.

“The coupon books have transformed the
business,” Robinson says. “Customers feel
they are getting a nice discount, but we are
getting their money up front with a guaran-
tee that they are going to return at least four
times. Thats four more opportunities to get
them into the convenience store or quick lube
to sell them more.”

Another lesson learned was offering
friendly hours. While many washes shut
down by 8 p.m., Foam & Wash keeps nine
of its units open 24 hours and has cash ac-
ceptors or card readers mounted at the con-
veyor entrance at many units. Customers
can also pay for washes at the pumps, and
since Foam & Wash is an ExxonMobil
dealer, customers can also pay for washes
using Speedpass.
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