cases for part
II
CASE IiA

BizLand, Inc.

	case overview


BizLand, Inc. was founded by Ravi Agarwal in 1997 as a provider of online resources for small businesses, and was his second start-up in only six months. With his first-round funding for BizLand, Inc. now complete, Ravi’s next focus is on strategy and business development. A key success factor in both areas will be executive staffing. While confident in his abilities to continue growing the company on his own, he knows the time to hire a professional CEO has arrived.


The case begins by summarizing the present-day financial and strategic positioning of the company. Next, commentary is provided on the required business and personal attributes of the ideal choice. The case concludes by showcasing the academic and experiential credentials of four finalists. The reader is challenged to assess whether the criteria articulated by Ravi is appropriate, and which, if any, of the finalists should be hired. Interview with actual headhunter who successfully completed the search is also included.

Please note: This case is designed to be used independently, or in conjunction with BizLand, Inc: Navigating Through the Land of E-Business. In the event these studies are taught as a series, the CEO’s name has been intentionally omitted from the other case.

	objectives


1. Process: Study the CEO hiring and selection process for a rapidly growing hi-tech company. 
2. Analysis: Development, assessment, and defense of criteria outlined by company for CEO search.
3. Selection: Compare and contrast qualities of prospective candidates. Determine which, if any, provides the best overall fit for the company, considering its life cycle and culture.

	questions for discussion


1.
Had they compiled an exhaustive list of criteria for their “must haves?” Had some important qualities been omitted? Were all of the items really necessary? If he and John did make changes, how would the four candidates measure up to the revised list?
2.
Did the four candidates offer any real possibilities? Should they invite any of them for an interview with the entire Board of Directors? Or, even though it would further elongate the process, should Ravi and John begin considering other candidates not previously screened or interviewed?
3.
If Ravi had to make a decision today, which of the four candidates should he choose, and why?
	teaching approach


This teaching note assumes a 90-minute class to teach this case. 

A.
Business Definition and Competitive Advantage (10 minutes): The instructor should begin by querying the class with regard to BizLand, Inc.’s business strategy, and competitive advantages within its respective market. For example:

4. What type of company is this?
[Provider of online resources for small businesses]
5. Why has it been successful to date?
[BizLand identified untapped small business niche]
6. How does the firm make money?
[Small business marketing advice and co-op market]
7. What are its three key success factors?
[Number of members, implementation speed, Internet marketing]
8. How are they evolving?
[They’ve learned that attracting capital, gaining profitability, and building an organization capable of managing growth will become key issues]

B.
Life Cycle of Company (5 minutes): The second line of questioning should focus on BizLand, Inc.’s life cycle and company culture.

1.
What stage of the life cycle are they in?
[Growth and expansion]
2.
What type of culture do they support?
[Entrepreneurial thinking and aggressive “can-do” attitude]
3.
Who sets the tone for the company?
[Ravi Agarwal, Founder]
4.
Which single goal is most important?
[Migration of users to highest margin products & services]
C.
Anatomy of an Entrepreneur (10 minutes): What skills does Ravi possess that has enabled BizLand, Inc. to become successful in such a short time? What makes BizLand, Inc. unique among other “dot coms”? Are there critical areas where Ravi needs support moving forward? 

1.
Skills Ravi Possesses:
a. 
Visionary: Ravi is a true visionary as it relates to strategic development and direction.
b. 
Analyst: Ravi is a competent market analyst who correctly identified an untapped small business niche.
c. 
Experience: Ravi brings several years of experience from his tenure at GE and his first (failed) start-up.
2.
Support Ravi Needs:

a.
Implementation: Ravi needs “bench strength” in order to successfully execute all of his plans.

b. 
Speed: Ravi needs to continue building the business before it loses its lead to competitors.

c. 
Control: Ravi needs to cede control to “professional management” in order to reach the next expansion step.

d. 
Experience: As the company grows to the next level, both the demand of the business and the capital markets will begin to exceed his experience level. 
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3.
Unique qualities BizLand, Inc. possesses compared to other dot coms:

a. 
Profitability: Business model is profitable, provided users continue migrating to its hi-margin services.

b. 
Servicing Unmet Need: Neither a “me-too” service nor a better mousetrap for an existing product.

c. 
Experience: Ravi brings bona fide experience to this venture having failed one time before.
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D.
Assessing Company Requirements (15 minutes): Unlike traditional CEO searches whose stated goal is often an increase to shareholder value, BizLand, Inc. is in need of a strong leader. According to John Hoagland, III, retained headhunter for the search, “people have to like the C.E.O., and want to follow him.” Both business skills and interpersonal qualities will be rated equally. The instructor should take students through a mini-discussion of each of the “must-haves,” as listed in the case, and provide a justification for each.

E.
Criteria Assessment (10 minutes): In responding to study question #1, students should be asked to analyze the criteria suggested by Ravi and John. Is the list of “must haves” exhaustive? Have some important qualities been omitted? Are all of the items really necessary? What will be demanded of this new CEO?

Response: In reflecting on the list nearly two years after the search had been successfully completed, Ravi and John still believe it provided a good balance between business skills and interpersonal qualities. Given the greater-than-anticipated proliferation of consumer web sites and competition for “eyeballs,” the only major change would have been an additional emphasis on Internet direct marketing experience. Although extremely pleased with their ultimate CEO choice, competence in this area has been one of the true success factors for BizLand, Inc. Both executives wonder how the universe of finalists might have changed had this attribute been emphasized.

F. 
Candidate Assessment (30 minutes): Before responding to the merits of each individual candidate, students should be asked to rank-order the importance of the following:

1.
Academic achievement

2.
Professional Certification

3.
Experience and Promotion

4.
Transferability of skills to this industry and company

5.
Other
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In responding to study question #2, the instructor should next lead the class in an in-depth discussion about each candidate’s positive and negative qualities. For example, 

1.
What are the strengths and weaknesses of each person? 
2.
Did any of them offer any real possibilities? Who is best for the company short-term and long-term?

3.
Should Ravi and John invite any of them for an interview with the entire Board of Directors? Why?

4. 
Even though it would further elongate the process, should Ravi and John begin considering other candidates not previously screened or interviewed?

In responding to study question #3, the instructor should point out that this list of finalists ultimately did produce the current CEO choice. If the class (Ravi) had to make a decision today, which of the four candidates should be chosen, and why?

G. 
Epilogue (10 minutes): According to John, candidate #2 (Robert Barbers) was “head and shoulders” above the rest. “He had a presence that made other people want to follow him,” he said. 
Because students could visit the company’s web site and click on “Executive Bios,” the following information was disguised in the case:

Candidate #2: Steve Sydness

· Undergraduate Education:

Principia College (Elsah, IL)

· Graduate Education:


Harvard Business School, MBA

· Professional Certifications:

CPA

· Current Position:


Senior Vice-President, Great Plains Software (formerly NASDAQ: GPSI)

Prior to receiving his MBA, this 42 year-old candidate, a native of Fargo, North Dakota, worked in both New York and Tokyo as a junior consultant for McKinsey and Company. Post-MBA, he re-joined McKinsey, and worked as an associate consultant for two additional years. In his next move, he became a macroeconomic and geo-political consultant for Kissinger Associates, founded by Henry Kissinger. Parlaying his political consulting experience with his successful bid for Class President at Harvard Business School, he took a leave-of-absence, and ran for a United States Senatorial seat against the incumbent, in his home state of North Dakota in 1986. Although he won the primary, he lost the general election.

In 1987, he joined Great Plains Software in a senior position reporting directly to the C.E.O. (Doug Burgum), and as one of their first one hundred employees. He has remained at Great Plains for the past 12 years, in a variety of roles ranging from head of strategy to Senior Vice-President of sales. Mr. Sydness was directly responsible for launching the company’s international operations, and worked directly with the C.E.O. on the “road show” that brought Great Plains public. During Mr. Sydness’ tenure, overall sales have increased from $6 million to $150 million.

John Hoagland, III had also provided the following information on BizLand, Inc.’s search:

1. 
Great Plains software is known for its culture and was the smallest company in 1994 to be included in the list of “100 Best Places to Work” (from a national media survey). The company is also known for its strong indirect sales channels.

