cases for part
III
CASE IIiA

The winslow clock company
	case overview


The Winslow Clock Company was founded by Dr. Michael Winslow, inventor of a “throwable” alarm clock. After ten years of development, Dr. Winslow is poised to present his business plan to investors. He needs capital to manufacture, market, and distribute the product.

This case requires students to thoroughly examine the information given in the Winslow Clock Company business plan and to make the changes they think will improve Dr. Winslow’s chances of gaining investors’ confidence.
	questions for discussion


1.
Develop a schedule of events for the first six months of 2004 based on the goal of reaching the market for Christmas, 2004.

2.
Comment on the form and content of the business plan. Suggest an alternative outline. What additional information would you include?

3.
Has Dr. Winslow made a realistic evaluation of his strengths and weaknesses? Has he taken adequate steps to overcome areas of relative weakness?

4.
Comment on the strengths and weaknesses of the marketing plan presented. What further information would you need to adequately evaluate it?

	solutions to questions for discussion


1.
Develop a schedule of events for the first six months of 2004 based on the goal of reaching the market for Christmas, 2004.


Below is a calendar for the first 6 months of 2004:

January
· Investigate financing alternatives.

· Plan marketing and selling activities.

· Continue fine-tuning product prep.

· Begin assembly of 200 prototypes.

February
· Finalize financing plans.

· Consider candidates for Production Manager.

· Review contractors for final assembly.

· Determine marketing plan elements to present to retailers.

· Plan advertising and publicity schedule.

· Discuss with Seiko and other suppliers to confirm delivery capabilities and financing terms.

· Set up office administration procedures including credit terms, etc.

· Contact buyers to establish itinerary.

March

· Make first major trip to present product to major buyers.

· Place first order with suppliers.

· Arrange letters of credit as needed.

· Hire Production Manager.

· Finalize decision on assembly contractor.

April

· Plan production, assembly and shipping process.

· Prepare creative advertising package and determine media placement.

· Continue selling activities.

· Make decision on anticipated sales volume for year.

May

· Prepare dry run of assembly process.

· Finalize arrangements for term loan.

· Continue marketing and selling efforts (including decisions on sales reps).

June

· Check with all suppliers on deliveries.

· Gear up for assembly, etc.

· Prepare all billing procedures, etc.

July

· Begin production.

· Finalize all advertising plans.

· Continue marketing activities to ensure meeting of sales targets.

2.
Comment on the form and content of the business plan. Suggest an alternative outline. What additional information would you include?

The business plan as presented is basically concise and well-written, but it could benefit from a few changes. To begin with, the “Summary” is much too long. It needs to contain a description of the product. The other areas discussed should each be covered in only one paragraph. The only discussion of financial matters appears in the summary and the exhibits. With the summary shortened, a separate financial section should be developed, expanding on the material presented now. Third, there is no support offered for the sales projections or the marketing approach selected. More information about the industry would be very useful in determining the reasonableness of the projections. Finally, it is only after reading the entire plan and piecing together information from several areas that the actual operation of the company becomes clear. This should be explained clearly early in the plan.

The following is an example outline which takes into account these suggestions. An asterisk marks (*) sections different from the plan as presented.

I.
Summary

A.
Product Description*

B.
Market Information

C.
Financial Projections

D.
Management Team

II.
Product

A.
Description and History

B.
Manufacturing and Packaging*

C.
Future Growth

III.
Industry

A.
Background

B.
Competition

C.
Sales Predictions*

IV.
Marketing

A.
Survey of Alternatives

B.
Selection Criteria and Results*

C.
Sales Strategy

D.
Advertising

V.
Financial Projections*

A.
Highlights (moved from Summary)*

B.
Financial Ratios*

C.
List and Discussion of Exhibits*

VI.
Management

A.
Operations

B.
Management Team

3.
Has Dr. Winslow made a realistic evaluation of his strengths and weaknesses? Has he taken adequate steps to overcome areas of relative weakness?

From reading the business plan for Winslow Clock Company, it could be surmised that Dr. Winslow is more of an inventor than an entrepreneur. There is much more emphasis on the product and its development than there is on the business venture which will support the production of this invention. By the way the plan is written, it is clear that Dr. Winslow understands his key contribution is in the generation of ideas, an indication that he has evaluated his strengths. He also seems to have a good idea of his weaknesses: in every area of the venture beyond the initial idea stage, he defers to the advice of experts. This all too ready reliance on “experts,” some of them college students, is of some concern. It is not at all clear that Dr. Winslow has taken an intelligent role in any of the crucial decisions for the venture. Has Dr. Winslow taken enough time to learn about the world of business and manufacturing? Does he understand the relationship between the product and the venture? Will his inventor characteristics keep him from being a good manager? Maybe the answer to all these questions is “yes,” but that is not made clear in the business plan.

4.
Comment on the strengths and weaknesses of the marketing plan presented. What further information would you need to adequately evaluate it?

In the financial statements developed by Dr. Winslow, after one small one-year decline (-0.9 percent) the costs per unit continue to rise each year from 5 percent to 7 percent. This increase is higher than can be attributed to inflation. It is surprising that with his total volume increasing, his unit costs would also increase. Given that Dr. Winslow receives all of the components needed for production from outside suppliers, he appears to be at the mercy of his suppliers and manufacturing contractors. The relatively small orders that he is placing with the suppliers are undoubtedly forcing him to pay top dollar in the first year. However, it would be reasonable to expect that in the second and third years some kind of cost cutting measures would be implemented to reduce unit costs(not raise them. Dr. Winslow should try to get some kind of volume discount from suppliers. It is also likely that the manufacturing costs per unit should decrease due to a higher volume and the experience curve. It is simply unrealistic to expect to keep the price above $40 over five years (especially with eventual competition.) 

The most striking point of this marketing plan is the recommended selling price. Even given the attempt to target the luxury market, $85 seems a lot to pay for a clock. There is no particular support given for this price or the size of the dealer margin. An investor would like to know if these price and margin figures are typical for the industry. (Case Exhibit IIIA-1 analyzes cost per unit.)
In an effort to more closely match market expectations in terms of price, Dr. Winslow should consider lowing the clock’s price to $64 (dealer price $32.) This price will still provide an internal rate of return of 40 percent. Other assumptions can be revised. The loan repayment could be spread out over four years to reduce the drain on cash flows. Estimates of costs per unit can be reduced by decreasing sales commissions. Operating costs can be reduced by reducing personnel. The net income will still allow Dr. Winslow ample cash to pay off investors if they desire to pull out of the business. Case Exhibit IIIA-2 on page 484 presents a spreadsheet based on these revised assumptions.
There is a choice to be made between the high cost of anticipating a large volume and the loss of revenue that would be experienced if a large demand develops. This plan chooses the “low” production target, but does not adequately discuss the alternatives.

There are no alternative marketing plans discussed. A passing comment was made regarding the attempt to discourage copycats by staying away from mass-marketing approaches, a valid concern, but a more detailed treatment of the reasons for rejecting other possible plans should be given.

Exhibit IIIA-1

[image: image1.emf]  The Winslow Clock Company   Costs Per Unit            Year 1   Year 2   Year 3   Year 4   Year 5                 Units     50   150   200   150   125                 Adjusted net sales  *     $ 2 , 082   $ 6 , 247   $ 8 , 330   $ 5 , 880   $ 4 , 900                 Cost of goods sold  *     $ 1 , 093   $ 3 , 253   $ 4 , 630   $ 3 , 655   $ 3 , 267                 COGS per unit     $ 21.86   $ 21.69   $ 23.15   $ 24.37   $ 26.14                 Increase (decrease) in  COGS per unit       - 0.79%   6.75%   5.26%   7.26%                 Cost of goods sold as a  percentage of sales     52.50%   52.07%   55.58%   62.16%   66.67%       *  in thousands     Estimated cost per unit  under current assumptions actually  increases  as  production expands.  


Case Exhibit IIIA-2

[image: image2.emf]  The Winslow Clock Company   Pro Forma Income Statement (5 - Year Projections)   (Reflecting changed assumptions)           Year 1      Year 2      Year 3      Year 4      Year 5      Unit sales     50,000      150,000      200,000      150,000      125,000      Price      $32.00      $32.00      $32.00      $ 32.00      $32.00      Net Sales     $1,600,000      $4,800,000      $6,400,000      $4,800,000      $4,000,000          Bad Debt Allowance (2%)     $32,000      $96,000      $128,000      $96,000      $80,000          Adjusted Net Sales     $1,568,000      $4,704,000      $6,272,000      $4,704,000      $3,920 ,000      Cost of Goods Sold     $1,093,000      $3,115,000      $3,946,000      $2,811,000      $2,226,000      Cost per Unit     $21.86      $20.77      $19.73      $18.74      $17.81      Gross Margin     $475,000      $1,589,000      $2,326,000      $1,893,000      $1,694,000      Operating Costs     $232,0 00      $452,000      $595,000      $563,000      $542,000      Earnings Before Taxes     $243,000      $1,137,000      $1,731,000      $1,330,000      $1,152,000      Taxes (50%)     $121,500      $568,500      $865,500      $665,000      $576,000      Net Profit     $121,500      $568,500      $865,500      $665, 000      $576,000      Percent Net Profit Margin     7.6%     11.8%     13.5%     13.9%     14.4%    Assumptions:   1. Price lowered to $32.00   2. Loan repayment spread out over five years.   3. Sales commissions decrease   4. Operating costs reduced                       If price is lowered t o $32.00, profit ratio will still be above 10% in years 2 - 5.  



CASE IIIb
Neomed technologies

	case overview


This case is based on data and interviews of an actual company, NeoMed Technologies. NeoMed is a Cleveland-based start-up whose diagnostic system provides a revolutionary method of cardiac testing. The authors of this case would like to acknowledge Marc Umeno, President and Founder, and George Coleman, COO and VP of Business Development and Marketing, who were very gracious with their time and advice in writing this case. They would also like to recognize the time and expertise of Professor Bob Hisrich of the Weatherhead School of Business and Professor Jeff Glass of the Case Engineering School who both provided guidance on this case.

The NeoMed case highlights several issues that are highly relevant to technology start-ups, including the critical role of financing from outside investors, the importance of effectively communicating a complicated technology to potential stakeholders, and the effects of the external environment on a small company. Gaining an understanding of the challenges that a company may face in these areas and how to deal constructively with each issue will be valuable to students, whether or not they decide to start their own high-tech ventures in the future. 
Case Synopsis 
The case begins in August of 2002 when Marc Umeno, President and Founder of NeoMed Technologies, and George Coleman, Chief Operating Officer and Vice President of Business Development and Marketing, arrive at NeoMed headquarters after another fruitless meeting with venture capital investors. The case demonstrates a time period after the Internet crash and during an economic decline that had been going on for several months, making investors more risk averse and much more selective in their investment decisions. NeoMed is out of cash and running low on options, despite its exceptional technology. The case centers on understanding how to close a deal with investors and also on learning to appreciate the difficulty of maintaining an equilibrium in a small technology company, between technical development on one side and business and financing issues on the other.

Marc Umeno, Stan Majewski, and Harry Bishop were the three original founders of NeoMed. Marc developed the initial concept for NeoMed during his graduate work in the Entrepreneurship program of the Weatherhead School of Management at Case Western Reserve University in Cleveland, Ohio. Before starting the program, Marc, in collaboration with the cardiology department at West Virginia University, obtained patents for a technology that was introduced to him earlier that year by a scientist looking to commercialize his ideas. Further into his graduate work, Marc conducted preliminary research and evaluation of market opportunities for the technology. As a result, in spring of 2001 NeoMed was officially formed with the purpose of commercializing a novel radionuclide imaging technology for cardiac testing. It was decided to locate the new company in Cleveland due to the fact that this region supports world-class research in the area of medical imaging, allowing NeoMed access to superior engineering services, software partners, and industry suppliers. Major players in the diagnostic imaging market, such as GE Medical and Philips, have also been historically located in this region. 