2. 
Steve had received excellent general management experience given the diverse roles he had filled during his 12-year tenure at Great Plains. According to John, “he built the international division of the business entirely by himself and was a true leader. He could best be described as a ‘student’ of business.”
3. 
Ironically, John is also a graduate of Principia and was the main catalyst for including Steve’s name in the selection criteria.

	additional background


Here’s some additional background for the case:

A. 
Principia College: Principia is an independent educational institution staffed by Christian Scientists, serving Christian Scientists from infants through adults. Principia accepts no government funding and is not an activity of the Christian Science Church.

· In the fall of 1897 Mary Kimball Morgan, a Christian Scientist, began home-schooling her two sons because she believed she could give them a fuller education than what was being offered in the St. Louis public schools. 

· The basis for Mrs. Morgan’s educational philosophy came from the writings of Mary Baker Eddy, the Discoverer and Founder of Christian Science. 

· As other Christian Science parents discovered the education the Morgan boys were receiving at home, many asked to enroll their children. The name “Principia” was chosen in 1898; the first high school graduation was in 1906; the first junior-college graduation in 1917; and the first college graduation in 1934. 

· Principia’s primary purpose became “to serve the Cause of Christian Science” as an educational institution—not through teaching the theology of Christian Science, but through providing programs which would allow its students to grow intellectually, athletically, socially, morally, and spiritually with the support and example of both fellow students and faculty. 

· Principia strives to train its students “to think clearly, vigorously, fearlessly, tolerantly, unselfishly.” Teaching at Principia also “emphasizes the point of view that education carries with it the obligation to use technical skills and intellectual attainments for the betterment of humanity.” And Principia “takes the position that education in its fullest sense cannot be confined to academic subjects but includes the building of character” (from Purpose and Policies of The Principia). 

B. 
About Kissinger Associates: 
Kissinger McLarty Associates provides strategic advisory and advocacy services to a select group of U.S. and multinational companies. The firm provides high-level intervention on special projects, assists its clients to identify strategic partners and investment opportunities, and advises clients on government relations throughout the world. 
The Chairman and Vice Chairman of Kissinger McLarty Associates are Dr. Henry Kissinger, former Secretary of State, and Thomas F. “Mack” McLarty, who has worked with Presidents Carter, Bush, and Clinton, including service as President Clinton’s Chief of Staff and Special Envoy for the Americas. Washington, D.C.-based Kissinger McLarty Associates is an affiliate of Kissinger Associates, Inc., which is headquartered in New York City.

C. 
About Great Plains Software: 
Microsoft Great Plains provides business applications that help small and mid-sized companies become more agile in today’s interconnected economy. Our products automate financial and operational processes, and allow companies to extend specific information and procedures securely via the Web to employees, customers, suppliers and partners. All Microsoft Great Plains products are delivered by a worldwide network of partner organizations that share our commitment to lasting customer relationships. These business partners provide personalized service—from planning, to implementation, to ongoing support and education—to ensure that companies receive the precise business solution to meet their needs.

More than 140,000 businesses in 132 countries count on Microsoft Great Plains Business Solutions for financials, distribution, project accounting, electronic commerce, human resources and payroll, manufacturing, supply chain management, business analytics, sales and marketing management, and customer service and support solutions.

On April 5th, 2001, Microsoft Corporation acquired Great Plains. With a long history of working together to deliver new business technologies, our companies have joined forces to provide what small and medium companies need to thrive in an interconnected economy. 

All shares of Great Plains (NASDAQ: GPSI) have been converted to shares of Microsoft NASDAQ: MSFT) at the conversion rate of 1.1 MSFT shares to every GPSI share. See S4 filing for details. 

Source: University and company web sites. All material is copyrighted.

CASE IIb
The Beach Carrier

	case overview




Mary Ricci has a new product concept, The Beach Carrier, which she is ready to bring to market. Ricci is creative, optimistic, enthusiastic, flexible, and motivated. Although she lacks capital, Ricci is unwilling to license or sell the pattern to a manufacturer; she is determined to maintain control and ownership of the product throughout the introduction and market penetration phases.



This is an interesting case for students to explore various issues involved in marketing a new product. There are important questions to raise concerning the product itself, as well as the promotion, and distribution of the Beach Carrier.
	questions for discussion


1.
What is the nature of the product? What are its strengths and weaknesses?

2.
What are the limitations to the assumptions Ricci has made in determining the market potential? What risks do these present?

3.
How can Ricci protect her product design?

4.
What are the pros and cons of the mail order marketing strategy? What are the pros and cons of alternative distribution methods?

5.
What are some of the manufacturing issues Ricci will face?

6.
Is the financing sufficient to fund the roll out of the Beach Carrier as planned?

	solutions to questions for discussion


1.
What is the nature of the product? What are its strengths and weaknesses?


The Beach Carrier is a bag large enough to carry everything needed for a day at the beach, including a chair. The two competitive products both have competitive weaknesses. Her product’s primary strength is its unique design and the fact that, once introduced, it will fill a perceived need. The light‑weight, tear‑proof, and quick‑drying fabric represents an additional product benefit.



The product’s major weakness is the ease with which it can be duplicated. Any large manufacturer could easily enter the market fairly quickly and, with substantial economies of scale, price Ricci’s product out of the market. Another weakness falls within the realm of “perceived need.” Most habitual beach-goers would, in all probability, not recognize their need for the product until they were exposed to it. A third weakness derives from the product’s main distinguishing feature: its size. While the bag is light-weight, once it is filled with a chair and other paraphernalia, it will become bulky and cumbersome. Additionally, Ricci’s experience and finances are limited.

2.
What are the limitations to the assumptions Ricci has made in determining the market potential? What risks do these present?


People who use suntan and sunscreen products have been identified as the primary target market for the Beach Carrier. However, no research has indicated that users of suntan and sunscreen products are also beach goers. Environmental issues such as extensive beach erosion and health concerns over the sun’s ultraviolet rays contributing to the risk of skin cancer represent a threat to the product’s success, as fewer people can be expected to spend substantial time at the beach. Weather plays an obviously critical role in determining the number of beach‑goers in a given area. The occurrence of a rainy summer during the product’s roll out could limit demand. That would give later entrants into the market additional time to enter without losing too many first time buyers to the first entrant. Additionally, this could lengthen the time between initial purchase and replacement of a beach bag.

3.
How can Ricci protect her product design?


The Beach Carrier can be easily copied by competitors, suggesting that a patent might offer protection. Filing a patent is expensive, however. In addition, due to the nature of this product, minor modifications would suffice in differentiating any competing products, thereby overriding the protection of a patent. An alternative to filing for a patent is to seek a Disclosure Document which can be obtained for considerably less money. Although the degree of protection is much less than that of a patent, a Disclosure Document will offer Ricci the protection she needs to get the product to market without the risk of competitors beating her to it.

4.
What are the pros and cons of the mail order marketing strategy? What are the pros and cons of alternative distribution methods?


Ricci is faced with several options regarding the method of introducing her product: via retail outlets, a licensing arrangement, selling the concept, and mail order. She believes mail order offers her the most benefits. 
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The mail order vehicle directly reaches consumers who purchase novelty items. It provides higher margins, due to fewer channel members and low risk, as Ricci can terminate operations and unload excess inventory quickly in the event of product failure. With mail order, however, market penetration is limited, and potential competitors will be able to quickly enter the retail channel.



The retail option involves finding a distributor and a wholesaler or retailer. This option would add credibility to the product and maximize direct exposure to the consumer. However, securing the necessary channel commitments will require a substantial effort and a high initial capital investment. The large number of channel members will decrease Ricci’s profit margin and control over marketing decisions. Given Ricci’s limited business experience, financial resources, and trade contacts, the retail option is not viable.



A licensing arrangement, in which Ricci sells her product concept for a flat fee plus a percentage of future profits, would require far less effort than the retail option. Ricci’s margins would be diminished, but her profits would be tied directly to sales and would provide a continuing return.



Selling the Beach Carrier concept would offer Ricci the most security, in that her profit would be certain at the outset. However, the amount of profit is limited in the event that the product proves successful.



Ricci’s opposition to relinquishing control over the product and marketing efforts eliminates the licensing and concept selling options. Given Ricci’s strengths and weaknesses, her market penetration objectives, and limited financial resources, the mail order option proves to be most effective.

5.
What are some of the manufacturing issues Ricci will face?


In considering manufacturing options, Ricci is faced with a number of alternatives. Some manufacturers supply only labor and capital equipment (i.e., sewing machines); Ricci would have to provide the raw materials and distribute the product herself. Others will place material orders and handle some or all of the distribution. Some manufacturers may produce to order; others require longer lead times. Given that materials account for 65 percent of the total unit variable costs, fabric sourcing will be critical to profitability. Ricci must explore the costs and benefits of each alternative before deciding on which option to pursue. Once a supplier relationship has been established, maintaining it must become a priority to ensure meeting demand levels in a timely manner.