From the very beginning NeoMed was thought to have a bright future, due to the very promising commercial potential of the market for cardiac testing. This was based on the fact that in the United States, as well as other industrialized nations, CAD
 is a leading cause of fatalities, with the first symptom of this disease often being death. Given this sobering reality, it is not surprising that NeoMed’s vision is as follows: 

“NeoMed Technologies is committed to establishing its technology as the standard of care for initial diagnosis of coronary artery disease and will be instrumental in saving millions of lives.”
NeoMed faces competition from a variety of other technologies and diagnostic techniques. The alternative tests are typically performed by cardiologists; some are used mainly for screening, while other more detailed and expensive tests are used for diagnosis. Case Exhibit IIIB-1 presents a detailed comparison of NeoMed technology with the most popular current diagnostic tests.
Case Exhibit IIIB-1


[image: image3.emf]  NeoMed Technologies   Comparison of Alternative Diagnostic Techniques       Technology  ECG Stress Test  EBCT  NeoMed   Equipment and  Staffing  Physician and  either nurse or  technician  required.  Room - sized; only  technologist  required.  Mobile; only  technologist  requi red.   Patient  Exercising  At - rest  At - rest   Cost  $40,000;   $400 per test  $2,000,000;    $400 per test.  $65,000 (lease);    $233 per test.   Efficacy  30 - 45%  65 - 70%  Over 90%   Radiation Dose    per Test  none  82 to 150 mrem  6 mrem   Response Time  Several Days  Next Day  Im mediate     Source:  NeoMed Business Plan, March 2002  


Typically CAD detection starts with a thorough physical exam and careful documentation of family, personal history, lifestyle habits, and other factors. Blood cholesterol tests and blood pressure measurements are also used to screen for CAD. Recently, the U.S. government recommended new guidelines of CAD testing that increase the likelihood of disease detection with the following test methods that are actively used to screen patients: Chest X-Ray, Electrocardiogram (ECG or EKG), Stress Test, Fast/Multi-Slice CT Scan, and EBCT. Case Exhibit IIIB-2 shows how the profit margins on this procedure will be divided.
Case Exhibit IIIB-2


[image: image4.emf]  NeoMed Technologies   Division of Profit                       Source:  NeoMed Business Plan, March 2002  
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According to the NeoMed’s current business model, revenue is expected to be generated through license arrangements with outpatient imaging centers, cardiology groups, and hospitals. When the test is administered by the diagnostics provider, a $233 reimbursement fee will be collected from insurance companies of which NeoMed will receive $133. This arrangement allows for a 20 percent profit margin for the service providers and a 70 percent gross margin for NeoMed. The price of the NeoMed test is set at $400, considering that compatible CAD screening tests range from $300 to $700.

At the time the case takes place, NeoMed has built an initial prototype of its nuclear imaging device, suitable for use in research-level patient testing, and has been invited to participate in clinical trials at the University Hospitals in Cleveland, Ohio. An advanced prototype was also constructed for use in clinical testing, FDA approval, and product development. At this point, animal studies have resulted in strong evidence supporting the accuracy and effectiveness of the procedure performed with the NeoMed diagnostic system. Case Exhibit IIIB-3 shows the dates and funding associated with significant events in this process.
Case Exhibit IIIB-3


[image: image5.emf]  NeoMed Technologies   Dates and Funding Associated with Significant Events 1       The table below shows the dates and funding associated with significant events.      Date  Events  Funding  Required   Seed Round  Human Study   Protocol/FDA Binding  $130K   Series A Round  P erform Clinical Trials   FDA Approval   Complete Product Design  $2.0 M   Series B Round  Market Entry   Reimbursement   Endorsements  $10 M    

1

 NeoMed Business Plan, March 2002  


There are numerous challenges that the management team at NeoMed is facing. First, the company seriously lacks the financing that is needed to keep business going and to continue the process of validating the technology. Validation requires that clinical studies be performed; and, due to external factors such as the struggling economy and weak venture capital environment, NeoMed has had a difficult time securing the funds to conduct these trials. While seemingly close to proving that their technology is superior to the competition, frustration has been mounting within the ranks of NeoMed, and Marc and his team have had to constantly keep everyone motivated and focused on the long-term vision of the company. While always maintaining a belief in their technology, Marc and his colleagues have been forced to re-analyze NeoMed’s business strategy to determine the reasons for not getting the financing the company needs. 

NeoMed has also been faced with an ongoing dilemma. While the NeoMed technology is better than many competing alternatives and its accuracy has been proven in animal studies, the possibility exists that the device can be further improved to make it easier for technicians to operate, and thus increase the likelihood of an accurate reading. The company has two options: 
1. Keep the technology as it is and proceed with clinical trials, with the likelihood of overall trial success but at a lower degree of accuracy.

2. Take four to five months and the company’s remaining capital to make improvements in the device, assuring a better quality product but assuming the risk of not having sufficient funds at a later date to validate the improved technology. 

(Case Exhibit IIIB-4 summarizes NeoMed’s options for the technology.)

Case Exhibit IIIB-4


[image: image6.emf]  NeoMed Technologies   Options for the Technology       The device can possibly be further improved to make it easier for technicians to  operate, and thus increase the likelihood of an accurate reading. NeoMed’s options  are:   1.   Keep the technology as it is and proc eed with clinical trials, with the  likelihood of ove r all trial success but at a lower degree of accuracy.   2.   Take four to five months and the company’s remai n ing capital to make  improvements in the device, assuring a better quality product but  assuming the ri sk of not having sufficient funds at a later date to validate  the improved technology.     


While Stan Majewski, the renowned physicist on the team, suggests that the company needs to “do it right” and go for the better product, some members of the team, including the CFO Walt Bieganski and Marc Umeno himself, see no need to take higher risks from the capital standpoint if the technology is already sufficient. Each month of delay is costing $30,000; and, as has been stated before, NeoMed is simply out of cash.

In addition to the challenges mentioned above, there are two main contingencies in the success or failure of NeoMed’s diagnostic system: FDA approval and insurance reimbursement. 
The NeoMed case ends with the management realizing the critical nature of the company situation and the need to take steps to secure desperately needed financing. It had become clear to the team that investors are not completely comfortable with investing in NeoMed and that other alternatives must to be found. As the team brainstormed possible strategic solutions, a number of ideas were brought up including: 
1. Completely redefine marketing strategy (pursue other markets and/or segments)
2. Change some aspects of the business model
3. Obtain additional expertise on the team and the board
4. Pursue other applications of the core technology
5. Relocate the company to an area with more financing opportunities
6. Delay operations until the overall environment becomes more favorable
7. Finally quit and move on to something else. 

Thus the team is currently faced with a difficult choice that will ultimately determine the company’s future. (See Case Exhibit IIIB-5.)
Case Exhibit IIIB-5


[image: image7.emf]  NeoMed Technologies   Alternatives for NeoMed     1.   Completely redefine marketing strategy (pursue other markets and/or segments)   2.   Change some aspects of the business model   3.   Obtain additional expertise on the team and the board   4.   Pursue other applications of the cor e technology   5.   Relocate the company to an area with more financing opportunities   6.   Delay operations until the overall environment becomes more favorable   7.   Finally quit and move on to som e thing else.   


	teaching objectives


The primary objective of this case is to expose students to the challenges of closing a deal. This involves developing a sound business model and an effective company strategy and then communicating these concepts to investors in a manner that conveys confidence. Another objective of the case is to present students with a clear picture of the investment climate and its difficulties, and encourage them to recognize the critical factors of raising capital. The case presents multiple alternatives that face NeoMed, and allows the reader to make his or her own decision about what to do next. It gives students the opportunity to think through several possible solutions and recognize that some of the more apparent answers to the problem are not always the best options. For instance, the possible alternative of moving the company to a different geographical area where the investment environment is more favorable would initially appear to be the “right solution.” However, a closer look at the external environment would reveal that Cleveland presents NeoMed with technical and personnel resources in the field of diagnostic imaging that are superior to other regions in the country. Thus, the students are encouraged to look deeper into not only the company’s situation, but also the environment within which the company operates. By the end of the case, the reader should recognize the delicate balance between technology development and obtaining adequate financing that many technology start-ups face. 

	questions for discussion


The following questions are suggested to guide the instructor’s and students’ reading of the case and the preparation for the class discussion: 

1. What are the external environmental factors and internal strategic issues affecting NeoMed at the time of the case? How are these factors influencing the company’s situation? 

2. How are the NeoMed leaders maintaining the company morale? What other steps should they take? 

3. What are NeoMed’s options at this point in time? Which of these options would you choose and why? 

4. Assuming you move forward with the company, what steps would you take to close a deal with investors to obtain financing? 

	suggestions for discussion


In order to effectively teach the case, it is recommended that the case discussion is divided into the following sections: 

A. 
Discuss the external environmental factors and internal strategic issues affecting NeoMed at the time of the case, and the impact that they have on the company. 

Our first suggestion is to begin a class discussion with a broad analysis of the 2002 environment, including acknowledgement of the crash of many Internet companies just prior to 2002, the resulting economic downturn, and the cautious investor climate stemming from economic uncertainty. These factors encouraged investors to become more critical of their investment decisions and made it more difficult for business plans to gain approval and financing from the venture capital community. Case Exhibit IIIB-6 shows total equity investments into venture-backed companies from 1997 to 2002.
The discussion should eventually lead to the investment climate in Ohio as compared to the other areas of the country. Students should be encouraged to look at historically low levels of investment in high technology areas in Ohio as compared to other states. In addition, they should analyze the data presented in the case that indicates the proportion of start-up/seed financing as compared to all the other rounds of venture capital investments. 
Questions to stimulate the discussion: 

1.
How did the market crash of March 2001 affect the attitude of investors and the valuations of companies?

Possible answers: 

a.
Investors are more critical of business plans and predicted sales figures. 

b.
Investors require a deeper understanding of the technology and the details of the product or service.

c.
Valuations of companies have become much more conservative due to investor uncertainty. 

2.
What other factors might have contributed to the economic uncertainty of this time period?

Possible answers: 

a.
Political uncertainty and issues of national security. 
b.
Decrease in consumer confidence.
c.
Overall decline in population’s desire for risk taking, including spending and investing.
Case Exhibit IIIB-6


[image: image8.emf]  NeoMed Technology   Total Equity Investments into Venture - Backed Companies 1997 - 2002      
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3.
What conclusions can be made after analyzing data on venture capital environment by state, industry, and round of financing, and what implications do they have on NeoMed’s situation?

Possible answers: 

a.
Venture capital environment in Ohio is much more conservative compared to the leading high-tech investment states.
b.
Despite the overall decline in venture capital financing, biotechnology has experienced the least decrease compared to other industries.
c.
Start-up/seed capital is the most difficult to obtain, and the situation has become even more complex with the overall decline in venture capital financing. 

For more details on the venture-capital market see these case exhibits following the case note:

Case Exhibit IIIC-7:
Number of Venture Capital Funds 1991-2002 (page 503)
Case Exhibit IIIC-8:
Average Venture-Backed Valuations 2000-2002 (page 504)
Case Exhibit IIIC-9:
Angel Investor Profile (page 505)
Case Exhibit IIIC-10:
PricewaterhouseCoopers/Venture Economics/National Venture Caspital Association MoneyTree™ Survey (page 506)
Case Exhibit IIIC-11:
Investments by Region Fourth Quarter 2002 (page 507)
Case Exhibit IIIC-12:
Investments by Region Fourth Quarter 2002 (as graphic) (page 508)
Case Exhibit IIIC-13:
Investment by Stage 2001-2002 (page 509) 

Case Exhibit IIIC-14:
Investment by Stage (2001/2002) Number of Deals (page 509)
Case Exhibit IIIC-15:
Investment by Stage (2001/2002) in millions (page 510)
Case Exhibit IIIC-16:
Venture Capital Investments in Ohio by Stage (in $ millions) (page 511)
Case Exhibit IIIC-17:
Venture Capital Investments in Ohio by Stage (number of deals) (page 512)
The discussion should naturally progress to the company’s internal strategic issues, which should start with a comparison of the NeoMed’s technology to the competition, pointing out the benefits of accuracy, speed, and relatively low cost. 

Furthermore, it is suggested to take a direct look at the NeoMed business model, in which revenue is generated through license arrangements with outpatient imaging centers, cardiology groups, and hospitals. The model is structured in such way that, when the diagnostics provider administers the test, a reimbursement fee is collected from insurance companies of which NeoMed will receive a certain percentage. In addition to its ability to generate revenue, the model requires strong relationships with cardiology opinion leaders who will endorse the licensing arrangement. This requires a competent sales force capable of dealing with major cardiologist groups, which can also present a significant challenge during the commercialization stage of the product introduction. 

Another concern indicated in the case is the dilemma that the team is facing in relation to the technological aspects of the diagnostic system’s design. As for any technological start-up, proving the validity of its cardiac testing technology is the most important step in the life of NeoMed. If the ultimate performance of the device during the final stages of clinical human trials does not provide sufficient results, the product cannot be commercialized, thus putting the purpose of the entire venture under question. As the case states, the company has an option of improving the technology in a way that would provide higher accuracy test results, but this option would require delays in commercialization and substantial amount of additional capital. Therefore, NeoMed needs to decide whether “good is good enough” or whether to continue to strive for a higher performance device while risking running out of capital before the improvements are made.