6.
Is the financing sufficient to fund the roll out of the Beach Carrier as planned?


Ricci has estimated that the fixed costs for advertising, warehousing and general sales and administrative expenses for each region are approximately $27,000. A $30,000 start‑up loan will leave her with only $3,000 for product manufacturing initially. At a cost of $10.00 per unit, this will allow for production of only 300 Beach Carriers. Break-even quantity at the mid-range pricing of $13.99 is approximately 28,000 units. (Case Exhibit IIB-3)
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Production of only 300 units, using the highest selling price of $14.99 results in only a $1,497 contribution. Even with the assumption of using current sales to fund manufacturing, this scenario will be cutting it close if the manufacturer cannot produce to order. Additionally, given Ricci’s lack of experience, manufacturers will most likely require a cash deposit and C.O.D. payment of the balance. A $30,000 start‑up loan will probably not be sufficient to both support intended advertising and fund the initially required production quantities.

CASE IIC
Gourmet to Go

	case overview



Jan Jones has developed a new concept in grocery marketing. The product is a combination of menu planning and grocery delivery. A complete package of groceries and recipes for a week’s meals is delivered to a customer’s door. The objective is to develop a customer base of 400 households by the end of the third year after startup.


This case requires the student to analyze the information given from the standpoint of a business plan. The following questions are designed to direct the student toward those areas that require clarification and additional analysis.

	questions for discussion


1.
What is the nature of the product and its characteristics?

2.
What is the nature of the competitive environment?

3.
Because of the newness of the product, the promotion and advertising will be essential at start‑up. Analyze the market strategy in terms of sufficiency for a new product.

4.
What problems might be anticipated with the product? How could these problems be minimized?

5.
What are the strengths and weaknesses of management and the organizational plan?

6.
Analyze financial projections for start‑up expenses and capital equipment.

	solutions to questions for discussion


1.
What is the nature of the product and its characteristics?


In this case the “product” is both tangible and intangible. The food itself is the tangible element; intangibles include the preparation of the menus, packaging of the food, cooking instructions, and delivery service.



Product development is not long, technical risk is low, and Gourmet To Go (GTG) is not extremely capital intensive. Inventory can be kept at a minimum until orders are actually received, and menu planning will help keep only necessary food items in the warehouse. Market surveys indicate that customers are willing to pay premium grocery prices plus a mark‑up for delivery and menu design.

2.
What is the nature of the competitive environment?


The last twenty years have seen stagnant growth in the U.S. food market; it is now considered a mature market. There are environmental forces, however, creating a marketing opportunity for the entrepreneur. Demographic changes have hit the baby boomers. Born between 1945 and 1964, this enormous market comprises 27 percent of the total population. Health conscious buying habits identify this segment, as does the high percentage of two‑income families. Although current consumption is higher for food away from home than food at home, increased disposable income and boredom with traditional take‑out foods have led to new products and services in the food industry.



Demand for lower calorie, lower salt, lower fat, and more nutritious foods that are easy to prepare has caused eating and purchasing habits to change, bolstering sales in what is a low (population) growth market. Fresh foods and vegetables and the home‑cooked taste of delicatessen items are perceived as more wholesome, and are replacing the “freezer case phenomenon” of the earlier markets..



The perception of a differential advantage over fast food/do‑it‑yourself shopping is present for young urban professionals with limited leisure time and high disposable income. There are 16,600 households in Tulsa that have an income of $65,000 or more; this number is expected to rise to 18,000 by the end of year 3. Even at the end of year three, a 2.2 percent market penetration is all that is required to make projected sales. GTG has a niche in this up-scale market.
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Currently, there is little competition: grocery stores, carry‑out restaurants, and delivery services such as Schwann’s comprise the prepared‑at‑home food industry. There is no direct competitor for this service at this time in Tulsa. But GTG’s service is not protectable; should a well‑entrenched competitor such as Schwann’s choose to do so, they could replicate Jones’s services. Schwann’s currently has name recognition, well serviced routes, established distribution channels (delivery trucks and drivers with a customer base), and a wide range of nutritious products.

3.
Because of the newness of the product, the promotion and advertising will be essential at start‑up. Analyze the market strategy in terms of sufficiency for a new product.


Management understands the need for intensive advertising prior to and during start up. The cost of raising the public’s awareness about GTG both during start‑up and after operations is included as a variable cost. Advertising plans cover the available sources of media and need to be continued as product awareness continues to grow. However, the potential consumer needs to experience the product. Promotional discounts may not provide enough incentive to get the consumer to try the product. Management might explore the possibility of samples distributed during the lunch hour in business areas or demonstrations provided for professional groups.



The most important aspect of this service, distribution, has not specifically been addressed. Fuel costs have not been estimated, and a well‑planned distribution system has not been outlined. Variable cost control and reliable deliveries are critical.
4.
What problems might be anticipated with the product? How could these problems be minimized?


The customer must be assured of high quality and foolproof preparation with each dinner. What may be simple preparation to one person may be too complicated for another. To avoid disaster with any one dinner and the possible loss of a customer, each dinner plan must be thoroughly tested. A test market needs to be established prior to start up. Various people with different cooking skill levels should test the product. Several people are needed as taste testers to assure a universal appeal.



Seasonality of menu items, cost variances, and quality control of the product are potential problems with a new service such at GTG. Spoilage may pose a problem if provisions for appropriate storage and transit are not adequate.

5.
What are the strengths and weaknesses of management and the organizational plan?


Jan Jones brings enthusiasm, a fairly comprehensive market research job, and a substantial amount of financial strength to her project. However, there is no mention of Jan Jones’ background (family or career) or experience in managing a business or starting one. In fact, no mention of a management team is made. It appears that Jan plans to handle all functions from accounting to inventory control. A critical function is scheduling for location and delivery times. Does Jan possess all the necessary skills to organize and administer each crucial function?



Unskilled labor is utilized for the order and delivery positions. They are a weak link in what must be a first class service business. Training must be developed and implemented. In this small start up operation, the reliability and dependability of the clerks is essential—repeat business depends on correct order placement and prompt delivery. Pay raises and incentives would be well worth the extra cost when compared to retraining employees.

6.
Analyze financial projections for start‑up expenses and capital equipment.



Some of the start up expenses appear to be low. The cost of legal fees, advertising and freezer/refrigerator equipment in particular seem to be optimistically low. Some start-up costs are also quite high, specifically computer software and networking. 



Initial capital requirements are a drain. Interest payments plus continuous balloon payments exert substantial pressure on a young venture that needs to carefully manage cash in/out flows.



The calculations show net income losses for the first year and into the second quarter of the second year. Cash flow remains negative until the third quarter of year 2 (see Exhibits 4 and 6 in the text.) Effects of taxes are not shown or mentioned.



Jan’s apparent tendency to “buy the best” needs to be balanced. Hopefully, good advice from an accountant or banker will encourage her to make capital expenditures carefully and protect her cash. The high percentage of cost of goods sold makes cash flow (accounts receivable and payable) extremely important to operations. Working capital must be injected into GTG until the end of the second year, and that is with minimal expenses and no contingency plans for emergencies.



Jan Jones’ monthly draw of $5,000 seriously affects cash flow projections. Case Exhibit IIC-2 (page 468) and Case Exhibit IIC-3 (page 469) illustrate the “what if?” effects of dropping Jan’s draw to $2,500 a month. Case Exhibit IIC-3 (page 469) shows that net profit occurs in the third quarter of Year 2 instead of in the fourth quarter. By the fourth quarter of year 2 net profit on sales would be 7.4 percent, (Case Exhibit IIC-6 on page 472) compared with 4.0 percent under the present cost structure. 



Cash flow changes under this revised salary structure are shown in Case Exhibit IIC-4 and Exhibit IIC-5 (pages 470 to 471). Working capital draw downs are reduced, and cash reserves are increased significantly.
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Mo. 1 Mo. 2 Mo. 3 Mo. 4 Mo. 5 Mo. 6 Mo. 7 Mo. 8 Mo. 9 Mo. 10 Mo. 11 Mo. 12

Sales

2,600 3,900 6,500 13,000 19,500 23,400 26,000 28,600 31,200 33,800 36,400 39,000

Less: Cost of Goods 

sold

1,700 2,550 4,250 8,500 12,750 15,300 17,000 18,700 20,400 22,100 23,800 25,500

Gross profit

900 1,350 2,250 4,500 6,750 8,100 9,000 9,900 10,800 11,700 12,600 13,500

Less: Operating 

expenses

Salaries and wages

4,900 4,900 4,900 4,900 4,900 4,900 7,300 7,300 7,300 7,300 7,300 7,300

Operating supplies 300 300 300 300 300 300 300 300 300 300 300 300

Repairs and 

maintenance

250 250 250 250 250 250 250 250 250 250 250 250

Advertising and 

promotion

130 195 325 650 975 1,170 1,300 1,430 1,560 1,690 1,820 1,950

Bad debts 100 100 100 100 100 100 100 100 100 100 100 100

Rent

1,667 1,667 1,667 1,667 1,667 1,667 1,667 1,667 1,667 1,667 1,667 1,667

Utilities 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000

Insurance

600 600 600 600 600 600 600 600 600 600 600 600

General office 150 150 150 150 150 150 150 150 150 150 150 150

Licenses 200 0 0 0 0 0 0 0 0 0 0 0

Interest 310 310 310 310 310 310 530 530 530 530 530 530

Depreciation

1,271 1,271 1,271 1,271 1,271 1,271 1,271 1,271 1,271 1,271 1,271 1,271

Total operating 

expenses

10,878 10,743 10,873 11,198 11,523 11,718 14,468 14,598 14,728 14,858 14,988 15,118

Profit (loss) before 

taxes

(9,978) (9,393) (8,623) (6,698) (4,773) (3,618) (5,468) (4,698) (3,928) (3,158) (2,388) (1,618)

Less: Taxes 0 0 0 0 0 0 0 0 0 0 0 0

Net profit (loss) (9,978) (9,393) (8,623) (6,698) (4,773) (3,618) (5,468) (4,698) (3,928) (3,158) (2,388) (1,618)
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Mo. 1 Mo. 2 Mo. 3 Mo. 4 Mo. 5 Mo. 6 Mo. 7 Mo. 8 Mo. 9 Mo. 10 Mo. 11 Mo. 12 Total

Cash receipts

Sales 2,600 3,900 6,500 13,000 19,500 23,400 26,000 28,600 31,200 33,800 36,400 39,000 263,900

Other 

Total cash receipts 2,600 3,900 6,500 13,000 19,500 23,400 26,000 28,600 31,200 33,800 36,400 39,000 263,900

Cash disbursements

Cost of goods sold 1,700 2,550 4,250 8,500 12,750 15,300 17,000 18,700 20,400 22,100 23,800 25,500 172,550

Salaries and wages 4,900 4,900 4,900 4,900 4,900 4,900 7,300 7,300 7,300 7,300 7,300 7,300 73,200

Operating supplies 300 300 300 300 300 300 300 300 300 300 300 300 3,600

Repairs and 

maintenance

250 250 250 250 250 250 250 250 250 250 250 250 3,000

Advertising and 

promotion

130 195 325 650 975 1,170 1,300 1,430 1,560 1,690 1,820 1,950 13,195

Bad debts 100 100 100 100 100 100 100 100 100 100 100 100 1,200

Rent 1,667 1,667 1,667 1,667 1,667 1,667 1,667 1,667 1,667 1,667 1,667 1,667 20,004

Utilities 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 12,000

Insurance 600 600 600 600 600 600 600 600 600 600 600 600 7,200

General office 150 150 150 150 150 150 150 150 150 150 150 150 1,800

Licenses 200 0 0 0 0 0 0 0 0 0 0 0 200

Interest 310 310 310 310 310 310 530 530 530 530 530 530 5,040

Debt service (principle)

10,333 10,333

Total cash 

disbursement

11,307 12,022 13,852 18,427 23,002 25,747 30,197 32,027 33,857 35,687 37,517 49,680 323,322

Net cash flow (8,707) (8,122) (7,352) (5,427) (3,502) (2,347) (4,197) (3,427) (2,657) (1,887) (1,117) (10,680) (59,422)
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Case Exhibit IIC-3

[image: image8.emf]  Gourmet to Go   Pro Forma Income Statement, Years 2 - 3   (with owner’s salary reduced)    

Yr. 2 Yr. 3

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Sales 136,500 156,000 194,698 234,000 253,500 273,000 292,500 312,000

Less: Cost of Goods 

sold

89,250 102,000 127,302 153,000 165,750 178,500 191,250 204,000

Gross profit 47,250 54,000 67,395 81,000 87,750 94,500 101,250 108,000

Less: Operating 

expenses

Salaries and wages 23,214 30,846 30,846 30,846 32,697 32,697 32,697 32,697

Operating supplies 900 900 900 900 900 900 900 900

Repairs and 

maintenance

750 750 750 750 750 750 750 750

Advertising and 

promotion

6,825 7,800 9,735 11,700 12,675 13,650 14,625 15,600

Bad debts 300 300 300 300 300 300 300 300

Rent 5,301 5,301 5,301 5,301 5,619 5,619 5,619 5,619

Utilities 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000

Insurance 1,800 1,800 1,800 1,800 1,800 1,800 1,800 1,800

General office 450 450 450 450 450 450 450 450

Licenses

Interest 1,280 1,940 1,720 1,720 1,410 1,190 970 970

Depreciation 6,910 6,910 6,910 6,910 7,493 7,493 7,493 7,493

Total operating 

expenses

50,730 59,997 61,712 63,677 67,093 67,848 68,603 69,578

Profit (loss) before 

taxes

(3,480) (5,997) 5,683 17,323 20,657 26,652 32,647 38,422

Less: Taxes 0

Net profit (loss) (3,480) (5,997) 5,683 17,323 20,657 26,652 32,647 38,422
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[image: image10.emf]  Gourmet to Go   Pro Forma Cash Flow Statement, Years 2 - 3   (with owner’s salary reduced)    

Yr. 2 Yr. 3

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Cash receipts

Sales 136,500 156,000 194,698 234,000 253,500 273,000 292,500 312,000

Other 

Total cash receipts 136,500 156,000 194,698 234,000 253,500 273,000 292,500 312,000

Cash disbursements

Cost of goods sold 89,250 102,000 127,302 153,000 165,750 178,500 191,250 204,000

Salaries and wages 23,214 30,846 30,846 30,846 32,697 32,697 32,697 32,697

Operating supplies 900 900 900 900 900 900 900 900

Repairs and 

maintenance

750 750 750 750 750 750 750 750

Advertising and 

promotion

6,825 7,800 9,735 11,700 12,675 13,650 14,625 15,600

Bad debts 300 300 300 300 300 300 300 300

Rent 5,301 5,301 5,301 5,301 5,619 5,619 5,619 5,619

Utilities 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000

Insurance 1,800 1,800 1,800 1,800 1,800 1,800 1,800 1,800

General office 450 450 450 450 450 450 450 450

Licenses 0 0 0 0 0 0 0 0

Interest 1,280 1,940 1,720 1,720 1,410 1,190 970 970

Debt service (principle)

7,333 10,333 7,333 7,333 10,333

Total cash 

disbursement

133,070 162,420 182,104 220,100 232,684 246,189 252,361 276,419

Net cash flow 3,430 (6,420) 12,593 13,900 20,816 26,811 40,139 35,581

 



Case Exhibit IIC-6

Gourmet to Go

Three-Year Revenue Growth

(with owner’s salary reduced)


[image: image11.emf]Year 1

Qtr 1 Qtr 2 Qtr 3 Qtr 4 Total

Sales

$13,000  $55,900  $85,800 $109,200  $263,900

% Increase in Sales $ 330.0% 53.5% 27.3%

# Households 25 90 120 150

% Increase in # HHolds 260.0% 33.3% 25.0%

Less: Cost of Goods Sold $8,500  $36,550  $56,100  $71,400  $172,550

Gross Profit

$4,500  $19,350  $29,700  $37,800  $91,350

% Gross Profit Margin 34.6% 34.6% 34.6% 34.6% 34.6%

Net Profit (Loss)

($27,994) ($15,089) ($14,094) ($7,164) ($64,339)