It is also important to look at the existing market segmentation chosen by the company. Although students might not have enough information to have a strong opinion on the feasibility of the market segments that NeoMed chose to target, it is important to ask them to think about whether the chosen marketing strategy would provide NeoMed with desired performance results. To follow up on this point, the instructor should encourage students to think about additional actions NeoMed can take to make sure that chosen target segments and market size estimations are valid. 
FDA approval and insurance reimbursement are two additional contingencies on the commercial success of the NeoMed cardiac testing device. As with any pharmaceutical product or medical device, NeoMed’s testing system needs to receive FDA approval before it can be commercially distributed in the United States. Although NeoMed anticipated a fairly straightforward process, there is always a risk associated with an FDA approval procedure. Concerning the insurance reimbursement, again FDA approval is an essential determinant of the product’s adoption by the medical community and therefore its long-term commercial success. 
Finally, the major problem that NeoMed is currently facing is the financial difficulty that ultimately affects all other aspects of the company’s operations, as discussed above. Financing is a unique issue inherent in every start-up technology company. However, what makes financing exceedingly difficult for NeoMed is the challenging venture capital environment coupled with an unfavorable economic situation. 
Questions to stimulate the discussion: 

1.
What are the advantages of the NeoMed diagnostic test over competing alternatives? 

Possible answers:

a.
Cost.
b.
Accuracy.
c.
Simple to administer (does not require the presence of a doctor). 
d.
Speed. 
e.
Non-invasive, does not require exercising or inducing stress on the heart.
2.
What are the benefits and challenges associated with NeoMed’s current business model? 

Possible answers:

a.
Benefits: 
· Allows constant revenue flow for the company. 
· Does not require medical facilities to take on large capital expenditures.
· Provides high potential level of insurance reimbursement.
· Allows testing service providers to enjoy a high profit margin on each procedure performed. 
b.
Challenges:
· Requires large upfront capital expenditures on the part of NeoMed.
· In order to reach projected revenue flow, the device has to gain wide acceptance in the medical community.
· Strong sales force and training specialists are required to convey the benefits of the product and effectively train the medical personnel. 
3.
What are the positive and negative aspects of going with the improved version of the NeoMed technology? 

Possible answers:

a.
Positive: 
· Increased accuracy of the testing procedure. 
· Better results of clinical trials, which can have a positive impact on acceptance in medical community. 
b.
Negative:
· Delay in product testing.
· Additional developmental costs.
· Extra costs associated with postponing the commercialization of the product.
4.
What are some of the additional issues that NeoMed needs to overcome in order to successfully commercialize its device? 

Possible answers:

a.
FDA approval. 

b.
Insurance reimbursement from Medicare and Medicaid as well as from private insurance companies.

5.
How does the problem of financing affect the future of the organization? 

Possible answers:

a.
Threatens the entire existence of the organization. 
b.
Does not allow NeoMed to get to the next step of clinical trials that can potentially prove the feasibility of the technology.
c.
Keeps the company from following the determined schedule of FDA and insurance reimbursement approval.
d.
Puts the company’s management under the stress of making a difficult decision of whether to go with the existing technology or make substantial improvements.
e.
Creates a risk of thinning employees’ moral. 
B. 
Discuss how leaders in the organization are maintaining the company morale.

Marc and George are faced with a challenge unique to small companies. The fact that all members of NeoMed are informed about the struggles facing the company, as well as the options open to management, should be an important part of the discussion. It should be noted that the entire team is aware of the dire circumstances that NeoMed faces at the time of the case, which potentially could have proved disastrous to the company’s morale. However, this transparent culture allowed employees to feel empowered with respect to the organizational direction and encouraged them to work under duress, to believe in the business and the technology it was attempting to provide to the society, and recognize the unique potential rewards it promised to each team member. 
Marc and his team were very up front about the company situation, thus no one was caught by surprise when NeoMed was facing financial challenges in August of 2002. As a result, there was less time spent surmising about the company’s future and more time spent in the effort to obtain enough financial resources to bring the company to the important step of validating its technology.

Questions to stimulate the discussion: 

1.
What was the reaction of NeoMed’s employees on their company’s dismal financial situation in August 2002?

Possible answers:

a.
Transparent culture meant that employees already knew.
b.
Decisions within the company were often made with the input of all employees as the company was quite small in size.
2.
How the existing company culture could have put NeoMed at a disadvantage?

Possible answers:

a.
Letting the employees know the grim reality of the company’s financial situation was a gamble, as it could have proved disastrous to company’s morale. Discouraged members of the team might have made the decision to leave the business. 
3.
How did the transparent culture contribute to the company’s morale during difficult times?

Possible answers:

a.
Transparent culture allowed employees to feel a certain degree of control over NeoMed’s direction and consequently, their own future with the company.

b.
Knowing the reality of the situation, everyone was less likely to spend time speculating about the future of the company. Instead, everyone was working towards productive goals to move the company closer to getting the needed financing. 

C. 
Discuss NeoMed’s options at this point in time and the action steps that the company should take to close a deal with investors. 

Through its efforts to obtain financing from venture capitalists, NeoMed received multiple requests to make changes to the business concept and the product positioning strategy. The management team weighed all of these requests and complied with investors’ suggestions. However, there reached a point where Marc realized that if investors had been planning to invest in NeoMed under the current circumstances, they would have already done so, and it was time to take a different course of action. The following are some of the alternatives that the company considered: 

1.
Completely redefine the marketing strategy, pursuing other markets and/or segments.
2.
Pursue other applications of the core technology .
3.
Change some aspects of the business model.
4.
Relocate the company to an area with more financing opportunities.
5.
Obtain additional expertise on the team and the board of directors. 
6.
Delay operations until the overall environment becomes more favorable. 
7.
Give up and move on to something else. 
(Refer back to Case Exhibit IIIB-5 on page 490) 
Although these and other alternatives that the students might propose are all viable options, the instructor should follow up on each alternative and try to help students to see the risks and implications of each decision. While each of these alternatives has some merit to Marc and his colleagues, there are only a few propositions that can be seriously considered after the detailed analysis of each option is performed. 
After each alternative is analyzed, the instructor should point out that, before the decision is made, NeoMed should carefully consider the key aspects of the organization’s success and then target its strategic decision towards these areas. Upon determination of the options most viable in NeoMed’s current situation, students should be asked to share their opinions on what NeoMed can do in order to improve in these areas. 
If time permits…

We recommend using an additional method of teaching this case to encourage an exciting class discussion involving more interaction among students. As part of the discussion of the possible actions that NeoMed must take in order to secure financing, it is recommended to divide the class into three groups: venture capitalists, the NeoMed team, and the NeoMed Board of Directors. In order to help students to better play their roles, the instructor should assign the case in the previous class session, encouraging students to concentrate on their specific roles when reading the case, specifically referring to the profiles of the management team and the board of directors, as well as the general description of the investors and their interests. 

During the class discussion, each group should be asked the same question: “What is NeoMed missing that is continuously hindering the company’s search for financing?” After students have been given time to discuss the issues in their groups, each group should be asked to present its ideas to the class. The key points of each group should be recorded on the blackboard so that, after all three groups are finished presenting, the discrepancies between the issues raised by each group become apparent. This exercise should serve to illustrate the fact that investors, employees, and business owners have varying interests and thus look at the same situation from different perspectives. If NeoMed can take all of these suggestions into account, it would significantly increase the company’s chance of obtaining financing. This exercise should spark several interesting propositions from students on how to successfully close a deal between NeoMed and investors. 
The following are possible weaknesses that each of the three groups is likely to bring up: 

1.
Investors:

a.
The technological concept of the device is not comprehensible.
b.
The market segment is not clearly defined.
c.
It would be a challenge to gain the acceptance of the medical community.
d.
Lack of credibility due to unproven technology.
2.
The NeoMed team:
a.
NeoMed does not completely understand the investor’s requirements for investing in a high-tech venture.
b.
Any of the above shortcomings.
3.
The NeoMed Board of Directors:
a.
NeoMed lacks board members and team executives with VC industry experience.
b.
Any of the above shortcomings.
D. 
Taking into consideration the above potential solutions, discuss the steps that the company should take to close the deal with investors. 

This dialogue should relate directly to the previous discussion, where NeoMed’s options are highlighted. During the initial steps of this discussion the instructor should help students to see the reasons why relocation to the different geographic area and redefinition of the technology application should be ruled out. The rest of the discussion should center on the remaining possible solutions with the following set of questions used to help the instructor to encourage students to think about the relevant issues. 
Questions to stimulate the discussion: 
1.
How can NeoMed make its technology easier to understand for investors?

2.
Can the company make any changes in the way it segments the market?

3.
What additional steps can NeoMed take in the product development stage to gain acceptance in the medical community during the commercialization process?

4.
How can the company increase its credibility with investors?

5.
What can NeoMed do to better understand the reasoning behind investors’ decisions not to invest?

6.
Is it a feasible option for the executive team to try to get more venture capital expertise on the board and the management team? What are the implications of this decision? 
E.
To conclude the dialogue, the instructor should summarize the key points of the discussion. 

1. A difficult external venture capital environment along with a downturn in the economy significantly inhibited NeoMed’s ability to obtain capital. It required the company to perform a thorough evaluation of its business concept and define some inconsistencies that were making investors somewhat uncomfortable with the opportunity.

2. The fact that the company was able to maintain its employee morale throughout the difficult times without a single employee leaving the business is a significant achievement that will most likely become a foundation for the future corporate culture. Although the management team was taking a risk when it decided to keep all the issues transparent, the decision made the rest of the company more aware about the situation and created a sense of loyalty and trust. 
3. Although NeoMed had multiple routes to take in order to obtain financing, it is clear that the company’s best choice is to remain in Cleveland and continue developing a product for the cardiac testing market. However, the company should consider revising its market strategy, improving its technology, and strengthening contacts in the investment community. 
	solutions to questions for discussion


1.
What are the external environmental factors and internal strategic issues affecting NeoMed at the time of the case? How are these factors influencing the company’s situation? 

At the time of the case, August of 2002, the most important factors that were affecting the current NeoMed situation were an extremely challenging financing environment, which was further intensified by the recent Internet crash, and an overall downturn in the economy. The combination of the two factors created a situation in which investors had become much more risk averse and consequently more selective in their choice of investment opportunities. As a result, a high-tech company like NeoMed, with a new unproven technology, had a very difficult time raising capital. In addition to the already challenging country-wide financing environment, NeoMed was located in Ohio, a historically conservative area that did not present new start-ups with an abundance of investment opportunities, particularly during the initial rounds of financing. However, on the positive side, investments in biotechnology industry have suffered the least compared to the financing of other industries. 

The economic downturn that was further intensified by the emerging terrorist threat had also made NeoMed very uncertain about their initial decision to apply their breakthrough technology in the area of cardiac testing. The events in September of 2001 prompted the government to significantly increase its level of spending on defense projects. Since the company founders knew that NeoMed’s core technology could become a potentially integral part of the Homeland Defense applications, Marc Umeno and his team wondered if they have made the right decision about the commercial application of their technology. 

Competition was another external factor that should have been considered as an important element of the environment in which NeoMed was preparing to operate. Although the unique nature of the competitive situation presented NeoMed with numerous opportunities, there were also certain risks. The company’s distinct advantage in the competitive environment was that NeoMed’s cardiac testing device was not competing with other manufacturers producing similar products. Instead, the main competitive rivalry came from the alternative methods of testing. This certainly presented large market opportunities for NeoMed, especially since its testing device had superior accuracy, is easier to operate, provides immediate results, and is less costly. However, the firmly established reputations of other testing alternatives that had been used as industry standards for many years and had been widely accepted by the medical community, would present market entrance challenges for NeoMed. 
In addition to the multiple external issues that NeoMed was facing, there were a number of internal concerns that should be taken in consideration. One of such concerns was the dilemma regarding whether or not to improve the technology. Although it would guarantee higher accuracy of the test, it would also require additional time and capital that the company did not seem to have. Another issue was the feasibility of the business model and the market segmentation. It was uncertain that the licensing arrangement that the company had chosen to pursue would provide sufficient revenue for NeoMed as well as for the medical provider. In addition, as mentioned before, it would require strong sales force and a wide acceptance of the device among medical professionals. Furthermore, it is not certain that the current market segmentation could provide the testing procedures for the right category of patients. 

Also, as the case indicates, FDA approval and insurance reimbursement with Medicaid and Medicare as well as private insurance companies were additional contingencies that had to be overcome before the NeoMed device could be successfully commercialized. 

However, despite the seriousness of the above issues, financing remained the most important problem that had to be solved before any other issue could be taken in consideration. Literally, every concern described above required additional financing—in order to improve the technology, extra capital was needed; redefining the business model and the market segment required obtaining advice of experts, which also involved certain direct and indirect expenses; and finally, filing for FDA approval and insurance reimbursement also required a significant amount of cash. These are additional expenses that the company was going to incur. However, there was also the main purpose for which the potential capital was going to be used, which is validating the technology through a set of clinical trials. 

2.
How are the NeoMed leaders maintaining the company morale? What other steps should they take? 

When the company approached the difficult period in its existence that was mainly due to the lack of financing and the situation worsened, it was clear that each team member was emotionally taken by the issue. What kept everyone going was the company’s transparent culture that the founders established early in the company’s existence. Although openness about every issue facing the organization carried certain risks of people getting discouraged and considering leaving the business, Marc and his team recognized that it was a mistake to cover up or misrepresent the reality. As a result, in order to boost employees’ morale during the difficult times, it became a standard practice at NeoMed to share the reality of the situation no matter how grim it appeared to be at the time.

Other initiatives that NeoMed could have taken to improve the company’s morale is to perhaps engage in certain activities as an organization that could help employees to get to know each other better outside of work and create a stronger company identity. One such initiative could be volunteering during idle times or attending informal networking events. This would help the organization build a strong reputation in the community making employees more loyal to the company and its future. On the more professional level, each employee, regardless of their responsibilities, could be encouraged to contribute ideas and network contacts. This approach can very well complement a philosophy of transparent organizational culture. 
3.
What are NeoMed’s options at this point in time? Which of these options would you choose and why? 

At the time of the case, NeoMed has two main options: to continue try to get financing or to dissolve the business and move on to something else. Along the same lines, there is always an option to wait it out until the financing environment gets better. If the company decides to continue pursuing investors in order to obtain financing, the most evident option that comes to mind are to move the company to a different area with more favorable financing opportunities or to find different applications for the core technology. Neither one of these alternatives would be viable options for NeoMed. As the case indicates, although the difficulty of obtaining financing in this region of the country is an evident problem, NeoMed’s future success will be based on factors other than financing. In particular, a strong base of medical imaging suppliers, relationships with renowned medical institutions such as Cleveland Clinic and University Hospitals, and finally, a great market potential for the coronary artery disease-testing device should all keep the company from moving to a different geographic location or consider a different application of its technology. 
Since the above options are ruled out, NeoMed has to identify what the company needs to convince venture capitalist to invest. This is where issues such as redefinition of market strategy, obtaining additional expertise, and improvement in the technology come under consideration. One of the options for NeoMed to reflect on is the company’s market potential and the business model that it is planning on using to deliver the procedure to patients. It should try to reanalyze whether the initial target segment is the best patient category for the NeoMed’s test and whether the existing business model will be sufficient to deliver revenue to both NeoMed and the medical providers. Another option is to obtain additional expertise in the area of financing that would help the company to understand the current needs of investors. Finally, one more option that the company has is to spend additional resources and time on improving technology, which would significantly increase the accuracy of the test. Although it might not be a noteworthy advantage in itself, in the long term it certainly has a potential of ensuring greater acceptance of the product in the medical community. 
4.
Assuming you move forward with the company, what steps would you take to close a deal with investors to obtain financing? 

As the case states, the behaviors and attitudes of investors had significantly changed over the months prior to the timing of the case, due to the external economic, political, and overall business environment factors. This means that, in order to obtain financing, an organization also has to alter its traditional practices and behaviors. Only a few years ago investors were willing to accept a vague business concept and trust the company’s founders with feasibility of the technology. At the time of the case, they were no longer willing to invest in the business concepts they did not completely understand and in a technology that they believed did not have commercial potential. As a result, in order to obtain capital, there were three things that NeoMed needs to do: 

1.
Redefine the business concept and improve the technology. In order to do that the company should try to gain expertise of opinion leaders in the medical industry, the Board of Directors, and possibly some medical business consultant professionals. 

2.
Bring into the company individuals with experience in the venture capital industry who can help the company to identify its current needs from the investor’s point of view. 

3.
Create a clear presentation for the investment community and deliver the business concept, taking in consideration the newly obtained input. 

During this financing stage, when the technology is new and not yet proven, the above steps should significantly increase the chances of NeoMed obtaining financing. If the technology is proven to be feasible as a result of the clinical trials, this fact could become an additional important “selling point” during the next round of financing. 
	summary


What happened?

When evaluating NeoMed’s situation, as compared to other high-tech companies in the same geographic area, the management team realized that, at the time of the case, NeoMed had actually done better at obtaining financing than some of their colleagues in the Cleveland area who were struggling at the same time. However, the realization of how risk adverse Cleveland investors were, as compared to venture capitalists in other regions of the country, caused Marc and his team to seriously weigh relocating the company as well as delaying operations and waiting for a more positive climate to develop. 

The option to pursue other applications of the technology had been considered at the founding of the company when Marc Umeno performed his initial market research. This option has been ruled out now for the exact same reasons that it had not been considered during the company formation—the cardiac stress testing option had the largest commercial potential as compared to other technology application alternatives. 

The cautious nature of investors resulted in a great deal of frustration at NeoMed, as numerous meetings and discussions with venture capitalists resulted in no new financing and only suggestions for minor revisions to the business plan. Members of NeoMed were left to question whether venture capital in Cleveland was really a viable option as, despite the company’s compliance with all requests from investors, several months had gone by with no feasible opportunities for new investments. Marc and some of his colleagues did take their business plan to several venture capitalist firms on the West Coast that confirmed the viability of their core technology and business strategy. They were ready to invest in NeoMed under the condition that the company move operations to the West Coast and accept a CEO appointed by the firm. This feedback from investors was helpful in the sense that it gave NeoMed assurance in their business concept; but, taking in consideration other strategic benefits of the Cleveland area, Marc and his colleagues were neither willing to relocate nor lose control of the company at such an early stage. In addition, almost all members of the management team have developed ties in this area. As a result, NeoMed chose to remain in Cleveland and to continue trying to build their company, despite the existing lack of willing investors.

In order to verify the validity of the definition of the company’s target market, NeoMed initiated conversations with multiple cardiologists. The results showed that the medical professionals did not really consider patients who could not be stressed a major problem, due to the fact that they were using alternative methods of stressing the patient’s heart that did not require them to perform treadmill exercises. This was an important revelation to the NeoMed’s team. As a result, the company redefined its market strategy deciding to target the entire pool of patients going for early detection of CAD, in addition to monitoring patients after CAD treatment process. 
Furthermore, after numerous internal debates, NeoMed finally decided to invest extra time and remaining capital into improving its technology. Although it was a risky decision in light of limited capital, the management team realized that improved accuracy of the test results could significantly increase the acceptance of the procedure in the medical community, which is a crucial element of the success during the product commercialization stage. 

As a part of the strategy to improve the communication channels with investors, NeoMed added a new board member with significant experience in medical imaging technology. This person is a former CEO of a medical imaging firm that, under his leadership grew from $3 million to $500 million in revenue and was acquired by Johnson & Johnson. As a result of the involvement of the new board member with strong reputation in the industry and input from cardiologists, NeoMed was able to obtain $250,000 in external financing. This capital provided the operational resources and allowed NeoMed to start clinical trials to validate its technology. 

During the summer of 2003 the company received positive results from clinical trails, which essentially proved the validity of the NeoMed technology. Currently NeoMed is in the process of growing its business by preparing for an FDA approval and future product commercialization that, among other tasks, involves setting up the production of the testing device and hiring and training the sales force. This requires additional capital that Marc Umeno and his team are currently attempting to raise from investors. Although the venture capital environment continues to experience a downward drift, NeoMed hopes that the successful outcomes of the initial clinical trials will provide the company with enough credibility to raise larger amounts of additional capital. 
What can be learned? 
The NeoMed case makes several important points. First, when evaluating the current company situation, it is essential to look at the company in the context of its internal as well as external environment. Another point is that effectively educating investors about the product or concept is critical to high-tech companies, especially those who have a relatively new technology. Furthermore, efficient communication of the business model and an understanding of the marketing strategy are key aspects to share with potential investors. And when challenges seem to be too numerous and daunting for a company to survive, perseverance and faith in the technology, concept, and the benefits of the product to the society are the key elements in maintaining the employees’ morale. For NeoMed, times had gotten rather discouraging at the time this case ends, and perhaps many in this situation would have seriously considered giving up the business. However, NeoMed was able to perform a ruthless evaluation of their venture, identify weaknesses, and create a new strategy that allowed the company to obtain the financing needed to prove the technology. 

From this case study of NeoMed Technologies the following key lessons can be summarized:

1.
When analyzing the company situation, it is important to take into consideration not only the internal company issues, but also the external financing, economic, and competitive environment in which the company operates. It is also important to realize that every aspect of the external forces is rapidly evolving and constantly changing the dynamics of the environment, and this impacts the company’s situation. 

2.
In challenging situations pertaining to financing that many new ventures currently face, it is important to carefully analyze all the possible solutions. In such circumstances the most obvious solution, such as relocating the company to an area with more capital, is often not the best option. Therefore, the company’s management team, together with the Board of Directors and advisors, should take the time to consider the external factors such as supplier technical resources, human capital, and already existing contacts in the local investment community.

3.
When approaching investors, it is crucial not to neglect the fact that, in the present environment, they are much more careful about the opportunities in which they invest. As a result, venture capitalists and angel investors alike require a more thorough understanding of the business model, the benefits of the market technology, and the new product’s market potential. This requires not only exceptional clarity and strong communication skills on the part of the management, but also the ability to consolidate enough knowledge within the organization in order to bring in different perspectives and leverage experiences of individuals from related fields. 
4.
If the company is located in a more conservative and risk averse region of the country, from the venture capitalist financing standpoint, then it is crucial for the organization to constantly build contacts with the investment community. One way to accomplish this is by bringing in appropriate individuals as Board Members and even making them a part of the executive team. 
Case Exhibit IIIB-7
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[image: image16.emf]  NeoMed Technology   Investment by Stage, 2001/2002 (number of deals)                                               Source: PricewaterhouseCoopers/Venture Economics/National Venture Capital  Association MoneyTree Survey  2002  
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CASE IIIC
rug bug corporation
	case overview




A.L. Young’s latest invention is the Rug Bug, a motorized wheelchair made especially for children. His lightweight, relatively inexpensive model has no direct competition in a field dominated by companies producing scaled-down versions of adult models that are inappropriate to the needs of children. A working prototype has been built, office space and manufacturing capacity contracted, and an initial sales force recruited. The only element Young lacks is enough capital to produce the first 200 units. A business plan has been drawn up describing the product, its manufacture, and the marketing plan. After several fruitless months seeking financing, Young was contacted by a group of investors who had seen a summary of his proposal. Young now wonders if the business plan is adequate and covers all the bases. 

This case requires the student to integrate and apply his understanding of:

1. each element of the business plan and

2. the factors and methods used in valuation of a company
	questions for discussion


1.
What improvements can be made to the body of the business plan, its overall presentation? 

2.
What are the strengths and weaknesses of the marketing mix developed by Mr. Young?

3. 
Is the production aspect of the business plan adequately discussed?

4. 
What is the nature of the competitive environment?

5. 
What are the strengths and weaknesses of the managerial team?

6. 
Are the Pro Forma Statements satisfactory? 

7.
How sound are the forecasts?

8.
Is $150,000 the “right” amount of capital to ask for and how much equity should be given up in exchange?
	solutions to questions for discussion


1.
What improvements can be made to the body of the business plan, its overall presentation? 

The “market and competition” section does not flow well. Approximately what percentage of the market is controlled by each competitor? How dominant is Sunrise? What features do these competing products have? Are they targeted at specific markets? As it is currently written, this section is the weakest part of the plan. A more complete analysis would have positive results. 

2.
What are the strengths and weaknesses of the marketing mix developed by Mr. Young?

The market size information was well researched but not well documented. A brief description of the report used, “The Wheeled Mobility Market Report”, is appropriate, as it is not at all well known. Are these forecasts reliable? How do these forecasts compare with other, better-known sources? If there are “other potential users” besides the muscular dystrophy population, it would not hurt to list them as well.

The strongest point of the marketing mix is the product(a very unique wheelchair with a target market of children under 10 years old. Some of the distinguishing features are: 

1. The safety features, offered by no other competitor.

2. Light-weight construction materials.

3. The wheelchair can be used at an early age and the speed adjusted as the child’s ability to maneuver increases. 

Another strong element is the significantly lower price of this product as compared with the rest of the market. Some questions remain, however: What is meant by 30 percent off the retail price? Approximately how long will it take to sell the first 190 units? A table summarizing this part of the plan including a sales estimate would be helpful here, instead of including it in the Pro Forma statements at the end as it is presently. 

The other two areas of the mix, promotion and distribution, are less well developed. To whom will the product be marketed? Health care workers? Institutions? Individual consumers? Who are the buyers of wheelchairs for children? In addition to brochures and “sales material” how will the product be promoted? Trade shows, journals, and associations are all channels that should be used in promoting the product to the professional public. The corporation might also consider placing some units at the disposal of children’s hospitals and rehabilitation centers, free of charge. 