% Net Profit Margin -215.3% -27.0% -16.4% -6.6% -24.4%

Year 2

Qtr 1 Qtr 2 Qtr 3 Qtr 4 Total

Sales

$136,500 $156,000 $194,698 $234,000  $721,198

% Increase in Sales $ 14.3% 24.8% 20.2%

# Households 175 200 250 300

% Increase in # HHolds 14.3% 24.8% 20.2%

Less: Cost of Goods Sold $89,250 $102,000 $127,302 $153,000  $471,552

Gross Profit

$47,250  $54,000  $67,395  $81,000  $249,645

% Gross Profit Margin 34.6% 34.6% 34.6% 34.6% 34.6%

Net Profit (Loss)

($3,480) ($5,997) $5,683 $17,323 $13,529

% Net Profit Margin -2.5% -3.8% 2.9% 7.4% 1.9%

Year 3

Qtr 1 Qtr 2 Qtr 3 Qtr 4 Total

Sales

$253,500 $273,000 $292,500 $312,000 $1,131,000

% Increase in Sales $ 8.3% 7.7% 7.1% 6.7%

# Households 325 350 375 400

% Increase in # HHolds 8.3% 7.7% 7.1% 6.7%

Less: Cost of Goods Sold $165,750 $178,500 $191,250 $204,000  $739,500

Gross Profit

$87,750  $94,500 $101,250 $108,000  $391,500

% Gross Profit Margin 34.6% 34.6% 34.6% 34.6% 34.6%

Net Profit (Loss)

$20,657 $26,652 $32,647 $38,422 $118,376

% Net Profit Margin 8.1% 9.8% 11.2% 12.3% 10.5%


Case IID

Intervela d.o.o. Koper – Victory Sailmakers

	case overview



Zvonko Bezic and Zeljko Perovic (Huck) came to know each other in the early 1970s when they both started sailing with the Galeb Sailing Club in Rijeka, Croatia. When acting as a sailing coach in Galeb, Zeljko Perovic occasionally worked with Mr. Grego, who was making sails. In 1988, Zvonko Bezic and Zeljko Perovic started to make sails on their own, at first only for the smallest Optimist-class sailboats. Later they started to manufacture sails for larger sailboats and yachts. Initially they cut the material for sails in the school gym they hired on weekends; and on weekdays they sewed them at home together with Zeljko Perovic’s grandmother. In 1990, they decided to go into the sail business full time. All management tasks have been in the hands of the owners: Zvonko Bezic primarily responsible for marketing, Zeljko Perovic for production.
The market for sails in Croatia and Slovenia drastically shrank in 1991, so they stopped manufacturing sails and only maintained some resale business and decided to move to Koper, Slovenia where they rented premises in the Koper Marina. At the beginning of 1992 they started to use computer technology for design and production of their sails.

They made their first marketing plan in 1993. Development and market penetration were made the primary focus of the company’s plan. The marketing strategy was formulated by the elements of the marketing mix: product (standardization, design improvements, the transfer of improvements from racing sails to other sails, following trends closely, the introduction and improvement of after-sale services—i.e. the tuning of sails and instructing customers, as well as research and development, mainly into the use of new materials), price (competitive prices, price discrimination with regard to individual customers), place (the extension of the distribution network) and promotion (promotion by means of a first-class sailboat—Gaia Cube—in races, personal contacts established at races, the mailing and distribution of promotional material to sailboat owners, and advertising in the Slovenian nautical magazine “Val”). They focused on the promotion of the Victory sail trademark. 

Following this strategy and with innovations the owners grew their firm. Some most important events:

· The purchase of a cutter in 1995.
· The acquisition of the Kutin sail loft and start of parallel production in Rijeka.
· Sail production for the sailboat producer Elan.
· Participation in the Gaia Cube project.
· Penetration of the global market with Finn class sails.
· Start of production of sails for Europe, Optimist and 470 classes.
· Start of a more formalized promotion and advertising in 2000 and 2001.
· Outsourcing and reorganization.

The case finishes with expansion plans and three alternative future choices:

· Take a foreign trade name and work as a member of a group.
· Merge with foreign companies, concerning which negotiations were already underway.
· Sell the company—find a potential partner with money who would acquire a part of or their entire company.

	questions for discussion


1. What was the role of prior experience at start-up?

2. What is the role of networks (friends, acquaintances; development of a business network)?

3. How would you evaluate the role of marketing planning in the development of the company?

4. How would you classify the firm: Is it a life-style business, a growth business or both?

5. Evaluate the role of imitation vs. innovation in the growth of the firm.

6. What was the role of technology in the development of the firm?

7. What would you suggest to the owners for the future?

	answers to questions for discussion


1. What was the role of prior experience at start-up?


Zvonko Bezic and Zelko Perovic were involved in competitive sailing activities from their early days. However, they did not have any business experience at the time of start-up. They have overcome this weakness and start-up problems with persistence that may in part come from their passion for sailing.

2. What is the role of networks (friends, acquaintances; development of a business network)?

Involvement in various networks has helped them develop their business. Friends and acquaintances helped them at early stages. For example:

a. The gift/loan from a friend at start-up.

b. Information and experience in sail-making from Mr. Grego.

c. Visit of the North sail loft in Monfalcone while sailing with Mr. Puh.

d. Opportunity to start operations in Koper Marina and to make sails for a large boat while collaborating with Mr. Kosmina for the match race and in the Gaia Cube project.

e. Preparation of the marketing plan with collaboration with a sailor/researcher.


They developed their business network gradually, extending it especially in the Finn class internationally and globally.

3. How would you evaluate the role of marketing planning in the development of the company?


The marketing strategy formulation in 1993 has been an important turning point towards growth. Growth was set as a primary goal. They have also set their goals for a gradual increase in market share, the promotion of the company and its products to potential customers, and an improvement in the internal efficiency of the company and the quality of its products. The strengths (price and quality, including the finishing of sails and a two-year warranty), weaknesses (marketing communication, standardization, design), opportunities (selling larger series to companies, manufacturing sails for larger yachts) and threats (market contraction, poor advertising for sails, essential technological changes) were established for sails—the key product of the company. 

Development and market penetration were made the primary focus of the company’s business plan. In line with such, the marketing strategy was formulated by the elements of the marketing mix: product (standardization, design improvements, the transfer of improvements from racing sails to other sails, following trends closely, the introduction and improvement of after-sale services—i.e. the tuning of sails and instructing customers—as well as research and development, mainly into the use of new materials), price (competitive prices, price discrimination with regard to individual customers), place (the extension of the distribution network), and promotion (promotion by means of a first-class sailboat—Gaia Cube—in races, personal contacts established at races, the mailing and distribution of promotional material to sailboat owners, and advertising in the Slovenian nautical magazine “Val”). They focused on the promotion of the Victory sail trademark. They have succeeded to execute most of the plan.

4. How would you classify the firm: Is it a life-style business, a growth business, or both?


It seems to be some of both. The owners-managers keep their passion for sailing and did not move away from their core sail-making business. They have also developed growth objectives and succeeded in growing the firm. In addition, in order to foster growth, they were considering merger options with other sail-making companies.


Note: They decided neither to develop any formal linkages with other sail-makers nor to sell their firm. They acquired new premises and moved into them in 2003. The firm seems to remain a life-style business.

5. Evaluate the role of imitation vs. innovation in the growth of the firm.


Imitative behavior was more important in the early stages of the firm development, while innovation became a turning point in the acceleration of growth of the company. Innovation was crucial for success in one-design racing sails (especially Finn class).

6. What was the role of technology in the development of the firm?


The introduction of computer aided technology and design into the firm’s processes has had important role in the sail design innovations of the firm and has made the firm more competitive.

7. What would you suggest to the owners for the future?


Some pros and cons of the three alternatives that can be discussed: (See Case Exhibit IID-1)
· Take a foreign trade name and work as a member of a group. 
Pros: 
Joint business functions may increase effectiveness; a strong trade name, such as North, may boost sales.

Cons: 
The owners would loose control, threat of becoming a dependent subcontractor rather than innovator).
· Merge with foreign companies, where negotiations were already underway.
Pros: 
Same as above.