Hospitals (the main users of wheelchairs) and drug stores (a large seller of wheelchairs) both purchase products through drug wholesalers and buying groups. These two groups should be targeted for sales. Direct sales by company representatives may be most effective initially. Breaking into a distribution channel may be difficult for the Rug Bug because of competition from the established wheelchair companies like Everest and Jennings. How much is known about the distribution systems of Rug Bug’s competitors? What contacts have been made to establish a retail distribution system?

3. 
Is the production aspect of the business plan adequately discussed?

If available, a breakdown of the production costs and description of the manufacturing process would help the investor understand the manufacturing side of the business. What might happen if the manufacturer were unwilling or unable to continue to produce the product? Is this something that “anyone” could produce for you, or is it a specialized process that would be hard to find a replacement for? The investor might well be interested in a long-range plan of taking the manufacturing part in-house. Including this kind of information (if available) would back up the claims of being ready to start production, and also answer some questions he or she may have. 

4. 
What is the nature of the competitive environment?

Sunrise is the biggest competitor, pioneering a new marketing strategy of reaching customers directly. Other competitors are Orthokinetics, Everest & Jennings, Guardian, Theradyne, and Invacare. But their market share is not specified. A more thorough analysis of this environment is needed. How has Sunrise’s strategy of direct sales affected other competitors? Will this sales strategy become the industry norm?
5. 
What are the strengths and weaknesses of the managerial team?

A profile of all the principals and employees of the corporation should be developed. 

Wayne Dunn and Dwaine Farrill are named as the individuals who will operate the marketing component of the company. Their position in the company bears clarification. Are they equity partners in the corporation or working strictly on commission? 

The company’s relationship with Linda Bryant is also ambiguous. How long does she intend to serve as the “unpaid controller”?

6. 
Are the Pro Forma Statements satisfactory? 

The main concern in this section is not the presentation of the material, but the manner in which the numbers were determined. Two problems are immediately apparent. First is the question of office expenses. The current operating expenses are next to nothing, but is it realistic to expect this to continue for the first three years of operations? Rent, utilities, telephone, and other expenses incurred in the operation of the office must be accounted for. Second, expenses for advertising, travel, and “organizational expenses” remain constant over the first twelve months. Is it realistic to assume travel and advertising expenses will not increase as the product is introduced?
More serious are the questions raised by the financial statements. What specifically is being researched and developed? It seems more reasonable to spend both time and money resources in sales and manufacturing during the early months of the business. Once the venture is successful, R&D can be used to improve and expand products and product lines. How was the advertising budget estimated? Can the marketing plan justify this budget level? Why are the manufacturing costs a constant fraction of sales, and why are these costs constant over time? Are there no economies of scale in the production of the wheelchair? How are the fixed costs of production allocated? Is it reasonable to keep the price of the wheelchair fixed, or can competition be expected to force a lower price? Does the price have to be so much lower than the competitors (would there be as many sold at $2500, which is still below the others)? These questions should be addressed in the body of the business plan.

7.
How sound are the forecasts?

Bug Rug projects third year sales of $36,778,000. The current projections are for second year sales of 5,400 units, a 1488 percent increase in one year. Third year unit sales are projected at 22,400, a 315 percent increase over year two. These forecasts are wildly optimistic. A more conservative estimate of sales is in order. Revised pro forma income statements are presented in Case Exhibit IIIC-1 (page 517), Case Exhibit IIIC-2 (page 518), and Case Exhibit IIIC-3 (page 519). First year sales volume remains unchanged at 340 units, but years two and three are reduced to 1,000 and 2,750 units respectively, a more reasonable sales goal. Pro forma cash flow statements—Case Exhibit IIIC-4 (page 520),, Case Exhibit IIIC-5 (page 521),, and Case Exhibit IIIC-6 (page 522)—show the impact of this change on working capital.

It is generally believed that motorized wheelchairs are in the “growth phase” of the product life cycle; these new estimates reflect that trend but are “reasonable” and “do-able.” According to “The Wheeled Mobility Market Report” the market for home medical devices is projected to grow by 10 percent per year.
Using the revised forecasts for expenses and sales, a break-even point of 82 is calculated for the first year of operations. Changing the selling price to $2,500, the break-even point falls to 55 units. (See Case Exhibit IIIC-7 on page 523).
8.
Is $150,000 the “right” amount of capital to ask for, and how much equity should be given up in exchange?

When negotiating for capital, an entrepreneur should be prepared to explain in some detail the intended uses of the new capital. Incorporating some of the changes outlined here would cover most of the areas. Mr. Young’s rather casual attitude towards capital needs will not impress investors. The amount of money requested may indeed be appropriate, depending on the amount of equity Mr. Young has to bargain with, but the entrepreneur must be able to justify the need for capital to the investor. Only the entrepreneur, armed with a good understanding of the businesses operations, can say if the business could survive with less money and should be ready to explain the effect on operations of a smaller-than-optimal cash flow. 

From the business plan information, giving up 25 percent of the equity(certainly no more(for $150,000 seems appropriate. It is probably to be expected that the investors will make a counter-offer of less capital for a 25 percent position, or more capital in exchange for a bigger piece of the company. Although this is not something that will have to be faced in the first meeting, preparing to explain the capital needs of the company will be of help in evaluating the offers eventually extended. Would more cash make a difference in the success of the firm? Would less be disastrous? When working out the offer, Rug Bug’s plan for buying out the investors or liquidating their position at a specific point in the future should be suggested, with a calculation of the return on their investment. The investors may not agree with the method suggested, but this will provide a starting point for evaluating the value of their investment.
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Mo. 2

Mo. 3

Mo. 4

Mo. 5

Mo. 6

Mo. 7

Mo. 8

Mo. 9

Mo. 10

Mo. 11

Mo. 12

Total

Sales

$0

$0

$0

$37,000

$55,500

$55,500

$74,000

$74,000

$74,000

$74,000

$92,500

$92,500

$629,000

Less: Cost of goods sold

$0

$0

$0

$8,720

$13,080

$13,080

$17,440

$17,440

$17,440

$17,440

$21,800

$21,800

$148,240

Commission

$0

$0

$0

$5,550

$8,325

$8,325

$11,100

$11,100

$11,100

$11,100

$13,875

$13,875

$94,350

Gross profit

$0

$0

$0

$22,730

$34,095

$34,095

$45,460

$45,460

$45,460

$45,460

$56,825

$56,825

$386,410

Operating expenses

President salary

$2,000

$2,000

$2,000

$2,000

$2,000

$2,000

$2,000

$2,000

$2,000

$2,000

$2,000

$2,000

$24,000

Secretary salary

$0

$0

$0

$0

$0

$1,167

$1,167

$1,167

$1,167

$1,167

$1,167

$1,167

$8,169

Employee insurance

$42

$42

$42

$42

$42

$42

$42

$42

$42

$42

$42

$42

$500

Product liability insurance

$370

$555

$555

$740

$740

$740

$740

$925

$925

$6,290

Research and development

$1,850

$2,775

$2,775

$3,700

$3,700

$3,700

$3,700

$4,625

$4,625

$31,450

Advertising/printing

$417

$417

$417

$417

$417

$417

$417

$417

$417

$417

$417

$417

$5,000

Travel expenses

$625

$625

$625

$625

$625

$625

$625

$625

$625

$625

$625

$625

$7,500

Organization expenses

$850

$850

$850

$850

$850

$850

$850

$850

$850

$850

$850

$850

$10,200

Total operating expenses

$3,933

$3,933

$3,933

$6,153

$7,263

$8,430

$9,540

$9,540

$9,540

$9,540

$10,650

$10,650

$93,109

Profit (loss) before tax

($3,933)

($3,933)

($3,933)

$16,577

$26,832

$25,665

$35,920

$35,920

$35,920

$35,920

$46,175

$46,175

$293,301

Taxes

$0

$0

$0

$6,631

$10,733

$10,266

$14,368

$14,368

$14,368

$14,368

$18,470

$18,470

$122,040

Net profit (loss)

($3,933)

($3,933)

($3,933)

$9,946

$16,099

$15,399

$21,552

$21,552

$21,552

$21,552

$27,705

$27,705

$171,261

Quantity sold

0

0

0

20

30

30

40

40

40

40

50

50

340

Price

$1,850

$1,850

$1,850

$1,850

$1,850

$1,850

$1,850

$1,850

$1,850

$1,850

$1,850

$1,850

DL-DM-MAGF cost

$436

$436

$436

$436

$436

$436

$436

$436

$436

$436

$436

$436

Commission percent

15

15

15

15

15

15

15

15

15

15

15

15

Tax rate

40

40

40

40

40

40

40

40

40

40

40

40
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Mo. 2

Mo. 3

Mo. 4

Mo. 5

Mo. 6

Mo. 7

Mo. 8

Mo. 9

Mo. 10

Mo. 11

Mo. 12

Cash receipts

Sales

$0.00

$0.00

$0.00

$37,000.00

$55,500.00

$55,500.00

$74,000.00

$74,000.00

$74,000.00

$74,000.00

$92,500.00

$92,500.00

Others

$75,000.00

$75,000.00

$0.00

Total cash receipts

$75,000.00

$75,000.00

$0.00

$37,000.00

$55,500.00

$55,500.00

$74,000.00

$74,000.00

$74,000.00

$74,000.00

$92,500.00

$92,500.00

Cash disbursements

Salaries

President

$2,000.00

$2,000.00

$2,000.00

$2,000.00

$2,000.00

$2,000.00

$2,000.00

$2,000.00

$2,000.00

$2,000.00

$2,000.00

$2,000.00

Secretary

$0.00

$0.00

$0.00

$0.00

$0.00

$1,167.00

$1,167.00

$1,167.00

$1,167.00

$1,167.00

$1,167.00

$1,167.00

Employee insurance

$100.00

$150.00

$250.00

Product liability insurance

$6,290.00

Research and development

$0.00

$0.00

$0.00

$1,850.00

$2,775.00

$2,775.00

$3,700.00

$3,700.00

$3,700.00

$3,700.00

$4,625.00

$4,625.00

Advertising

$2,500.00

$1,500.00

$1,000.00

Travel expense

$3,750.00

$2,250.00

$1,500.00

Organization fees

$5,100.00

$3,060.00

Commissions

$0.00

$0.00

$0.00

$5,550.00

$8,325.00

$8,325.00

$11,100.00

$11,100.00

$11,100.00

$11,100.00

$13,875.00

$13,875.00

Inventory

$17,421.00

$26,131.00

$43,552.00

$10,900.00

$10,900.00

$21,800.00

$21,800.00

$43,600.00

$43,600.00

Total disbursements

$37,161.00

$35,091.00

$48,302.00

$9,400.00

$13,100.00

$14,267.00

$28,867.00

$28,867.00

$39,767.00

$39,767.00

$65,267.00

$65,267.00

Net cash flow

$37,839.00

$39,909.00

($48,302.00)

$27,600.00

$42,400.00

$41,233.00

$45,133.00

$45,133.00

$34,233.00

$34,233.00

$27,233.00

$27,233.00

Cumulative cash flow

$37,839.00

$77,748.00

$29,446.00

$57,046.00

$99,446.00

$140,679.00

$185,812.00

$230,945.00

$265,178.00

$299,411.00

$326,644.00

$353,877.00

Inventory calculation       

(units produced):

40

60

100

25

25

50

50

100

100

DL-DM-MAGF cost

$436

$436

$436

$436

$436

$436

$436

$436

$436

$436

$436

$436
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[image: image21.emf]  Rug Bug Corporation   Pro Forma Income Statement, Year 2    (Reflecting Revised Sales Forecasts)    

Qtr 1 Qtr 2 Qtr 3 Qtr 4 Total

Sales - Direct $277,500 $323,750 $323,750 $370,000 $1,295,000

Sales - Retail $64,750 $97,125 $97,125 $129,500 $388,500

Total Sales $342,250 $420,875 $420,875 $499,500 $1,683,500

Less: Cost of goods sold - Direct $65,400 $76,300 $76,300 $87,200 $305,200

Cost of goods sold - Retail $21,800 $32,700 $32,700 $43,600 $130,800

Commission - Direct $41,625 $48,563 $48,563 $55,500 $194,250

Commission - Retail $9,713 $14,569 $14,569 $19,425 $58,275

Gross profit $203,713 $248,744 $248,744 $293,775 $994,975

Operating expenses

President salary $7,200 $7,200 $7,200 $7,200 $28,800

Secretary salary $3,500 $3,500 $3,500 $3,500 $14,000

VP-Finance salary $12,500 $12,500 $25,000

Employee insurance $125 $125 $125 $125 $500

Product liability insurance $3,423 $4,209 $4,209 $4,995 $16,835

Research and development $17,113 $21,044 $21,044 $24,975 $84,175

Advertising/printing $2,500 $2,500 $2,500 $2,500 $10,000

Travel expenses $1,875 $1,875 $1,875 $1,875 $7,500

Accounting services $2,500 $2,500 $2,500 $2,500 $10,000

Depreciation - computer system $250 $250 $250 $250 $1,000

Bad debt expense $1,943 $2,914 $2,914 $3,885

Total operating expenses $35,735 $40,453 $52,953 $57,670 $186,810

Profit (loss) before tax $167,978 $208,291 $195,791 $236,105 $808,165

Taxes $67,191 $83,317 $78,317 $94,442 $323,266

Net profit (loss) $100,787 $124,975 $117,475 $141,663 $484,899

Net profit margin % 29.4% 29.7% 27.9% 28.4% 28.8%

Quantity sold - Direct 150 175 175 200 700

Quantity sold - Retail 50 75 75 100 300

Price - Direct $1,850 $1,850 $1,850 $1,850

Price - Retail $1,295 $1,295 $1,295 $1,295

DL-DM-MAGF cost $436 $436 $436 $436

Commission percent 15 15 15 15

Tax rate 40 40 40 40
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[image: image22.emf]  Rug Bug Corporation   Pro Forma Income Statement, Year 3    (Reflecting Revised Sales Forecasts)      