Cons: 
Same as above plus the threats of lost control are even stronger.
Case Exhibit IID-1 

[image: image12.emf]  Intervela D.O.O. Koper — Victory Sailmakers   Options for the Firm’s Future     OPTION 1 :  Take a foreign trade name and work as a member of a group     Pros : joint business fun c tions may increase effectiveness; a strong trade  name, such as North, may boost sales.   C ons:  the owners would loose control, threat of becoming a dependent  subco n tractor rather than i n novator).   OPTION 2:   Merge with foreign companies,  where negotiations were already  underway.   Pros : same as above.   Cons : same as above plus the threats of lost co ntrol are even stronger.   OPTION 3:   Sell the company — find a potential partner with money who would acquire a  part of or their e n tire company    Sale of a part of the company:      Pros : the firm may get some fresh money for further growth.     Cons : the owners are  threatened to loose control and to move to managerial  pos i tions.   Sale of the entire company:      Pros : harvest and invest in som e thing else.     Cons : the owners would stop doing what they   like  –  making and selling sails.  


· Sell the company—find a potential partner with money who would acquire a part of or their entire company. 

Sale of a part of the company: 

Pros: 
The firm may get some fresh money for further growth.


Cons: 
The owners are threatened to loose control and to move to managerial positions.


Sale of the entire company: 

Pros: 
Harvest and invest in something else.


Cons: 
The owners would stop doing what they like—making and selling sails.

Other options can also be discussed, for example:

· Continue with international growth activities (continue strengthening the Victory brand, replicate success in Finn class also in other one-design classes).

Other things can also be discussed, such as:

· Location decisions.
· Internationalization.
	epilogue


The owners decided to acquire a larger loft located in Materija, Slovenia, which is inland and in about 30 to 45 minute driving distance from Koper (Slovenia), Rijeka (Croatia), and Trieste (Italy). They started the operations in the new loft in 2003.


The company’s web page:



http://www.intervela.si/
Page 478 is blank
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Gourmet to Go


Pro Forma Cash Flow, Years 2-3


(with owner’s salary reduced)











Case Exhibit IIC-2





Gourmet to Go


Pro Forma Income Statement, Year 1


(with owner’s salary reduced)








� Prepared by Bostjan Antoncic, Faculty of Economics at the University in Ljubljana, Slovenia. Copyright 2003 of the author. Published with the author’s permission.
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The Beach Carrier


Start-Up Financing


Start up expenses



$30,000 – Start up loan



$27,000 – Administrative, warehousing, general sales expenses



$3,000 – Available for product manufacturing 



@ $10 cost per unit, only 300 units could be produced



_1134928355.doc
Gourmet to Go


Market Penetration Goals


End of Year 3:



Number of households
400



Total market size

18,000



Market penetration


2.2%


By the end of Year 3, Gourmet to Go will need only 2.2% market 

penetration to meet projected sales figures.



_1134929477.xls
Start-Up Expenses

				EXHIBIT 1 Start-Up Expenses

		Ad campaign		Ad campaign

				Ad agency		3,000

				Brochures		7,000

				Radio spots		8,000

				Newpaper ads		7,000

				Total				$25,000

				Prestart-up salaries				16,100

				Nutritionist consulting				6,000

				Miscellaneous consulting (legal, etc.)				1,500

				Prestart-up rent and deposits				4,000												15,000				7,400

				Prestart-up utilities and miscellaneous supplies				2,000												16,108

								$54,600

																				462		600

																				415		508

																				877		1,108



gess:
order clerks salaries for 2 weeks ($1300/mo)

gess:
boss salary ($5000/mo)

gess:
total pre-start salaries

gess:
delivery clerk salary for 2 weeks ($1100/mo)



Capital Equipment List

		EXHIBIT 2 Capital Equipment List

		Computers:

				Apple, MacIntosh

				3 eMac systems		3,000

				Laser printer HP 2300 series		1,000

				Networking		2,000

				Software		3,000

				Total				$9,000

		Delivery vans, Chevrolet Astro						66,000

		Food lockers and freezers						15,000

		Phone system (AT&T)						1,500

		Furniture and fixtures						3,500

								$95,000



gess:
3 vans @ $22,000 each



Pro Forma Income Statement Yr 1

		EXHIBIT 3 Pro Forma Income Statement

				50		10		260				173

				260								170

				10		15		25		50		75		90		100		110		120		130		140		150						Case Figure O

												Year 1

				Mo. 1		Mo. 2		Mo. 3		Mo. 4		Mo. 5		Mo. 6		Mo. 7		Mo. 8		Mo. 9		Mo. 10		Mo. 11		Mo. 12										Revenue and Gross Profit

		Sales		2,600		3,900		6,500		13,000		19,500		23,400		26,000		28,600		31,200		33,800		36,400		39,000										Three-Year Revenue Growth

		Less: Cost of Goods sold		1,700		2,550		4,250		8,500		12,750		15,300		17,000		18,700		20,400		22,100		23,800		25,500

		Gross profit		900		1,350		2,250		4,500		6,750		8,100		9,000		9,900		10,800		11,700		12,600		13,500										Year 1

		Less: Operating expenses																																		Qtr 1		Qtr 2		Qtr 3		Qtr 4		Total

		Salaries and wages		4,900		4,900		4,900		4,900		4,900		4,900		7,300		7,300		7,300		7,300		7,300		7,300						Sales				$13,000		$55,900		$85,800		$109,200		$263,900

		Operating supplies		300		300		300		300		300		300		300		300		300		300		300		300								% Increase in Sales $				330.0%		53.5%		27.3%

		Repairs and maintenance		250		250		250		250		250		250		250		250		250		250		250		250								# Households		25		90		120		150

		Advertising and promotion		130		195		325		650		975		1,170		1,300		1,430		1,560		1,690		1,820		1,950				1,667				% Increase in # HHolds				260.0%		33.3%		25.0%

		Bad debts		100		100		100		100		100		100		100		100		100		100		100		100						Less: Cost of Goods Sold				$8,500		$36,550		$56,100		$71,400		$172,550

		Rent		1,667		1,667		1,667		1,667		1,667		1,667		1,667		1,667		1,667		1,667		1,667		1,667						Gross Profit				$4,500		$19,350		$29,700		$37,800		$91,350

		Utilities		1,000		1,000		1,000		1,000		1,000		1,000		1,000		1,000		1,000		1,000		1,000		1,000						% Gross Profit Margin				34.6%		34.6%		34.6%		34.6%		34.6%

		Insurance		600		600		600		600		600		600		600		600		600		600		600		600						Net Profit (Loss)				($27,994)		($15,089)		($14,094)		($7,164)		($64,339)

		General office		150		150		150		150		150		150		150		150		150		150		150		150						% Net Profit Margin				-215.3%		-27.0%		-16.4%		-6.6%		-24.4%

		Licenses		200		0		0		0		0		0		0		0		0		0		0		0

		Interest		310		310		310		310		310		310		530		530		530		530		530		530

		Depreciation		1,271		1,271		1,271		1,271		1,271		1,271		1,271		1,271		1,271		1,271		1,271		1,271										Year 2

		Total operating expenses		10,878		10,743		10,873		11,198		11,523		11,718		14,468		14,598		14,728		14,858		14,988		15,118										Qtr 1		Qtr 2		Qtr 3		Qtr 4		Total

		Profit (loss) before taxes		(9,978)		(9,393)		(8,623)		(6,698)		(4,773)		(3,618)		(5,468)		(4,698)		(3,928)		(3,158)		(2,388)		(1,618)						Sales				$136,500		$156,000		$194,698		$234,000		$721,198

		Less: Taxes		0		0		0		0		0		0		0		0		0		0		0		0								% Increase in Sales $				14.3%		24.8%		20.2%

		Net profit (loss)		(9,978)		(9,393)		(8,623)		(6,698)		(4,773)		(3,618)		(5,468)		(4,698)		(3,928)		(3,158)		(2,388)		(1,618)		(64,339)						# Households		175		200		250		300

																																		% Increase in # HHolds				14.3%		24.8%		20.2%

																																Less: Cost of Goods Sold				$89,250		$102,000		$127,302		$153,000		$471,552

																																Gross Profit				$47,250		$54,000		$67,395		$81,000		$249,645

																																% Gross Profit Margin				34.6%		34.6%		34.6%		34.6%		34.6%

		Households:		12		18		30		60		91		90		121		133		145		157		169		181

																																Net Profit (Loss)				($3,480)		($5,997)		$5,683		$17,323		$13,529

																																% Net Profit Margin				-2.5%		-3.8%		2.9%		7.4%		1.9%

																																				Year 3

																																				Qtr 1		Qtr 2		Qtr 3		Qtr 4		Total

																																Sales				$253,500		$273,000		$292,500		$312,000		$1,131,000

																																		% Increase in Sales $		8.3%		7.7%		7.1%		6.7%

																																		# Households		325		350		375		400

																																		% Increase in # HHolds		8.3%		7.7%		7.1%		6.7%

																																Less: Cost of Goods Sold				$165,750		$178,500		$191,250		$204,000		$739,500

																																Gross Profit				$87,750		$94,500		$101,250		$108,000		$391,500

																																% Gross Profit Margin				34.6%		34.6%		34.6%		34.6%		34.6%

																																Net Profit (Loss)				$20,657		$26,652		$32,647		$38,422		$118,376

																																% Net Profit Margin				8.1%		9.8%		11.2%		12.3%		10.5%

																																End of Year 3:

																																Number of Households				400

																																Total Market Size				18,000

																																Market Penetration				2.2%

																																By the end of Year 3, Gourmet to Go will need only 2.2% market

																																penetration to meet projected sales figures.