Qtr 1 Qtr 2 Qtr 3 Qtr 4 Total

Sales - Direct $518,000 $647,500 $971,250 $1,359,750 $3,496,500

Sales - Retail $155,400 $194,250 $291,375 $407,925 $1,048,950

Total Sales $673,400 $841,750 $1,262,625 $1,767,675 $4,545,450

Less: Cost of goods sold - Direct $122,080 $152,600 $228,900 $320,460 $824,040

Cost of goods sold - Retail $52,320 $65,400 $98,100 $137,340 $353,160

Commission - Direct $77,700 $97,125 $145,688 $203,963 $524,475

Commission - Retail $23,310 $29,138 $43,706 $61,189 $157,343

Gross profit $397,990 $497,488 $746,231 $1,044,724 $2,686,433

Operating expenses

President salary $8,640 $8,640 $8,640 $8,640 $34,560

Secretary salary $3,500 $3,500 $3,500 $3,500 $14,000

VP-Finance salary $15,000 $15,000 $15,000 $15,000 $60,000

Employee insurance $125 $125 $125 $125 $500

Product liability insurance $6,734 $8,418 $12,626 $17,677 $45,455

Research and development $33,670 $42,088 $63,131 $88,384 $227,273

Advertising/printing $3,125 $3,125 $3,125 $3,125 $12,500

Travel expenses $1,875 $1,875 $1,875 $1,875 $7,500

Accounting services $2,500 $2,500 $2,500 $2,500 $10,000

Depreciation - computer system $250 $250 $250 $250 $1,000

Bad debt expense $4,662 $5,828 $8,741 $12,238

Total operating expenses $72,669 $82,770 $108,023 $138,326 $401,787

Profit (loss) before tax $325,321 $414,718 $638,209 $906,398 $2,284,646

Taxes $130,128 $165,887 $255,284 $362,559 $913,858

Net profit (loss) $195,193 $248,831 $382,925 $543,839 $1,370,787

Net profit margin % 29.0% 29.6% 30.3% 30.8% 30.2%

Quantity sold - Direct 280 350 525 735 1,890

Quantity sold - Retail 120 150 225 315 810

Price - Direct $1,850 $1,850 $1,850 $1,850

Price - Retail $1,295 $1,295 $1,295 $1,295

DL-DM-MAGF cost $436 $436 $436 $436

Discount percent 30 30 30 30

Commission percent 15 15 15 15

Tax rate 40 40 40 40
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Case Exhibit IIIC-5

[image: image24.emf]  Rug Bug Corporation   Pro Forma Cash Flow Statement, Year 2   (Reflecting Revised Sales Forecasts)    

Qtr 1 Qtr 2 Qtr 3 Qtr 4 Total

Cash receipts

Sales $308,025 $413,013 $420,875 $491,638 $1,633,550

Others

Total cash receipts $308,025 $413,013 $420,875 $491,638 $1,633,550

Cash disbursements

Salaries

President $7,200 $7,200 $7,200 $7,200 $28,800

Secretary $3,500 $3,500 $3,500 $3,500 $14,000

VP-Finance $0 $0 $12,500 $12,500 $25,000

Employee insurance $125 $125 $125 $125 $500

Product liability insurance $16,835 $16,835

Research and development $17,113 $21,044 $21,044 $24,975 $84,175

Advertising $2,500 $2,500 $2,500 $2,500 $10,000

Travel expense $1,875 $1,875 $1,875 $1,875 $7,500

Accounting services $2,500 $2,500 $2,500 $2,500 $10,000

Commissions $46,204 $61,952 $63,131 $73,746 $245,033

Inventory $76,300 $98,100 $119,900 $141,700 $436,000

Taxes $122,040 $122,040

Computer system $5,000 $5,000

Total cash disbursements $301,192 $198,796 $234,275 $270,621 $1,004,883

Net cash flow $6,833 $214,217 $186,600 $221,017 $628,667

Cumulative cash flow $6,833 $221,050 $407,650 $628,667

Units produced 175 225 275 325 1,000

Unit cost 436 436 436 436


Case Exhibit IIIC-6

[image: image25.emf]  Rug Bug Corporation   Pro Forma Cash Flow Statement, Year 3   (Reflecting Revised Sales Forecasts)      

Qtr 1 Qtr 2 Qtr 3 Qtr 4 Total

Cash receipts

Sales $660,686 $824,915 $1,220,538 $1,717,170 $4,423,309

Others

Total cash receipts $660,686 $824,915 $1,220,538 $1,717,170 $4,423,309

Cash disbursements

Salaries

President $8,640 $8,640 $8,640 $8,640 $34,560

Secretary $3,500 $3,500 $3,500 $3,500 $14,000

VP-Finance $15,000 $15,000 $15,000 $15,000 $60,000

Employee insurance $125 $125 $125 $125 $500

Product liability insurance $6,734 $8,418 $12,626 $17,677 $45,455

Research and development $33,670 $42,088 $63,131 $88,384 $227,273

Advertising $2,500 $2,500 $2,500 $2,500 $10,000

Travel expense $1,875 $1,875 $1,875 $1,875 $7,500

Accounting services $2,500 $2,500 $2,500 $2,500 $10,000

Commissions $99,103 $123,737 $183,081 $257,576 $663,496

Inventory $174,400 $261,600 $348,800 $414,200 $1,199,000

Taxes $323,266 $323,266

Total cash disbursements $671,313 $469,982 $641,778 $811,976 $2,595,049

Net cash flow ($10,627) $354,933 $578,759 $905,194 $1,828,260

Cumulative cash flow ($10,627) $344,306 $923,066 $1,828,260

Units produced 400 600 800 950 2,750

Unit cost 436 436 436 436

   


Case Exhibit IIIC-7

[image: image26.emf]  Rug Bug Corporation   Revised Break - Even Analysis         Break - even quantity =      Total Fixed Costs             Selling Price  -  Variable  Cost/Unit                         First Year (at current price) =     93,109             1850  –  436   1   -  277.5   2     = 82 Units                     First Year (at $ 2,500) =     93,109             2500  -  436  -  375     =  55  Units       If selling price is increased to $2500, break - even point falls to  55  units .       ___________   1   Calculated by dividing the Cost of Goods Sold (Pro Forma Income Statement) by  sales/$1,850     2   15% commission  on selling price paid on all direct sales  



Case IIID

nature bros. ltd.
	case overview


Dale Morris’s seasoned salt mix, Nature Bros. Seasoning, has captured 5.5 percent of the market in its current markets. This growth was financed by selling stock to three investors—his mother and two business associates. Now more capital is needed to support the current markets and expand both markets and products. Two new products are being developed: a salt-free version of the original product and an MSG-based flavor enhancer that will compete with Accent. Morris has worked with a business consultant in drawing up a business plan to describe his company, its future growth, and its capital needs. 

This case requires students to integrate and assess the information presented in the case. In the assessment, students should address the strengths and weaknesses of all aspects of the business plan and make judgment calls on capitalization.
	questions for discussion


1.
Summarize the information presented regarding the present and proposed products. Briefly describe the company’s 2004 and 2005 objectives.

2.
After reviewing this material, make a list of additional information which should be supplied to support the sales projections.

3.
Comment on objectives: Are they reasonable, optimistic, or conservative? What marketing mix would best support this growth rate?

4. 
Evaluate the information supplied regarding a new product development and physical assets in light of the pro forma income statements Morris developed. 

5.
Is the capital sought appropriate for the circumstances? If more information is needed, state what it is and how it could be obtained. 

6.
What sources should Morris approach for this amount of capital? 

7.
Based on the current balance sheet, how much equity should he give up for the investment?
	solutions to questions for discussion


1.
Summarize the information presented regarding the present and proposed products. Briefly describe the company’s 2004 and 2005 objectives.
Nature Brothers, Ltd. of Locust Grove, Oklahoma, was incorporated in 1995 (NAICS #311942) by Dale Morris to expand and commercialize his kitchen-scale operation in which he produces his locally famous seasoned salt mix. This low-salt product is based on a nutritive yeast extract combined with various other herbs and spices. Morris has completed development on two other products: a completely salt-free version of the original and an MSG-based product.

Nature Brothers already has four new products in the final stages of development, each very easy to produce and very marketable. These new products, however, are aimed at different market segments(one would utilize private-labeling and need slightly different equipment for manufacturing. 

Since the original product has captured 5.5 percent of the Oklahoma market in only 8 months, Morris feels that after further stabilizing his existing markets he could acquire 5 percent of the market share of seasoned salt in 2005, 10 percent of the market share in salt substitutes for his new salt-free version, and 5 percent of the market share of his new MSG product. In each category, Morris perceives a price advantage over his competitors: a 10( to 20( advantage over Mrs. Dash (made by Alberto Culver Co.) in the saltless products, and a 30( to 40( advantage over Accent (made by Pet Inc.) in the MSG product.

Objectives for 2005 include targeting eight new markets in which Morris seeks market shares in the same proportions as in 2004, plus an increase of 2.5 percent in the existing markets. These objectives are to be reached by offering cents-off coupons in conjunction with in-store demonstrations.

2.
After reviewing this material, make a list of additional information which should be supplied to support the sales projections.

The sales projections given are based on the company’s experiences in one particular region of the country. An investor would probably like to see a more detailed break-down of the sales within that region (did the product play better in Dallas or Springfield?) and an explanation of any differences within these regional markets. Is this product appealing to a broad consumer group which could be found in any region, or do these customers have some peculiar trait found only in the southern mid-west states?

More information is also needed about competitors. The following supporting documentation should accompany the company’s 2004 and 2005 sales projections: 

a. A competitive matrix documenting the differential advantages of the products as stated by Morris in regards to its competitors, including price, ingredients, uses.

b. The percentages of the market held by Morris’ product in market areas other than Oklahoma where he has an 5.5 percent share. 

c. The percentages of the market held by the various competitors in each category. 

The major entries are well-known national brands, but are there other regional products? Whose market share will be stolen? How will that particular competitor react?

3.
Comment on objectives: Are they reasonable, optimistic, or conservative? What marketing mix would best support this growth rate?

Morris sees “Mrs. Dash” as its primary competitor in the salt-substitute market. However, Morris fails to take into consideration the fact that there are other companies, i.e., Lawry Foods and McCormick & Co., that are well established financially, low priced, and very capable of producing a salt-substitute, if they have not already done so. 

Nature Brothers’ MSG product, called “Enhance,” considers its one main competitor to be “Accent,” made by B&G Foods. Although Accent has not been heavily advertised, it remains the leading product in its field, indeed practically the only one. If any attempt were made to capture any significant portion of the MSG market—which Morris claims is a very high-profit, low-overhead product—what would B&G do to block such efforts? The fact that it is the sole competitor and does very little advertising indicates that Accent’s hold on the market is secure. 

These objectives are, perhaps, optimistic, although it is difficult to evaluate them as they are presented in a marketing information vacuum. The size of the market by sales is a crucial piece of data, but without knowing any information about the buyers, it is impossible to determine what portion of these consumers would be interested in this new product. It would be much easier to determine the validity of these projections if a marketing plan were already developed. With an idea of what the advertising and promotion dollars were going for and an understanding of the characteristics and size of the intended market, an evaluation of the projections could be made.

The company grabbed a respectable market share in the original region primarily through direct demonstrations of its product to the public, but there is no indication of the cost of this type of “absolutely no advertising.” Would this approach work in a different, larger market like Los Angeles? What indications are there that a promotion centering on print ads and coupons will be effective? What kinds of promotions are your prospective customers most responsive to? These are the kinds of questions that must be answered before a marketing plan can be developed. If the decision is to stay with the more personalized approach of direct sampling, then the growth objectives are probably too optimistic or too expensive for the larger markets. On the other hand, the type of multi-media promotion hinted at by the phrase “aggressive marketing” is also expensive.

4. 
Evaluate the information supplied regarding a new product development and physical assets in light of the pro forma income statements Morris developed.

The information given about new products is deliberately sketchy to prevent idea theft but is enough of an indication of the company’s commitment to growth. There is no item in the pro forma statement covering the expenses of on-going R&D activities, however. While seeking to grow through diversification is a reasonably sound objective, there needs to be an overall strategy developed for how much growth at what cost is appropriate.

5.
Is the capital sought appropriate for the circumstances? If more information is needed, state what it is and how it could be obtained.

From the information given, it is difficult to tell exactly what the new capital will be used for and, therefore, whether it will be sufficient. A monthly statement would be more useful, as would a sources and uses statement. A description of the actual operation of the company would be helpful in answering questions about timing. How far in advance of production are the raw materials procured? How long does it take to receive payments on goods shipped? How long will the current inventory last? How much working capital will the increased sales require? What is the projected source of this requirement? Are the sales seasonal? When are the outstanding notes due, and what is the source for their payoff? It appears on the surface that $100,000 is a small investment for such a large anticipated increase in the size of the company; but, without answers to many of the questions raised so far, it is difficult to judge the situation accurately. 

6.
What sources should Morris approach for this amount of capital? 

When the firm was first started, Morris was turned down for a bank loan. The situation is much different now(the company is now well established and has a successful product. Should the bank again turn him down, Morris might apply for a Small Business Administration loan.

Another route could be to locate a “business angel” or venture capital fund willing to invest in his company. The disadvantage of this option is that Morris would have to give up additional equity in exchange for the funds infusion. It should also be noted that venture capitalists expect a return on investment in the 30 percent range.

7.
Based on the current balance sheet, how much equity should he give up for the investment?

The current equity structure of Nature Brothers is presented in Case Exhibit IIID-1 below:

Case Exhibit IIID-1


[image: image27.emf]  Nature Bros. Ltd.   Equity Structure       Shareholder   Equity              Percentage   Morris           55%   Morris = s mother     15%   Partner 1         15%   Partner 2           15%   Total Equity       100%   .   


If Morris gives up additional equity to an equity investor, he will quickly find himself a minority investor in his own firm. 

Page 528 is blank.
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Pro Forma Cash Flow, Year 1
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NeoMed Technology


Investment by Stage, 2001-2002

		

		Deals

		Amount Invested



		

		2001

		% of Total

		2002

		% of Total

		2001

		% of Total

		2002

		% of Total



		Expansion  

		2573

		54.6%

		1667

		55.4%

		23716.4

		57.4%

		13275.4

		62.7%



		Early Stage  

		1277

		27.1%

		805

		26.7%

		9266.6

		22.4%

		4068.5

		19.2%



		Later Stage  

		612

		13.0%

		391

		13.0%

		7502.5

		18.2%

		3532.4

		16.7%



		Startup/Seed  

		249

		5.3%

		148

		4.9%

		798.6

		1.9%

		302.8

		1.4%



		Total

		4711

		100.0%

		3011

		100%

		41284.1

		100%

		21179.1

		100%





Source: PricewaterhouseCoopers/Venture Economics/National Venture Capital Association MoneyTree Survey 2002
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NeoMed Technologies


Alternatives for NeoMed


1. Completely redefine marketing strategy (pursue other markets and/or segments)


2. Change some aspects of the business model


3. Obtain additional expertise on the team and the board


4. Pursue other applications of the core technology


5. Relocate the company to an area with more financing opportunities


6. Delay operations until the overall environment becomes more favorable


7. Finally quit and move on to something else. 
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Rug Bug Corporation


Pro Forma Income Statement, Year 2 


(Reflecting Revised Sales Forecasts)


[image: image1.wmf]Qtr 1


Qtr 2


Qtr 3


Qtr 4


Total


Sales - Direct


$277,500


$323,750


$323,750


$370,000


$1,295,000


Sales - Retail


$64,750


$97,125


$97,125


$129,500


$388,500


Total Sales


$342,250


$420,875


$420,875


$499,500


$1,683,500


Less: Cost of goods sold - Direct


$65,400


$76,300


$76,300


$87,200


$305,200


Cost of goods sold - Retail


$21,800


$32,700


$32,700


$43,600


$130,800


Commission - Direct


$41,625


$48,563


$48,563


$55,500


$194,250


Commission - Retail


$9,713


$14,569


$14,569


$19,425


$58,275


Gross profit


$203,713


$248,744


$248,744


$293,775


$994,975


Operating expenses


President salary


$7,200


$7,200


$7,200


$7,200


$28,800


Secretary salary


$3,500


$3,500


$3,500


$3,500


$14,000


VP-Finance salary


$12,500


$12,500


$25,000


Employee insurance


$125


$125


$125


$125


$500


Product liability insurance


$3,423


$4,209


$4,209


$4,995


$16,835


Research and development


$17,113


$21,044


$21,044


$24,975


$84,175


Advertising/printing


$2,500


$2,500


$2,500


$2,500


$10,000


Travel expenses


$1,875


$1,875


$1,875


$1,875


$7,500


Accounting services


$2,500


$2,500


$2,500


$2,500


$10,000


Depreciation - computer system


$250


$250


$250


$250


$1,000


Bad debt expense


$1,943


$2,914


$2,914


$3,885


Total operating expenses


$35,735


$40,453


$52,953


$57,670


$186,810


Profit (loss) before tax


$167,978


$208,291


$195,791


$236,105


$808,165


Taxes


$67,191


$83,317


$78,317


$94,442


$323,266


Net profit (loss)


$100,787


$124,975


$117,475


$141,663


$484,899


Net profit margin %


29.4%


29.7%


27.9%


28.4%


28.8%


Quantity sold - Direct


150


175


175


200


700


Quantity sold - Retail


50


75


75


100


300


Price - Direct


$1,850


$1,850


$1,850


$1,850


Price - Retail


$1,295


$1,295


$1,295


$1,295


DL-DM-MAGF cost


$436


$436


$436


$436


Commission percent


15


15


15


15


Tax rate


40


40


40


40






_1134936084.doc
Rug Bug Corporation


Pro Forma Cash Flow Statement, Year 2


(Reflecting Revised Sales Forecasts)


[image: image1.wmf]Qtr 1


Qtr 2


Qtr 3


Qtr 4


Total


Cash receipts


Sales


$308,025


$413,013


$420,875


$491,638


$1,633,550


Others


Total cash receipts


$308,025


$413,013


$420,875


$491,638


$1,633,550


Cash disbursements


Salaries


President


$7,200


$7,200


$7,200


$7,200


$28,800


Secretary


$3,500


$3,500


$3,500


$3,500


$14,000


VP-Finance


$0


$0


$12,500


$12,500


$25,000


Employee insurance


$125


$125


$125


$125


$500


Product liability insurance


$16,835


$16,835


Research and development


$17,113


$21,044


$21,044


$24,975


$84,175


Advertising


$2,500


$2,500


$2,500


$2,500


$10,000


Travel expense


$1,875


$1,875


$1,875


$1,875


$7,500


Accounting services


$2,500


$2,500


$2,500


$2,500


$10,000


Commissions


$46,204


$61,952


$63,131


$73,746


$245,033


Inventory


$76,300


$98,100


$119,900


$141,700


$436,000


Taxes


$122,040


$122,040


Computer system


$5,000


$5,000


Total cash disbursements


$301,192


$198,796


$234,275


$270,621


$1,004,883


Net cash flow


$6,833


$214,217


$186,600


$221,017


$628,667


Cumulative cash flow


$6,833


$221,050


$407,650


$628,667


Units produced


175


225


275


325


1,000


Unit cost


436


436


436


436






_1134936988.doc
Rug Bug Corporation


Revised Break-Even Analysis


		Break-even quantity = 

		Total Fixed Costs

		



		

		Selling Price - Variable Cost/Unit

		



		

		

		

		



		First Year (at current price) =

		93,109

		



		

		1850 – 436 1 - 277.5 2

		= 82 Units



		

		

		

		



		First Year (at $2,500) =

		93,109

		



		

		2500 - 436 - 375

		= 55 Units





If selling price is increased to $2500, break-even point falls to 55 units.


___________


1 Calculated by dividing the Cost of Goods Sold (Pro Forma Income Statement) by sales/$1,850

2 15% commission on selling price paid on all direct sales














_1135083491.doc
The Winslow Clock Company


Costs Per Unit 

		

		

		Year 1

		Year 2

		Year 3

		Year 4

		Year 5



		

		

		

		

		

		

		



		Units

		

		50

		150

		200

		150

		125



		

		

		

		

		

		

		



		Adjusted net sales *

		

		$2,082

		$6,247

		$8,330

		$5,880

		$4,900



		

		

		

		

		

		

		



		Cost of goods sold *

		

		$1,093

		$3,253

		$4,630

		$3,655

		$3,267



		

		

		

		

		

		

		



		COGS per unit

		

		$21.86

		$21.69

		$23.15

		$24.37

		$26.14



		

		

		

		

		

		

		



		Increase (decrease) in COGS per unit

		

		

		-0.79%

		6.75%

		5.26%

		7.26%



		

		

		

		

		

		

		



		Cost of goods sold as a percentage of sales

		

		52.50%

		52.07%

		55.58%

		62.16%

		66.67%





* in thousands


Estimated cost per unit under current assumptions actually increases as production expands.
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Nature Bros. Ltd.


Equity Structure


Shareholder
Equity 






Percentage

Morris




55%

Morris(s mother

15%


Partner 1



15%


Partner 2



  15%

Total Equity


100%


. 
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Rug Bug Corporation


Pro Forma Cash Flow Statement, Year 3


(Reflecting Revised Sales Forecasts)


[image: image1.wmf]Qtr 1


Qtr 2


Qtr 3


Qtr 4


Total


Cash receipts


Sales


$660,686


$824,915


$1,220,538


$1,717,170


$4,423,309


Others


Total cash receipts


$660,686


$824,915


$1,220,538


$1,717,170


$4,423,309


Cash disbursements


Salaries


President


$8,640


$8,640


$8,640


$8,640


$34,560


Secretary


$3,500


$3,500


$3,500


$3,500


$14,000


VP-Finance


$15,000


$15,000


$15,000


$15,000


$60,000


Employee insurance


$125


$125


$125


$125


$500


Product liability insurance


$6,734


$8,418


$12,626


$17,677


$45,455


Research and development


$33,670


$42,088


$63,131


$88,384


$227,273


Advertising


$2,500


$2,500


$2,500


$2,500


$10,000


Travel expense


$1,875


$1,875


$1,875


$1,875


$7,500


Accounting services


$2,500


$2,500


$2,500


$2,500


$10,000


Commissions


$99,103


$123,737


$183,081


$257,576


$663,496


Inventory


$174,400


$261,600


$348,800


$414,200


$1,199,000


Taxes


$323,266


$323,266


Total cash disbursements


$671,313


$469,982


$641,778


$811,976


$2,595,049


Net cash flow


($10,627)


$354,933


$578,759


$905,194


$1,828,260


Cumulative cash flow


($10,627)


$344,306


$923,066


$1,828,260


Units produced


400


600


800


950


2,750


Unit cost


436


436


436


436
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Rug Bug Corporation


Pro Forma Income Statement, Year 3 


(Reflecting Revised Sales Forecasts)


[image: image1.wmf]Qtr 1


Qtr 2


Qtr 3


Qtr 4


Total


Sales - Direct


$518,000


$647,500


$971,250


$1,359,750


$3,496,500


Sales - Retail


$155,400


$194,250


$291,375


$407,925


$1,048,950


Total Sales


$673,400


$841,750


$1,262,625


$1,767,675


$4,545,450


Less: Cost of goods sold - Direct


$122,080


$152,600


$228,900


$320,460


$824,040


Cost of goods sold - Retail


$52,320


$65,400


$98,100


$137,340


$353,160


Commission - Direct


$77,700


$97,125


$145,688


$203,963


$524,475


Commission - Retail


$23,310


$29,138


$43,706


$61,189


$157,343


Gross profit


$397,990


$497,488


$746,231


$1,044,724


$2,686,433


Operating expenses


President salary


$8,640


$8,640


$8,640


$8,640


$34,560


Secretary salary


$3,500


$3,500


$3,500


$3,500


$14,000


VP-Finance salary


$15,000


$15,000


$15,000


$15,000


$60,000


Employee insurance


$125


$125


$125


$125


$500


Product liability insurance


$6,734


$8,418


$12,626


$17,677


$45,455


Research and development


$33,670


$42,088


$63,131


$88,384


$227,273


Advertising/printing


$3,125


$3,125


$3,125


$3,125


$12,500


Travel expenses


$1,875


$1,875


$1,875


$1,875


$7,500


Accounting services


$2,500


$2,500


$2,500


$2,500


$10,000


Depreciation - computer system


$250


$250


$250


$250


$1,000


Bad debt expense


$4,662


$5,828


$8,741


$12,238


Total operating expenses


$72,669


$82,770


$108,023


$138,326


$401,787


Profit (loss) before tax


$325,321


$414,718


$638,209


$906,398


$2,284,646


Taxes


$130,128


$165,887


$255,284


$362,559


$913,858


Net profit (loss)