BSA:
Average unit sale

BSA:
Delivery

BSA:
Monthly unit sales

BSA:
Monthly unit sales (rounded)

BSA:
Number of households served

BSA:
Cost of goods sold per household per month

BSA:
Cost of goods sold per household per month rounded

gess:
Rent increase from $8 to $10 per ft2



Pro Forma Income Stat. Yr 2-3

		EXHIBIT 4 Pro Forma Income Statement

				50		10		260				173

				260								170

				175		200		250		300		325		350		375		400

						Yr. 2								Yr. 3

				Q1		Q2		Q3		Q4		Q1		Q2		Q3		Q4

		Sales		136,500		156,000		194,698		234,000		253,500		273,000		292,500		312,000		1,131,000

		Less: Cost of Goods sold		89,250		102,000		127,302		153,000		165,750		178,500		191,250		204,000

		Gross profit		47,250		54,000		67,395		81,000		87,750		94,500		101,250		108,000		391,500

		Less: Operating expenses

		Salaries and wages		23,214		30,846		30,846		30,846		32,697		32,697		32,697		32,697

		Operating supplies		900		900		900		900		900		900		900		900

		Repairs and maintenance		750		750		750		750		750		750		750		750

		Advertising and promotion		6,825		7,800		9,735		11,700		12,675		13,650		14,625		15,600

		Bad debts		300		300		300		300		300		300		300		300

		Rent		5,301		5,301		5,301		5,301		5,619		5,619		5,619		5,619

		Utilities		3,000		3,000		3,000		3,000		3,000		3,000		3,000		3,000

		Insurance		1,800		1,800		1,800		1,800		1,800		1,800		1,800		1,800

		General office		450		450		450		450		450		450		450		450

		Licenses

		Interest		1,280		1,940		1,720		1,720		1,410		1,190		970		970

		Depreciation		6,910		6,910		6,910		6,910		7,493		7,493		7,493		7,493

		Total operating expenses		50,730		59,997		61,712		63,677		67,093		67,848		68,603		69,578

		Profit (loss) before taxes		(3,480)		(5,997)		5,683		17,323		20,657		26,652		32,647		38,422

		Less: Taxes		0

		Net profit (loss)		(3,480)		(5,997)		5,683		17,323		20,657		26,652		32,647		38,422		118,376		10.5%



BSA:
Average unit sale

BSA:
Delivery

BSA:
Monthly unit sales

BSA:
Cost of goods sold per household per month

BSA:
Monthly unit sales (rounded)

BSA:
Cost of goods sold per household per month rounded

BSA:
Number of households served



Pro Forma Cash Flow Yr 1

		EXHIBIT 5 Pro Forma Cash Flow Statement

														Year 1

				Mo. 1		Mo. 2		Mo. 3		Mo. 4		Mo. 5		Mo. 6		Mo. 7		Mo. 8		Mo. 9		Mo. 10		Mo. 11		Mo. 12		Total

		Cash receipts

		Sales		2,600		3,900		6,500		13,000		19,500		23,400		26,000		28,600		31,200		33,800		36,400		39,000		263,900

		Other

		Total cash receipts		2,600		3,900		6,500		13,000		19,500		23,400		26,000		28,600		31,200		33,800		36,400		39,000		263,900

		Cash disbursements

		Cost of goods sold		1,700		2,550		4,250		8,500		12,750		15,300		17,000		18,700		20,400		22,100		23,800		25,500		172,550

		Salaries and wages		4,900		4,900		4,900		4,900		4,900		4,900		7,300		7,300		7,300		7,300		7,300		7,300		73,200

		Operating supplies		300		300		300		300		300		300		300		300		300		300		300		300		3,600

		Repairs and maintenance		250		250		250		250		250		250		250		250		250		250		250		250		3,000

		Advertising and promotion		130		195		325		650		975		1,170		1,300		1,430		1,560		1,690		1,820		1,950		13,195

		Bad debts		100		100		100		100		100		100		100		100		100		100		100		100		1,200

		Rent		1,667		1,667		1,667		1,667		1,667		1,667		1,667		1,667		1,667		1,667		1,667		1,667		20,004

		Utilities		1,000		1,000		1,000		1,000		1,000		1,000		1,000		1,000		1,000		1,000		1,000		1,000		12,000

		Insurance		600		600		600		600		600		600		600		600		600		600		600		600		7,200

		General office		150		150		150		150		150		150		150		150		150		150		150		150		1,800

		Licenses		200		0		0		0		0		0		0		0		0		0		0		0		200

		Interest		310		310		310		310		310		310		530		530		530		530		530		530		5,040

		Debt service (principle)																								10,333		10,333

		Total cash disbursement		11,307		12,022		13,852		18,427		23,002		25,747		30,197		32,027		33,857		35,687		37,517		49,680		323,322

		Net cash flow		(8,707)		(8,122)		(7,352)		(5,427)		(3,502)		(2,347)		(4,197)		(3,427)		(2,657)		(1,887)		(1,117)		(10,680)		(59,422)





Pro Forma Cash Flow Yr 2-3

		EXHIBIT 6 Pro Forma Cash Flow Statement

						Yr. 2								Yr. 3

				Q1		Q2		Q3		Q4		Q1		Q2		Q3		Q4

		Cash receipts

		Sales		136,500		156,000		194,698		234,000		253,500		273,000		292,500		312,000

		Other

		Total cash receipts		136,500		156,000		194,698		234,000		253,500		273,000		292,500		312,000

		Cash disbursements

		Cost of goods sold		89,250		102,000		127,302		153,000		165,750		178,500		191,250		204,000

		Salaries and wages		23,214		30,846		30,846		30,846		32,697		32,697		32,697		32,697

		Operating supplies		900		900		900		900		900		900		900		900

		Repairs and maintenance		750		750		750		750		750		750		750		750

		Advertising and promotion		6,825		7,800		9,735		11,700		12,675		13,650		14,625		15,600

		Bad debts		300		300		300		300		300		300		300		300

		Rent		5,301		5,301		5,301		5,301		5,619		5,619		5,619		5,619

		Utilities		3,000		3,000		3,000		3,000		3,000		3,000		3,000		3,000

		Insurance		1,800		1,800		1,800		1,800		1,800		1,800		1,800		1,800

		General office		450		450		450		450		450		450		450		450

		Licenses		0		0		0		0		0		0		0		0

		Interest		1,280		1,940		1,720		1,720		1,410		1,190		970		970

		Debt service (principle)				7,333				10,333		7,333		7,333				10,333

		Total cash disbursement		133,070		162,420		182,104		220,100		232,684		246,189		252,361		276,419

		Net cash flow		3,430		(6,420)		12,593		13,900		20,816		26,811		40,139		35,581





Pro Forma Balance Sheet Yr 1-3

		EXHIBIT 7 Pro Forma Balance Sheets

		End of:		Yr. 1		Yr. 2		Yr. 3						Yr. 1		Yr. 2		Yr. 3

				Assets								Liabilities

		Current assets										Accounts payable		12,750		21,217		31,875

		Cash		3,000		5,000		7,000				Notes payable		0		0		0

		Accounts receivable		19,500		32,450		48,750				Total current liabilites		12,750		21,217		31,875

		Inventory		12,750		21,217		31,875				Long-term liabilities

		Supplies		300		300		300				Bank loans payable		42,667		47,000		22,000

		Prepaid expenses		1,667		1,767		1,873				Personal loans payable		0		0		0

		Total current assets		37,217		60,734		89,798				Total long-term liabilities		42,667		47,000		22,000

		Fixed assets										Total liabilities		55,417		68,217		53,875

		Furniture and fixtures		18,000		16,000		14,000				Owner's equity

		Vehicles		33,000		32,780		8,140				Paid-in capital		103,889		31,097		19,641

		Equipment		6,750		3,330		0				Retained earnings		(64,339)		13,529		38,422

		Total fixed assets		57,750		52,110		22,140				Total owner's equity		39,550		44,627		58,063

		Total assets		94,967		112,844		111,938				Total liabilities and equity		94,967		112,844		111,938





Sources and Uses of Funds

		EXHIBIT 8 Sources and Uses of Funds

		Sources of Funds

		Jan Jones (personal funds)				$137,013

		Bank loans for computer and vehicles				75,000

		Total sources				$212,013

		Uses of Funds

		Computer, peripherals, and software				$9,000

		Food lockers and freezers				15,000

		Delivery vehicles				66,000

		Phone system				1,500

		Miscellaneous furniture and fixtures				3,500

		Start-up expenses				54,600

		Working capital				62,413

		Total uses				$212,013





Worksheet

		

				Households served in Yr 1

				Mo. 1		Mo. 2		Mo. 3		Mo. 4		Mo. 5		Mo. 6		Mo. 7		Mo. 8		Mo. 9		Mo. 10		Mo. 11		Mo. 12		Mo. 13		Mo. 14		Mo. 15		Mo. 16		Mo. 17		Mo. 18		Mo. 19		Mo. 20		Mo. 21		Mo. 22		Mo. 23		Mo. 24		Mo. 25		Mo. 26		Mo. 27		Mo. 28		Mo. 29		Mo. 30		Mo. 31		Mo. 32		Mo. 33		Mo. 34		Mo. 35		Mo. 36

				12		18		30		60		91		90		121		133		145		157		169		181

				Interest rate		0.120

																														Yr1 Q1				Yr1 Q2						Yr1 Q3						Yr1 Q4						Yr2 Q1						Yr2 Q2						Yr2 Q3						Yr2 Q4

				31,000		3,720		310																		20,667		2,480		620																				10,333		310

		Credit 1		310		310		310		310		310		310		310		310		310		310		310		310		620						620						620						620						310						310						310						310

																										10,333																								10,333																								10,333

																22,000		2,640		220																		14,667		440																						7,333		220

		Credit 2														220		220		220		220		220		220		660						660						440						440						440						440						220						220

																																						7,333																								7,333

																																		22,000		660																				14,667		440

		Credit 3																																660						660						660						660						440						440						440

																																																								7,333

		Interest		310		310		310		310		310		310		530		530		530		530		530		530		1,280						1,940		0		0		1,720		0		0		1,720		0		0		1,410		0		0		1,190		0		0		970		0		0		970		0		0

		Principle																								10,333												7,333												10,333												7,333												10,333

																												Interest				1,280						1,940						1,720						1,720						1,410						1,190						970						970

																												Principle										7,333												10,333						7,333						7,333												10,333

				Assets to depreciate (face value):

				Yr. 1		Yr. 2		Yr. 3

		Computer equipment		9,000		9,000		9,000

		Van 1		22,000		22,000		22,000

		Van 2		22,000		22,000		22,000

		Van 3				22,000		22,000

		Furniture and fixtures		20,000		20,000		20,000

		ACRS depreciation		13,250		25,640		27,970

		Linear depreciation		2,000		2,000		2,000

		Total depreciation		15,250		27,640		29,970

		Depreciation/month		1,271

		Depreciation/quarter				6,910		7,493



BSA:
Reminder of credit 1

BSA:
Reminder of credit 2

BSA:
Interest rate
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Intervela D.O.O. Koper—Victory Sailmakers


Options for the Firm’s Future


OPTION 1: Take a foreign trade name and work as a member of a group 


Pros: joint business functions may increase effectiveness; a strong trade name, such as North, may boost sales.


Cons: the owners would loose control, threat of becoming a dependent subcontractor rather than innovator).


OPTION 2: Merge with foreign companies, where negotiations were already underway.


Pros: same as above.


Cons: same as above plus the threats of lost control are even stronger.


OPTION 3: Sell the company—find a potential partner with money who would acquire a part of or their entire company 


Sale of a part of the company: 



Pros: the firm may get some fresh money for further growth.



Cons: the owners are threatened to loose control and to move to managerial positions.


Sale of the entire company: 



Pros: harvest and invest in something else.



Cons: the owners would stop doing what they like – making and selling sails.
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The Beach Carrier


Breakeven Analysis


Breakeven 
=
           Fixed costs        




Price – Variable cost



       $111,199       
=
     $111,199    


$13.99 - $10.00

$3.99



27,869.423
=
27,870 units



At the selling price of $13.99, breakeven is 27,870 units
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Bizland, Inc.


Rank-order these important characteristics


____
Academic achievement


____
Professional Certification


____
Experience and Promotion


____
Transferability of skills to this industry and company


____
Other
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Gourmet to Go


Pro Forma Income Statement, Years 2-3


(with owner’s salary reduced)


[image: image1.emf]Yr. 2 Yr. 3


Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4


Sales 136,500 156,000 194,698 234,000 253,500 273,000 292,500 312,000


Less: Cost of Goods 


sold


89,250 102,000 127,302 153,000 165,750 178,500 191,250 204,000


Gross profit 47,250 54,000 67,395 81,000 87,750 94,500 101,250 108,000


Less: Operating 


expenses


Salaries and wages 23,214 30,846 30,846 30,846 32,697 32,697 32,697 32,697


Operating supplies 900 900 900 900 900 900 900 900


Repairs and 


maintenance


750 750 750 750 750 750 750 750


Advertising and 


promotion


6,825 7,800 9,735 11,700 12,675 13,650 14,625 15,600


Bad debts 300 300 300 300 300 300 300 300


Rent 5,301 5,301 5,301 5,301 5,619 5,619 5,619 5,619


Utilities 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000


Insurance 1,800 1,800 1,800 1,800 1,800 1,800 1,800 1,800


General office 450 450 450 450 450 450 450 450


Licenses


Interest 1,280 1,940 1,720 1,720 1,410 1,190 970 970


Depreciation 6,910 6,910 6,910 6,910 7,493 7,493 7,493 7,493


Total operating 


expenses


50,730 59,997 61,712 63,677 67,093 67,848 68,603 69,578


Profit (loss) before 


taxes


(3,480) (5,997) 5,683 17,323 20,657 26,652 32,647 38,422


Less: Taxes 0


Net profit (loss) (3,480) (5,997) 5,683 17,323 20,657 26,652 32,647 38,422
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Gourmet to Go


Pro Forma Cash Flow Statement, Years 2-3


(with owner’s salary reduced)


[image: image1.emf]Yr. 2 Yr. 3


Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4


Cash receipts


Sales 136,500 156,000 194,698 234,000 253,500 273,000 292,500 312,000


Other 


Total cash receipts 136,500 156,000 194,698 234,000 253,500 273,000 292,500 312,000


Cash disbursements


Cost of goods sold 89,250 102,000 127,302 153,000 165,750 178,500 191,250 204,000


Salaries and wages 23,214 30,846 30,846 30,846 32,697 32,697 32,697 32,697


Operating supplies 900 900 900 900 900 900 900 900


Repairs and 


maintenance


750 750 750 750 750 750 750 750


Advertising and 


promotion


6,825 7,800 9,735 11,700 12,675 13,650 14,625 15,600


Bad debts 300 300 300 300 300 300 300 300


Rent 5,301 5,301 5,301 5,301 5,619 5,619 5,619 5,619


Utilities 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000


Insurance 1,800 1,800 1,800 1,800 1,800 1,800 1,800 1,800


General office 450 450 450 450 450 450 450 450


Licenses 0 0 0 0 0 0 0 0


Interest 1,280 1,940 1,720 1,720 1,410 1,190 970 970


Debt service (principle)


7,333 10,333 7,333 7,333 10,333


Total cash 


disbursement


133,070 162,420 182,104 220,100 232,684 246,189 252,361 276,419


Net cash flow 3,430 (6,420) 12,593 13,900 20,816 26,811 40,139 35,581
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The Beach Carrier


Alternative Distribution Methods


· Retail outlets


· Licensing arrangement


· Selling the concept


· Mail order
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Bizland

Unique qualities BizLand, Inc. possesses compared to other dot coms:

· Profitability


· Servicing Unmet Need


· Experience