$195,193


$248,831


$382,925


$543,839


$1,370,787


Net profit margin %


29.0%


29.6%


30.3%


30.8%


30.2%


Quantity sold - Direct


280


350


525


735


1,890


Quantity sold - Retail


120


150


225


315


810


Price - Direct


$1,850


$1,850


$1,850


$1,850


Price - Retail


$1,295


$1,295


$1,295


$1,295


DL-DM-MAGF cost


$436


$436


$436


$436


Discount percent


30


30


30


30


Commission percent


15


15


15


15


Tax rate


40


40


40


40
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PricewaterhouseCoopers/Venture Economics/National Venture Capital Association MoneyTree™ Survey


		

		Invested Amount

		

		Number of Deals

		



		Year-Qtr

		Nationwide

		Ohio

		% of Total

		Nationwide

		Ohio

		% of Total



		

		 

		

		 

		 

		

		 



		1995-1  

		$1,753,139,000 

		$39,908,000

		2.3%

		511

		13

		2.5%



		1995-2  

		$2,091,072,000 

		$16,358,000

		0.8%

		469

		12

		2.6%



		1995-3  

		$1,755,026,000 

		$6,333,000

		0.4%

		437

		5

		1.1%



		1995-4  

		$2,083,719,000 

		$6,071,000

		0.3%

		485

		6

		1.2%



		1996-1  

		$2,364,608,000 

		$15,286,000

		0.6%

		590

		12

		2.0%



		1996-2  

		$3,128,825,000 

		$25,705,000

		0.8%

		685

		12

		1.8%



		1996-3  

		$2,847,879,000 

		$17,373,000

		0.6%

		611

		8

		1.3%



		1996-4  

		$3,256,930,000 

		$97,015,000

		3.0%

		774

		19

		2.5%



		1997-1  

		$3,103,355,000 

		$42,266,000

		1.4%

		793

		10

		1.3%



		1997-2  

		$3,796,366,000 

		$92,648,000

		2.4%

		785

		13

		1.7%



		1997-3  

		$3,755,570,000 

		$17,145,000

		0.5%

		761

		9

		1.2%



		1997-4  

		$4,903,364,000 

		$50,051,000

		1.0%

		913

		16

		1.8%



		1998-1  

		$4,179,786,000 

		$69,973,000

		1.7%

		1323

		24

		1.8%



		1998-2  

		$5,876,300,000 

		$58,373,000

		1.0%

		940

		17

		1.8%



		1998-3  

		$5,419,280,000 

		$115,588,000

		2.1%

		933

		12

		1.3%



		1998-4  

		$6,071,173,000 

		$30,663,000

		0.5%

		1012

		11

		1.1%



		1999-1  

		$6,667,671,000 

		$112,496,000

		1.7%

		932

		9

		1.0%



		1999-2  

		$11,278,711,000 

		$50,824,000

		0.5%

		1350

		14

		1.0%



		1999-3  

		$13,335,330,000 

		$61,400,000

		0.5%

		1473

		9

		0.6%



		1999-4  

		$23,856,853,000 

		$234,151,000

		1.0%

		1934

		16

		0.8%



		2000-1  

		$28,751,876,000 

		$265,452,000

		0.9%

		2186

		17

		0.8%



		2000-2  

		$28,730,096,000 

		$255,869,000

		0.9%

		2201

		23

		1.0%



		2000-3  

		$26,591,981,000 

		$328,370,000

		1.2%

		2005

		22

		1.1%



		2000-4  

		$22,515,735,000 

		$102,397,000

		0.5%

		1830

		11

		0.6%



		2001-1  

		$12,995,920,000 

		$54,356,000

		0.4%

		1332

		10

		0.8%



		2001-2  

		$11,541,244,000 

		$91,297,000

		0.8%

		1305

		16

		1.2%



		2001-3  

		$8,528,928,000 

		$64,360,000

		0.8%

		1067

		13

		1.2%



		2001-4  

		$8,230,426,000 

		$26,740,000

		0.3%

		1008

		9

		0.9%



		2002-1  

		$6,553,870,000 

		$110,629,000

		1.7%

		823

		15

		1.8%



		2002-2  

		$6,004,756,000 

		$52,082,000

		0.9%

		826

		15

		1.8%



		2002-3  

		$4,479,721,000 

		$22,165,000

		0.5%

		671

		9

		1.3%



		2002-4  

		$4,152,858,000 

		$35,901,000

		0.9%

		692

		8

		1.2%





Source: PricewaterhouseCoopers/Venture Economics/National Venture Capital Association 


MoneyTree Survey; http://www.pwcmoneytree.com/moneytree/index.jsp
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Investments by Region, Fourth Quarter 2002


		

		Average

$ Per Deal

		Total $ Invested

		Deals



		

		$6,001,239

		$4,152,858,000 

		692



		Regions Defined

		Amount  in

$ millions

		% of Total

		Deals



		Silicon Valley  

		1488

		35.8%

		192  



		New England  

		491

		11.8%

		85  



		Southeast  

		399

		9.6%

		58  



		Texas  

		307

		7.4%

		38  



		DC/Metroplex  

		253

		6.1%

		49  



		NY Metro  

		202

		4.9%

		53  



		LA/Orange County  

		185

		4.5%

		31  



		San Diego  

		160

		3.9%

		24  



		Midwest  

		153

		3.7%

		47  



		Northwest  

		118

		2.8%

		31  



		Colorado  

		116

		2.8%

		17  



		North Central  

		114

		2.7%

		20  



		Philadelphia Metro  

		82

		2.0%

		20  



		SouthWest  

		35

		0.8%

		11  



		Upstate NY  

		24

		0.6%

		8  



		Sacramento/N.Cal  

		14

		0.3%

		3  



		Unknown  

		9

		0.2%

		2  



		South Central  

		5

		0.1%

		3  





Source: PricewaterhouseCoopers/Venture Economics/National Venture 

Capital Association MoneyTree Survey 2002
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Angel Investor Profile


· The "average" private investor is 47 years old with an annual income of $90,000, a net worth of $750,000, is college educated, has been self employed and invests $37,000 per venture. 


· Most Angels invest close to home and rarely put in more than a few hundred thousand dollars. 


· Informal investment appears to be the largest source of external equity capital for small businesses. Nine out of 10 investments are devoted to small, mostly start-up firms with fewer than 20 employees. 


· Nine out of 10 investors provide personal loans or loan guarantees to the firms they invest in. On average, this increases the available capital by 57%. 


· Informal investors are older, have higher incomes, and are better educated than the average citizen, yet they are not often millionaires. They are a diverse group, displaying a wide range of personal characteristics and investment behavior. 


· Seven out of 10 investments are made within 50 miles of the investor's home or office. 


· Investors expect an average 26% annual return at the time they invest, and they believe that about one-third of their investments are likely to result in a substantial capital loss. 


· Investors accept an average of 3 deals for every 10 considered. The most common reasons given for rejecting a deal are insufficient growth potential, overpriced equity, lack of sufficient talent of the management, or lack of information about the entrepreneur or key personnel. 


· There appears to be no shortage of informal capital funds. Investors included in the study would have invested almost 35% more than they did if acceptable opportunities had been available. 


Source: This profile was developed at the Center for Venture Research of the University of New Hampshire which does research on angel investments. 
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Comparison of Alternative Diagnostic Techniques


		Technology

		ECG Stress Test

		EBCT

		NeoMed



		Equipment and Staffing

		Physician and either nurse or technician required.

		Room-sized; only technologist required.

		Mobile; only technologist required.



		Patient

		Exercising

		At-rest

		At-rest



		Cost

		$40,000;


$400 per test

		$2,000,000; 


$400 per test.

		$65,000 (lease); 


$233 per test.



		Efficacy

		30-45%

		65-70%

		Over 90%



		Radiation Dose 


per Test

		none

		82 to 150 mrem

		6 mrem



		Response Time

		Several Days

		Next Day

		Immediate





Source: NeoMed Business Plan, March 2002
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Options for the Technology


The device can possibly be further improved to make it easier for technicians to operate, and thus increase the likelihood of an accurate reading. NeoMed’s options are:


1. Keep the technology as it is and proceed with clinical trials, with the likelihood of overall trial success but at a lower degree of accuracy.


2. Take four to five months and the company’s remaining capital to make improvements in the device, assuring a better quality product but assuming the risk of not having sufficient funds at a later date to validate the improved technology. 
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Venture Capital Investments in Ohio by Stage (number of deals)
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Venture Capital Investments in Ohio by Stage 


1995-2002 (number of deals)


Startup/Seed Early Stage Expansion Later Stage




Source: PricewaterhouseCoopers/Venture Economics/National Venture Capital Association MoneyTree Survey; http://www.pwcmoneytree.com/moneytree/index.jsp
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Pro Forma Income Statement (5-Year Projections)


(Reflecting changed assumptions)


		

		Year 1 

		Year 2 

		Year 3 

		Year 4 

		Year 5 



		Unit sales

		50,000 

		150,000 

		200,000 

		150,000 

		125,000 



		Price 

		$32.00 

		$32.00 

		$32.00 

		$32.00 

		$32.00 



		Net Sales

		$1,600,000 

		$4,800,000 

		$6,400,000 

		$4,800,000 

		$4,000,000 



		   Bad Debt Allowance (2%)

		$32,000 

		$96,000 

		$128,000 

		$96,000 

		$80,000 



		   Adjusted Net Sales

		$1,568,000 

		$4,704,000 

		$6,272,000 

		$4,704,000 

		$3,920,000 



		Cost of Goods Sold

		$1,093,000 

		$3,115,000 

		$3,946,000 

		$2,811,000 

		$2,226,000 



		Cost per Unit

		$21.86 

		$20.77 

		$19.73 

		$18.74 

		$17.81 



		Gross Margin

		$475,000 

		$1,589,000 

		$2,326,000 

		$1,893,000 

		$1,694,000 



		Operating Costs

		$232,000 

		$452,000 

		$595,000 

		$563,000 

		$542,000 



		Earnings Before Taxes

		$243,000 

		$1,137,000 

		$1,731,000 

		$1,330,000 

		$1,152,000 



		Taxes (50%)

		$121,500 

		$568,500 

		$865,500 

		$665,000 

		$576,000 



		Net Profit

		$121,500 

		$568,500 

		$865,500 

		$665,000 

		$576,000 



		Percent Net Profit Margin

		7.6%

		11.8%

		13.5%

		13.9%

		14.4%



		 Assumptions:


1. Price lowered to $32.00


2. Loan repayment spread out over five years.


3. Sales commissions decrease


4. Operating costs reduced




		

		

		

		






If price is lowered to $32.00, profit ratio will still be above 10% in years 2‑5.
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Venture Capital Investments in Ohio by Stage (in $ millions)
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Source: PricewaterhouseCoopers/Venture Economics/National Venture Capital Association MoneyTree Survey; http://www.pwcmoneytree.com/moneytree/index.jsp
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Number of Venture Capital Funds 1991-2002
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Source: PricewaterhouseCoopers/Venture Economics/National Venture Capital Association MoneyTree Survey; http://www.pwcmoneytree.com/moneytree/index.jsp
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Investments by Region, Fourth Quarter 2002 (graphic)
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Investment by Stage, 2001/2002 (number of deals)
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Investment by Stage, 2001/2002 (in $ millions)


[image: image1.emf]23716.4


13275.4


9266.6


4068.5


7502.5


3532.4


798.6


302.8


0 5000 10000 15000 20000 25000 30000


Expansion  


Early Stage  


Later Stage  


Startup/Seed  


Investment by Stage


2001 / 2002 (in $ millions)


2001 2002




Source: PricewaterhouseCoopers/Venture Economics/National Venture Capital 


Association MoneyTree Survey 2002



_1134863796.doc
NeoMed Technology


Average Venture-Backed Valuations 2000-2002
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Dates and Funding Associated with Significant Events1

The table below shows the dates and funding associated with significant events. 


		Date

		Events

		Funding Required



		Seed Round

		Human Study


Protocol/FDA Binding

		$130K



		Series A Round

		Perform Clinical Trials


FDA Approval


Complete Product Design

		$2.0 M



		Series B Round

		Market Entry


Reimbursement


Endorsements

		$10 M






 NeoMed Business Plan, March 2002
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Total Equity Investments into Venture-Backed Companies 1997-2002
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Source: PricewaterhouseCoopers/Venture Economics/National Venture Capital Association MoneyTree Survey 2002
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Division of Profit
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Source: NeoMed Business Plan, March 2002
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